JOHN N. HUGHES
ATTORNEY AT LAW
PROFESSIONAL SERVICE CORPORATION
124 WEST TODD STREET
FRANKFORT, KENTUCKY 40601

Telephone: (502) 227-7270 jnhughes@johnnhughespsc.com

September 28, 2017

Mr. John Lyons

Acting Executive Director
Public Service Commission
211 Sower Blvd.

Frankfort, KY 40601

Re: Atmos Energy Corporation:
Case No. 2017-00349
Dear Mr. Lyons:

Atmos Energy Corporation submits its application for an adjustment of rates. I
certify that the electronic filing is a complete and accurate copy of the original documents
to be filed in this matter, which will be filed within two days of this submission.

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

Very truly yours,

Jéhn N. Hughes

And

Mark R. Hutchinson

Wilson, Hutchinson and Littlepage
611 Frederica St.

Owensboro, KY 42301

270 926 5011
randy@whplawfirm.com

Attorneys for Atmos Energy
Corporation



PETITION



COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF:

Application of Atmos Energy Corporation )
for an Adjustment of Rates ) Case No. 2017-00349
and Tariff Modifications )

APPLICATION FOR ADJUSTMENT OF RATES
AND TARIFF MODIFICATIONS

1.  Atmos Energy Corporation (“Atmos Energy”), by counsel, pursuant to
KRS 278.180, KRS 278.190, 807 KAR 5:001(14) and (16) and 807 KAR 5:011
submits the attached revised tariffs and proposes that certain gas rates and
revised tariff provisions for its Kentucky Division become effective on October
28, 2017. This Application and the attached supporting exhibits contain the facts
on which the relief being requested is based, a request for the relief sought and
references to the particular provisions of law requiring or providing for the relief
sought as specified in 807 KAR 5:001. Correspondence and communications
with respect to this Application should be directed to:

Mark A. Martin,

Atmos Energy Corporation,
3275 Highland Pointe Drive,
Owensboro, Kentucky
(270) 685-8095 Ph

(270) 689-2076 fax
(Mark.Martin@atmosenergy.com)

Mark R. Hutchinson,

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

And

John N. Hughes

124 W. Todd St.

Frankfort, KY 40601

(602) 227 7270 Ph

No fax :
(inhughes@johnnhughespsc.com)

2. Atmos Energy is a utility as defined by KRS 278.010 (3)(b) and
is subject to the jurisdiction of the Public Service Commission
("Commission"}, pursuant to KRS 278.040. Atmos Energy delivers natural gas
to approximately three million residential, commercial, industrial and public-
authority customers in eight states. It has six gas utility operating divisions.
They are located in Denver, Coloradc (Kansas and Colorado Division); Baton
Rouge, Louisiana (Louisiana division); Jackson, Mississippi (Mississippi
Division); Lubbock, Texas (West Texas Division); Dallas, Texas (Mid-Tex
Division); and Franklin, Tennessee (Kentucky/Mid-States).

3. The President of the Atmos Energy Kentucky/Mid-States Division
is J. Kevin Dobbs. The Vice President — Rates and Regulatory Affairs for the
Kentucky/Mid-States Division is Mark Martin. Atmos Energy’s corporate office
address is:

Atmos Energy Corporation
5430 LBJ Freeway

1800 Three Lincoln Centre
Dallas, TX 75240

P.O. Box 650205

Dallas, Texas 75265-0205
www.atmosenergy.com




Atmos Energy' s Kentucky/Mid-States Division office location is:

3275 Highland Pointe Dr.

Owensboro, KY 42303

270 685 8000 Ph.

(270) 689-2076 fax

(Mark.Martin@Atmosenergy.com)

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

1981 and in Virginia on July 21, 1997. Atmos Energy’s articles of incorporation
are filed as attachments to FR 14(2) in Volume 2. Applicant attests that itis a

foreign corporation in good standing to operate in Kentucky. Atmos Energy
does not operate under an assumed name in Kentucky.

5. Atmos Energy serves approximately 176,000 customers in central
and western Kentucky. The customer base includes residential, commercial
and industrial customers. Residential class customers account for the majority
of meters of approximately 156,700. Atmos Energy’s natural gas deliveries

totaled approximately 43.3 Bef during the 12-month period ending July, 2017.

6. Atmos Energy’s Annual Reports including the 2016 report are on file

with the Commission as required by 807 KAR 5:008§4(1 and 2).

7. Notice of intent to file a rate application was delivered to the Executive
Director and the Attorney General on August 25, 2017. A copy of that notice is filed

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

8. In this Application, Atmos Energy proposes rates that will result in
an overall approximate increase in the amount of $10,416,024.00 annually or 6.1%

with increases of approximately $5,634,048.00 or 5.7% for residential consumers,




and $2,292 550.00 or 4.8% for commercial and public authority consumers, and
approximately $2,418,894.00 or 10.6% for industrial and transportation
consumers. Charges from other gas revenue will increase $70,532.00 or 3.4%.
The average monthly bill for residential consumers will increase approximately
$2.99 or 5.74%. The average monthly bill for commercial and public authority
consumers will increase approximately $10.07 or 4.8%. The average monthly bill
for industrial and transportation customers will increase approximately $478.65 or
10.6%. The actual increases by amount and percentage for each customer class

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

9. Pursuant to KRS 278.192(1), this filing is based upon a fully
forecasted test year using a base period of January 2017 - December 2017 and a
forecasted period of April 1, 2018 through March 31, 2019. As required by KRS
27:”8.192(2), within 45 days after the end of base period, the actual results for the

estimated months will be filed.

10.  The reasons for the proposed rate adjustment are declining return on
equity and inadequate revenue to continue to provide the quality of service required
by the Commission and demanded by Atmos Energy’s customers. Revised rates
are necessary to allow Atmos Energy the opporiunity to recover its reasonable
operating costs and to earn a reasonable return on its investment. The rate
increase is needed to provide sufficient revenue for Atmos Energy to maintain its
facilities and provide the level of service mandated by the Commission and the
public. This revenue is also necessary for the attraction of additional capital. The
existing rates are inadequate for these purposes and thus fail to meet the fair, just

and reasonable standard. A more detailed explanation of the need for the rate
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adjustment is provided in the testimony filed as FR 16(7)(a), Volumes 1and 2.

11. in addition to the adjustment of distribution rates, Atmos Energy is
proposing certain rate design features which remove avoidable uncertainties for
customers, shareholders and regulators inherent to its traditional rate
structures. Atmos Energy’s tariff and rate design proposals are as follows:

1) Maintain the general balance of fixed and variable elements in its
distribution rates to reflect the underlying cost characteristics of its
service; and better align the interests of the Company and customers.

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

3) Impiement an Annual Review Mechanism (ARM) to allow for the annual
review and adjustment of cost of service and rates.

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

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

12,  Atmos Energy is providing notice of this filing to its customers and
interested parties by publication in newspapers of general circulation and
posting in each of Atmos Energy local offices for public inspection as well as
posting on its website. A copy of the notice is in contained in FR 17 (1)(a-c)

Voiume 9.

13.  Atmos Energy requests that the Commission allow the proposed

rate changes to take effect without delay.

14.  Atmos Energy also requests a deviation pursuant to 807 KAR
5:006(28) from any rule, regulation or other requirement that might otherwise

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

attached to this application.

16. Based on the information provided and in compliance with all filing
requirements of KRS Chapter 278 and 807 KAR 5:001, Atmos Energy requests
that the Commission issue an order approving the proposed rates and the

proposed tariff revisions and granting all other appropriate relief.

Submitted by:

Mark R. Hutchinson

Wilson, Hutchinson & Littlepage
611 Frederica St.

Owensboro, KY 42303

270 926 5011 Ph.

(270) 926-9394 fax
randy@whplawfirm.com

John N. Hughes

124 West Todd Street

Frankfort, KY 40601

502 227 7270

No fax
jnhughes@johnnhughespsc.com

Attorneys for Atmos Energy Corporation

CERTIFICATE

in accordance with the requirements of 807 KAR 5:001(8), | certify that this
electronic filing is a true and accurate copy of the documents to be filed in paper
medium; that the electronic filing has been transmitted to the Commission on
September 28, 2017; that an original of the filing will be delivered to the Commission
within two days of September 28, 2017; and that no party has been excused from

participation by electronic means.




Law/Regulation

Filing Requirement

Witness

Volume No.

Section 16(7)(a)

Prepared testimony of each witness supporting its
application including testimony from chief officer in charge
of Kentucky operations on the existing programs to
achieve improvements in efficiency and productivity,
including an explanation of the purpose of the program;

Christian, Gillham
Martin, Raab,
Vander Weide,
Waller

1,2

Section 14(2)

If a corporation, identify the state that applicant is
incorporated, attest that it is currently in good standing in
the state it is organized and if not a Kentucky corporation
attest that it is authorized fo do business in Kentucky.

Martin

Section 16(1)(b}1

A statement of the reason the adjustment is required.

Martin

Section 16(1)(b)2

A certified copy of a certificate of assumed name as
required by KRS 365.015 or a statement that such a
certificate is not necessary.

Martin

Section 16(1)(b)3

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

Martin

Section 16(1){b)4

Proposed tariff changes shown either by providing present
and proposed tariffs in comparative form or indicating
additions by italicized inserts or underscoring and striking
over deletions in a copy of the current tariff.

Martin

Section 16(1)}(b)5

A statement that customer notice has been given in
compliance with Section 17 with a copy of the notice.

Martin

Section 18(2){a)-(c)

Notice of intent. A utility with gross annual revenues
greater than $5,000,000 shall notify the commission in
writing of intent to file a rate application at least thirty (30)
days, but not more than sixty (60) days, prior to filing its
application.

(a) The notice of intent shall state if the rate application
will be supported by a historical test period or a fully
forecasted test period.

Upon filing the notice of intent, an application may be
made to the commission for permission to use an
abbreviated form of newspaper notice of proposed
rate increases provided the notice includes a coupon
that may be used to obtain a copy from the applicant
of the full schedule of increases or rate changes.
The applicant shall also fransmit by electronic mail a
copy of the notice in a portable document format to the
Attorney General's Office of Rate Intervention at
rateintervention@ag.ky.gov.

(b)

(c)

Martin

Section 16(6)(a)

Financial data for forecasted period presented as pro forma
adjustments to base period.

Martin, Waller

Section 16(6)(b)

Forecasted adjustments shall be limited to the 12 months
immediately following the suspension period.

Waller

Section 16(6){c)

Capitalization and net investment rate base shall be based
on a 13 month average for the forecasted period.

Christian, Waller

Section 16(6)(H)

The utility shall provide a reconciliation of the rate base
and capital used to determineg its revenue requirements.

Waller

Section 16(7){b)

Most recent capital construction budget containing at
minimum 3 year forecast of construction expenditures

Waller

Section 16(7)(c)

Complete description, which may be in pre-filed testimony
form, of all factors used to prepare forecast period. All
econometric models, variables, assumptions, escalation
factors, contingency provisions, and changes in activity
levels shall be quantified, explained, and properly
supported,;

Martin, Waller




Law/Regulation Filing Requirement Witness Volume No.
Section 10(7)(d) Annual and monthly budget for the 12 months preceding Waller 2
filing date, base period and forecasted period;
Section 16(7){e) Attestation signed by utility's chief officer in charge of Martin 2
Kentucky operations providing:
1. That forecast is reasonable, reliable, made in good
faith and that all basic assumptions used have been
identified and justified; and
2. That forecast contains same assumptions and
methodologies used in forecast prepared for use by
management, or an identification and explanation for
any differences; and
3. That productivity and efficiency gains are included in
the forecast;
Section 16(7)(f) For each major construction project constituting 5% or Waller 2
more of annual construction budget within 3 year forecast,
following information shall be filed:
1. Date project began or estimated starting date;
2. Estimated completion date;
3. Total estimated cost of construction by year exclusive
and inclusive of Allowance for Funds Used During
Construction (‘*AFUDC") or interest During
Construction Credit; and
4. Most recent available fotal costs incurred exclusive
and inclusive of AFUDC or Interest During
Construction Credit;
Section 16(7)(g) For all construction projects constituting less than 5% of Waller 2
annual construction budget within 3 year forecast, file
aggregate of information requested in paragraph (f) 3 and
4 of this subsection;
Section 16(7)(h) Financial forecast for each of 3 forecasted years included
in capital construction budget supported by underlying
assumptions made in projecting resuits of operations and
including the following information: :
1. Operating income statement {exclusive of dividends Martin, Waller 2
per share or earnings per share);
2. Balance sheet; Waller 2
3. Statement of cash flows; Waller 2
4. Revenue requirements necessary to support the Waller 2
forecasted rate of return;
5. Load forecast including energy and demand N/A 2
{electric);
8. Access line forecast (telephone); N/A 2
7. Mix of generation (electric); N/A 2
8. Mix of gas supply (gas); Martin 2
9. Employee level; Waller 2
10. Labor cost changes; Waller 2
11. Capital structure requirements; Christian 2
12. Rale base; Waller 2
13. Gallons of water projecied to be sold (water); N/A 2
14. Customer forecast (gas, water); Martin 2
15. MCF sales forecasts (gas), Martin 2
16. Toll and access forecast of number of calls and N/A 2
number of minutes (telephone); and
17. A detailed explanation of other information N/A 2
provided, if applicable;
Section 16(7)(i) Most recent FERC or FCC audit reports; Martin 2
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Law/Regulation

Filing Requirement

Witness

Volume No.

Section 18(7){())

Prospectuses of most recent stock or bond offerings;

Christian

2

Section 18(7)(k)

Most recent FERC Form 1 (electric), FERC Form 2 (gas),
or the Automated Reporting Management Information
System Report {telephone) and PSC Form T (ielephone);

Giltham

2

Section 16(7)(})

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

Gillham

Section 16(7)(m)

Current chart of accounts if more detailed than Uniform
System of Accounts chart;

Giltham

Section 16(7)(n)

Latest 12 months of the monthly managerial reports
providing financial results of operations in comparison to
forecast;

Waller

Section 16(7)(o)

Complete monthly budget variance reports, with narrative
explanations, for the 12 months prior to base period, each
month of base period, and subseguent months, as
available;

Waller

Section 16(7)}{p)

SEC's annual report for most recent 2 years, Form 10-Ks
and any Form 8-Ks issued during prior 2 years and any
Form 10-Qs issued during past 8 quarters;

Gillham

4,5,6

Section 16(7){(q)

Independent auditor's annual opinion report, with any
written communication which indicates the existence of a
material weakness in internal controls;

Gillham

Section 16(7)(r)

Quarterly reports to the stockholders for the most recent §
guarters;

Giflham

Section 16(7)(s)

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

Waller

6,7

Section 16(7)(t)

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

Waller

Section 16(7)(u)

If the utility had any amounts charged or allocated to it by
an affiliate or general or home office or paid any monies to
an affiliate or general or home office during the base
period or during the previous three (3) calendar years, the
utility shall file:

1. Detailed description of method of calculation and
amounts allocated or charged to utility by affiliate or
general or home office for each allocation or payment;

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

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

4, All facts relied upon, including other regulatory
approval, to demonstrate that each amount charged,
allocated or paid during base period is reasonable.

Gillham

Section 16(7)(v)

If gas, electric or water utility with annual gross revenues
greater than $5,000,000, cost of service study based on

Raab
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Law/Regulation

Filing Requirement

Withess

Volume No.

methodology generally accepted in industry and based on
current and reliable data from single time period,;

Section 16(7)(w)

Incumbent local exchange carriers with fewer than 50,000
access lines shall not be required to file cost of service
studies, except as specifically directed by the commission.
Local exchange carriers with more than 50,000 access
lines shall file:
1. Aljurisdictional separations study consistent with 47
C.F.R. Part 36; and
2. Service specific cost studies to support the pricing of all
services that generate annual revenue greater than
$1,000,000 except local exchange access:
a. Based on current and reliable data from a
single time period; and
b. Using generally recognized fully allocated,
embedded, or incremental cost principles.

N/A

Section 16(8)(a)

Jurisdictional financial summary for both base and
forecasted periods detailing how utility derived amount of
requested revenue increase;

Waller

Section 16{8)(b)

Jurisdictional rate base summary for both base and
forecasted periods with supporting schedules which
include detailed analyses of each component of the rate
base,;

Giltham, Waller

Section 16(8)(c)

Jurisdictional operating income summary for both base
and forecasted periods with supporting schedules which
provide breakdowns by major account group and by
individual account;

Gillham, Martin,
Waller

Section 16(8)(d)

Summary of jurisdictional adjustments to operating income
by major account with supporting schedules for individual
adjustments and jurisdictional factors;

Martin, Waller

Section 16(8)(e)

Jurisdictional federal and state income tax summary for
both base and forecasted periods with all supporting
schedules of the various components of jurisdictional
income taxes;

Waller

Section 16(8)(7)

Summary schedules for both base and forecasted periods
(utility may also provide summary segregating items it
propases to recover in rates) of organization membership
dues; initiation fees; expenditures for country club;
charitable contributions; marketing, sales, and advertising;
professional services; civic and political activities;
employee parties and outings; employee gifts; and rate
cases;

Waller

Section 16(8)(g)

Analyses of payroll costs including schedules for wages
and salaries, employees benefits, payroll taxes straight
time and overtime hours, and executive compensation by
title;

Gillham, Waller

Section 16(8)(h)

Computation of gross revenue conversion factor for
forecasted period;

Waller

Section 16(8)(i)

Comparative income statements (exciusive of dividends
per share or earnings per share), revenue statistics and
sales statistics for 5 calendar years prior to application
filing date, base period, forecasted period, and 2 calendar
years beyond forecast period;

Gillham, Martin,
Waller

Section 16(8)())

Cost of capital summary for both base and forecasted
periods with supporting schedules providing details on
each component of the capital structure

Christian
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L.aw/Regulation

Filing Requirement

Witness

Volume No,

Section 16(8)(k)

Comparative financial data and earnings measures for the
10 most recent calendar years, base period, and forecast
period;

Gillham, Martin,
Waller

7

Section 16(8)(1)

Narrative description and explanation of all proposed tariff
changes;

Martin

Section 16(8)(m)

Revenue summary for both base and forecasted periods
with supporting schedules which provide detailed billing
analyses for all customer classes; and

Martin

Section 16(8){n)

Typical bill comparison under present and proposed rates
for all customer classes.

Martin

Section 16(10)

A request for waiver of provisions of these filing
requirements shall establish the specific reasons for the
request. The commission shall grant the request for waiver
upon good cause shown by the utility, In determining if
good cause has been shown, the commission shall
consider:

(a) If other information that the utility would provide if the
waiver is granted is sufficient to allow the commission
to effectively and efficiently review the rate application;

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

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

Martin

Section 17(1)(a)-(c)

Notice of General Rate Adjustment. Upon filing an
application for a general rate adjustment, a utility shall
provide notice as established in this section.

(1) Public postings.

(a) A utility shall post a sample copy of the required
notification at its place of business no later than the
date on which the application is filed.

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

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

Martin

Section 17(2)(b)(3)

Publish notice once a week for three (3) consecutive
weeks in a prominent manner in a newspaper of general
circulation in the utility's service area, the first publication
1o be made by the date the application is filed.

Martin

Section 17(3)(b)

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

Martin

Section 17{4)}{a)-())

Notice Requirements. Each notice shall contain the

following information:

{a) The proposed effective date and the date the proposed
rates are expected to be filed with the Commission;

(b) The present rates and proposed rates for each

customer class to which the proposed rates will apply;

Martin
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Law/Regulation

Filing Requirement

Witness

Volume No.

(c)

(d)

(e)
(M)

(9)

(h)

(i)

@

The amount of the change requested in both dollar
amounts and percentage change for customer
classification to which the proposed rate change will
apply;

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

A statement that a person may examine this application
at the office of (utility name) located at {utility address);
A statement that a person may examine this application
at the commission’s offices located at 211 Sower
Boulevard, Frankfort, Kentucky, Monday through
Friday, 8:00 a.m. to 4:30 p.m., or through the
commission’s Web site at htip://psc.ky.dov;

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

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

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

A statement that if the commission does not receive a
written request for intervention within thirty (30) days of
the initial publication or mailing of the notice, the
commission may take final action on the application.
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Commonwealth of Kentucky

County of Daviess

VERIFICATION

I, Mark Martin, after being duly sworn, state that | am Vice President of Rates & Regulatory Affairs
of Kentucky/Mid-States, a division of Atmos Energy Corporation and that | am authorized to submit this
application on behalf of the Company and that the information and statements contained in the Application
are frue of my own knowledge except as to those matters stated on information and belief, and as to those

matters | believe them to be true.
r/ A/“éf

Mark Martin

SUBSCRIBED, ACKNOWLEDGED AND SWORN to before me by

MarkK A MNMay ‘HY) on this the a f ‘—%‘ayofSeptember. 2016.

Notary Pubiic

My Comrnission expires: 3 A
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Case No. 2017-00349
Atmos Energy Corporation, Kentucky Division
Forecasted Test Period Filing Requirements
MFR FR 16(7)(a)
Page 1 of 1

REQUEST:
Section 16. Applications for General Adjustments of Existing Rates.

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

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

RESPONSE:

Please see the Direct Testimony of witnesses Joe Christian, Laura Gillham, Mark Martin,
. Paul Raab, James Vander Weide and Greg Waller.

Respondents: Joe Christian, Laura Giltham, Mark Martin, Paul Raab, James Vander Weide
and Greg Waller
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BEFORE THE PUBLIC SERVICE COMMISSION
COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )
)

CORPORATION FOR AN ADJUSTMENT ) Case No. 2017-00349
)

OF RATES AND TARIFF MODIFICATIONS )

R e e B e

10
11
12
13
14
15
16
17
18

TESTIMONY OF MARK A. MARTIN

L INTRODUCTION
PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS.

My name is Mark A. Martin. [ am Vice President - Rates and Regulatory Affairs for

the Kentucky/Mid-States Division of Atmos Energy Corporation (“Atmos Energy” or
the “Company”). My business address is 3275 Highland Pointe Drive, Owensboro,
Kentucky, 42303.

- PLEASE BRIEFLY DESCRIBE YOUR CURRENT RESPONSIBILITIES,

AND PROFESSIONAL AND EDUCATIONAL BACKGROUND.

I am responsible for all rate and regulatory matters in Kentucky, Tennessee and
Virginia. | graduated from Eastern Illinois University in 1995 with a degree in
Accounting. | have been with United Cities Gas Company and subsequently its
successor Atmos Energy Corporation since September 1995. I have served in a
variety of positions of increasing responsibility in both Gas Supply and Rates prior to
assuming my current responsibility in 2007.

HAVE YOU SUBMITTED TESTiMONY BEFORE THE KENTUCKY
PUBLIC SERVICE COMMISSION?

Yes. 1 filed testimony in Case No. 2010-00146, Case No. 2013-00148 and Case No.
2015-00343.

Direct Testimony of Mark A. Martin Page 1

Kentucky / Martin
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11
12
13
14
15
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17
18
19
20
21
22
23
24
25
26
27

HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY ON MATTERS

BEFORE OTHER STATE REGULATORY COMMISSIONS?

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

Illinois Commerce Commission, the Missouri Public Service Commission, and South

Carolina Public Service Commission.

ARE YOU SPONSORING ANY OF THE FILING REQUIREMENTS IN THIS

CASE, AND, IF SO, WHICH REQUIREMENTS?

Yes. 1 am sponsoring the following filing requirements:

FR 16(1)(a)(2)
FR 14(2)

FR 16(1)(b)(1)
FR 16(1)(b)(2)
FR 16(1)(b)(3)
FR 16(1)(b)(4)
FR 16(1)(b)(5)
FR 16(2)(a)-(c)
FR 16(7)(a)
FR 16(7)(e)
FR 16(7)(h)
FR 16(7)(h)1
FR16(7)(h)8
FR 16(7)(h)14

Application Supported by a Fully Forecasted Test Period
Certified Copy of Articles of Incorporation

Statement of Reasons

Compliance with KRS 365.015

Proposed Tariffs

Proposed Tariff Changes

Statement on Customer Notice

Notice of Intent

Statement of Officer in Charge of Kentucky Operations
Statement of Attestation

Financial Forecast (Revenues)

Operating Income Statement (Revenues)

Mix of Gas Supply

Customer Forecast

FR 16(7)(h)15 Mecf Sales Volume Forecast
FR 16(8)(c) Jurisdictional operating income summary for both base and
forecast period with supporting schedules which provide
breakdowns by major account group and individual account
FR 16(8)(d) Summary of jurisdictional adjustments to operating income
Direct Testimony of Mark A. Martin ' Page 2
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FR 16(8)(1) Comparative income statements, revenue and sales statistics,

base period, forecast period and two (2) years beyond

FR 16(8)(k) Comparative Financial Data

FR 16(8)(1) Narrative of Proposed Tariff Changes

FR 16(8)(m) Revenue Summary for Both the Period and Forecasted Period
FR 16(8)(n) Bill Comparison

FR 16(10) Request for Waiver of Certain Filing Requirements

FR 17(1)(a)-(c) Notice of General Rate Adjustment |

FR 17(2)(b)3 Manner of Notification

FR 17(3)(b) Publisher Affidavits

FR 17(4)(a)-(j) Notice Requirements

DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE THEM
PART OF YOUR TESTIMONY?
Yes.

1L PURPOSE AND SUMMARY OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

My direct testimony will address several issues. First, I will briefly describe the
Company’s operations in Kentucky and the recent history of its rate proceedings
before this Commission. Second, T will prbvide an overview of the Company’s
customer base and market trends since 2015. Third, I will describe the principal
factors requiring the Company to file this rate application and address the Company’s
efforts to achieve improvements to its efficiency and productivity. Fourth, I will
introduce the other witnesses who will be providing support for the requested rate
increase. Fifth, I will describe the methods used to forecast Company’s revenues and
volumes as they relate to the base period and test period in this case. Sixth, I will

present the test period forecast of revenues and volumes. Seventh, I will describe the
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Annual Rate Mechanism (ARM) proposed by the Company. Finally, I will present
the rates and various tariff changes proposed by the Company.
1. ATMOS ENERGY’S OPERATIONS IN KENTUCKY

CAN YOU PROVIDE THE COMMISSION WITH A GENERAL
DESCRIPTION AND BACKGROUND OF THE COMPANY’S OPERATIONS
IN KENTUCKY?
Yes. We have a Kentucky-based work force of approximately 218 employees
providing safe and reliable service to a customer base of approximately 176,000
residential, commercial and industrial consumers. Our utility plant in Kentucky
includes over 4,100 miles of transmission and distribution lines.
PLEASE PROVIDE A BRIEF DESCRIPTION OF ATMOS ENERGY’S
CORPORATE STRUCTURE AND HOWIT ENABLES THE COMPANY TO
BE AN EFFICIENT, LOW COST PROVIDER OF NATURAL GAS.
Atmos Energy is the largest pure natural gas distribution company in the United
States, delivering natural gas to approximately 3.0 million residential, commercial,
industrial and public-authority customers in 8 states. Atmos Energy has six gas
utility operating divisions. They are located in Denver, Colorado (Kansas and
Colorado division); Baton Rouge, Louisiana (Louisiana division); Jackson,
Mississippi (Mississippi division); Lubbock, Texas (West Texas division); Dallas,
Texas (Mid-Tex division); and Owensboro, Kentucky and Franklin, Tennessee
(Kentucky/Mid-States division). In addition, Atmos Energy has an operating
division consisting of a regulated intrastate pipeline that functions only within the
state of Texas.

Atmos Energy’s corporate offices are located in Dallas, Texas and provide
services such as accounting, legal, human resources, rate administration,
procurement, information technology and customer service organizations. The

Company also has two customer contact centers located in Amarillo and Waco,
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Texas. These centralized services are shared with the other Atmos Energy operating
divisions in order to avoid having to staff and maintain these functions at each
division level. These centralized services are the technical and administrative
services that would be required by each division if it were a stand-alone company.
Atmos Energy believes that this structure provides it with an economic advantage
and enables it to be a low-cost, high-quality provider of natural gas.

Iv. OVERVIEW OF SERVICE AREA AND CUSTOMER BASE

WHAT ARE THE COMPANY’S PRIMARY OBJECTIVES IN ITS
KENTUCKY OPERATIONS?

We strive to be the safest provider of natural gas service in the United States. The
Company is very proud of its tradition as a low-cost, efficient provider of natural gas
service. Our distribution charges, particularly for residential customers, are the
lowest among the major utilities in Kentucky and our pass-through gas costs are also
typically the lowest or among the lowest in the state.

PLEASE DESCRIBE THE MAKEUP OF ATMOS ENERGY’S CURRENT
CUSTOMER BASE IN KENTUCKY.

Atmos Energy currently serves 176,000 customers throughout its service area
extending from western to central Kentucky. Residential class customers account for
the vast majority of meters, at approximately 156,700. Atmos Energy’s natural gas
deliveries totaled approximately 43.3 Bef during the 12-month period ending July
2017.

The Company is somewhat unique in its level of throughput to industrial class
customers, with industrial sales and transportation volumes accounting for
approximately 67% of Atmos Energy’s annual throughput during that 12-month
period. The region served by Atmos Energy is economically dependent on the well-
being of these industries, as is Atmos Energy through its requirements for operating

margin under current rate designs.
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HAS THE COMPANY EXPERIENCED GROWTH IN RECENT YEARS?
Yes, but only for residential sales, which has seen only modest growth.

V. PRINCIPAL FACTORS FOR THIS RATE APPLICATION

WHY DID THE COMPANY FILE THIS CASE?

As the Commission is aware, the actual costs of the natural gas consumed by our
customers are collected through a gas cost adjustment mechanism. The purpose of
this case is to establish new distribution rates which exclude those pass-through gas
costs and which allow the Company to recover its cost of service, including a fair and
reasonable return on investment. Additionally, the Company is requesting that the
Commission approve an ARM that would set rates formulaically on an annual basis.
WHEN DID THE COMPANY’S CURRENT RATES BECOME EFFECTIVE?
The Company’s current base distribution rates were established by the Commission
ih Case No. 2015-00343 and became effective on August 15, 2016, by the Order
dated August 4, 2016.

ARE THE DISTRIBUTION RATES CURRENTLY IN EFFECT PROVIDING
SUFFICIENT REVENUES?

No. Although Atmos Energy continues to operate very efficiently and is proud to

have the lowest distribution charges for residential customers of the major natural gas

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

Company’s investments.

At current rates, the Company’s calculated rate of return on rate base for the
test year is only 6.26%. The decline in return is primarily due to capital investment
that is not recovered through the PRP mechanism and to the increased costs of doing
business. Examples of capital investment that are not covered through the PRP
mechanism is capital investment related to system integrity, system improvements,
structures, public improvements, information technology, growth, and equipment.

An example of a system integrity investment would be a capital investment made to
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shore up our existing system such as tie-backs. Examples of system improvements
would be capital investment related to reinforcing our existing system either through
updated odorizers and regulators to any type of capacity issue. Examples of public
improvements would be capital investment related to the relocation of our existing
system to accommodate a public project.

WHAT RATE OF RETURN ON RATE BASE IS ATMOS ENERGY
REQUESTING IN THIS RATE APPLICATION?

Atmos Energy is asking the Commission to approve new rate schedules that would
increase revenues to provide an overall rate of return on rate base of 7.73% on the
test year rate base of $430,095,330.

WHAT IS THE AMOUNT OF THE RATE INCREASE THAT ATMOS
ENERGY IS SEEKING IN THIS RATE APPLICATION?

Atmos Energy is secking approval to increase its rates to recover approximately
$10,416,024 in additional revenues. The difference between this amount and the
amount cited in Mr. Waller’s testimony and on Schedule A.1 of FR 16(8)(a) is due to
the rounding error inherent in striking rates. For an average residential customer, the
total bill increase would be $2.99 per month.

PURSUANT TO 807 KAR 5:001(16)(12)(e)(3), PLEASE EXPLAIN HOW THE
COMPANY WORKS TO ACHIEVE IMPROVEMENTS IN ITS EFFICIENCY
AND PRODUCTIVIY.

Since our most recent rate filing in 2015, Atmos Energy has undertaken substantial
investments in technology and process improvements to ensure that it provides the
best and most efficient customer service possible. Examples of these improvements
include mobile applications that allow for workload forecasting, text message
notifications to customers, and other enhancements such as allowing customers to

submit photos of their meters to the Company when concerned about a high bill.
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Each of these investments will enable the Company to be more productive and
provide the best possible service.
HOW HAVE IMPROVEMENTS TO EFFICIENCY AND PRODUCTIVITY
IMPACTED CUSTOMER BILLS?
On average, residential bills have remained steady since 2007. The Company
estimates that the average residential bill for 2017 to be $55 which is well below the
average residential bills in 2007, 2008 or 2009; nearly a decade ago. The Company
estimates that average residential bills will be at or lower than those a decade ago for
the next few years. While the cost of gas is a large percentage of a residential bill,
the Company has been extremely efficient in order to minimize the impact to
customers. When compared to other utility bills, the value proposition for natural gas
is excellent.
PLEASE EXPLAIN ANY OTHER ADJUSTMENTS THAT THE COMPANY
HAS MADE IN THIS FILING.
In accordance with the Commission’s decisionv in Case No. 2013-00148, the
Company has removed from recovery in customer rates all incentive compensation
expense and has included short term debt into the capital structure. While reserving
the right to propose alternative approaches in future proceedings, the Company has
made those changes to simplify the regulatory review process in this Case. |
VL INTRODUCTION OF WITNESSES
PLEASE IDENTIFY THE OTHER WITNESSES SPONSORING

TESTIMONY IN THIS PROCEEDING?
In addition to my testimony, Atmos Energy will present the direct testimony and
exhibits of 5 witnesses.

Gregory K. Waller, Manager of Rates and Regulatory Affairs for Atmos
Energy Corporation, is presenting testimony concerning the Operating and

Maintenance (O&M) expense budgeting process used by the Company; the control
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and the monitoring of O&M variances by the Company; the forecasted test year
budget for O&M, the Company’s capital budgeting process, capital expenses,
depreciation expense, and taxes other than income taxes incurred directly by the
Company’s Kentucky operations as well as allocated to Kentucky from the Kentucky
/ Mid-States General Office and Shared Services Unit. Mr. Waller is also responsible
for the calculation of Company’s revenue deficiency and rate base. Finally, Mr.
Waller sponsors the Company’s proposed ARM which is designed to create a less
expensive and more efficient process to review the Company’s rates on an annual
basis.

Laura Giltham, Director of Accounting Services for Atmos Energy
Corporation, is filing testimony regarding the historic books and records of the
Company and the integrity of the financial information in this case. She also
provides testimony concerning the Company’s Cost Allocation Manual (CAM),
which describes the methodology for shared services cost allocations.

Joe Christian, Director of Rates and Regulatory Affairs for Atmos Energy
Corporation, is filing testimony regarding the Company’s Cash Working Capital
study as well as the Company’s capital structure.

Dr. James Vander Weide testifies regarding the Company’s cost of capital and
recommends a rate of return that is appropriate to be used in setting rates for Atmos
Energy in this proceeding.

Paul Raab, of Paul H. Raab Economic Consulting, presents the Company’s
class cost of service study.

PROCESS OF FORECASTING OF REVENUES AND VOLUMES
PLEASE DESCRIBE THE GOALS OF FORECASTING REVENUE AND
VOLUMES.

The goal of revenue forecasting, fundamentally, is to determine expected revenues

for business planning purposes. The primary emphasis of the “revenue” forecasting
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process is the estimate of the Company’s gross margin, which is that portion of

revenues excluding purchased gas costs. Purchased gas costs, which are recovered
through the Company’s Gas Cost Adjustment (“GCA”) mechanism, are calculated
only as a final step in the process, to forecast gross revenues.

Revenue forecasting is an essential element of Atmos Energy’s financial
planning and affects our level of operating and maintenance expenses, capital
investment, and cash flow requirements.

WHAT TYPES OF FACTORS ARE CONSIDERED IN ATMOS ENERGY’S
REVENUE AND GROWTH FORECASTING PROCESS?

The forecast process can be segregated into two primary steps. The first step is an
analysis of revenue trends over recent years to determine a baseline reference. The
second step is the consideration of factors and issues expected to affect the budget
period.

First, the analysis of historical revenue trends quantifies the net customer
additions and Mcf requirements, by customer class. Using heating degree day
(“HDD”) data for the respective periods, the Mcf requirements are “weather-
normalized” for residential, commercial and public authority sales customer classes.
The HDD isa mez‘isure of the difference between average daily temperature and a 65
degree Fahrenheit base. Upon completing the analysis of historic data, customer
growth and class usage trends may be idenﬁﬁed.

Second, consideration is given to any factors that could either continue or
alter historical trends. These factors include, but are not limited to: gas supply price
outlook and consideration of its impact on the market, changing local economic
conditions that could influence customer growth and major industrial additions or
plant closings.

Considered individually, these factors may have either a positive or negative

effect upon forecasted revenue streams.
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WHAT TIME PERIOD TYPICALLY FORMS THE BASIS FOR REVENUE
AND VOLUME FORECASTS?

Forecasts are typically prepared for Atmos Energy’s fiscal year, which runs from
October 1 to the following September 30.

WHAT IS THE BASE PERIOD FOR THIS CASE?

The base period is January 1, 2017 through December 31, 2017.

WHAT IS THE FORECASTED TEST PERIOD FOR THIS CASE?

The forecasted test period for this case is April 1, 2018 to March 31, 2019. This
period is largely determined by the date of our filing.

DID THE COMPANY UTILIZE ITS TYPICAL REVENUE BUDGETING
PROCESS TO DEVELOP THE BASE PERIOD AND FORECASTED TEST
PERIOD REVENUES?

No. Although the simple two-step process of historical review and consideration of
forward-looking factors is the same, the annual budget process is not developed at
the level necessary for determining rate design billing determinants. For example,
the typical annual revenue budget is based upon financial statistics reported to the
customer class level; not to the rate classification / billing block level of detail. In
order to build rate case quality billing data, Atmos Energy produced bill frequency
reports to isolate correct determinants of bills rendered and volumes delivered by
customer class as well as by rate classification for the 12-month period ending June
30, 2017. This 12-month period serves as the “reference period” to be normalized
and upon which forward-looking adjustments may be applied, ultimately resulting in
a forecast of billing determinants for the test year period of April 1, 2018 to March

31, 2019.
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IS THE PROCESS FOR DEVELOPING THE BASE PERIOD AND
FORECASTED TEST PERIOD REVENUES THE SAME AS PRIOR RATE
CASE FILINGS?

Yes. And it is notable that the Commission found the Company’s revenue forecast in
Case No. 2013-00148 and Case No. 2015-00343 to be reasonable and accepted the
normalized base-rate revenues without adjustment.

HOW WAS THE DATA FOR THE REFERENCE PERIOD GATHERED?
The unadjusted data for the reference period reflects the actual billing units and
margins for all services during the twelve months ending June 30, 2017. This data
was gathered from billing system reports for that period. Exhibit MAM-1 attached
hereto provides the actual monthly billing units and volumes by class of service for
the reference period ending June 30, 2017.

WHAT STEPS WERE TAKEN TO FORECAST THE FUTURE TEST YEAR
FROM THE BASELINE REFERENCE PERIOD?

First, the Company assessed appropriate pro-forma adjustments to the referenéé
period to: 1) reflect known and measurable service contract changes, load changes,
new industries and industry closings, and 2) adjust firm residential, commercial and
public authority volumes to correlate to normal HDD’s.

Then, forward-looking adjustments were considered to account for: 1) net
customer growth or losses, and 2) changes in firm residential, commercial and public
authority classes attributable to long-standing conservation and energy efficiency
trends.

A summary of annualized adjustments for each of these steps is shown on

Exhibit MAM-2 attached heteto.
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PLEASE DESCRIBE THE ADJUSTMENTS TO THE REFERENCE PERIOD,
INCLUDING KEY ASSUMPTIONS, FOR INDUSTRIAL SALES AND
TRANSPORTATION SERVICES.

Historical volume requirements for each transportation customer were reviewed, with
adjustments made to account for expected changes by service type for future periods.
For example, usage for a new industrial customer added midway through the
reference period would not be representative of its forecast test period requirements.
In this case, the customer’s volumes would need to be “annualized” to reflect usage
throughout the full twelve months. Adjustments were also made for industry
closings, expansions or reductions, and contract changes altering a customer’s
service type or rate schedule. These adjustments ensured that known and measurable
changes in industrial sales and transportation were reflected in our test period
forecast. Exhibit MAM-3 attached hereto summarizes the annualized impact of
industrial contract and volume changes, by service type.

PLEASE DESCRIBE THE PROCESS EMPLOYED TO DETERMINE THE
ADJUSTMENT FOR WEATHER VARIANCES DURING THE REFERENCE
PERIOD.

Adjusting for variances from normal weather is a common practice. The
methodology forb determining composite degree days was based on a process
instituted originally in Case No. 1999-070, which utilized the composite calculated
weighting weather data from Paducah, Lexington and Louisville, KY, Evansville, IN
and Nashville, TN. The composite normal heating degree days were based upon the
same weighting of the five weather stations, applying the National Oceanic and
Atmospheric Administration (“NOAA”) HDD data averages for the twenty-year
petiod ending May 31, 2017. Traditionally, the Company has employed 30-year
NOAA HDDs as the basis for normal weather. In this Case, however, the Company

has chosen a 20-year average HDD basis based on analysis required in the
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Commission Order in Case No. 2013-00148 and approved in the Commission Order
in Case No. 2015-00343. Later, my testimony will describe this analysis. Exhibit
MAM-4 attached hereto summarizes the monthly weather adjustment to the reference
period resulting from the 22.7% warmer than normal period. Exhibit MAM-4 also
provides details of the calculations of the respective weather adjustment for the
weather sensitive residential, commercial and pﬁblic authority classes.
HOW ARE WEATHER NORMALIZATION ADJUSTMENT (“WNA”)
TARIFF REVENUES FACTORED INTO THE WEATHER ADJUSTMENT?
For the purpose of the weather adjustment, WNA revenues are ighored. The weather
adjustment calculates the normalized volumes associated with normal weather, which
will be priced out to demonstrate weather normalized revenues. Actual WNA
revenues compensate for only a portion of those variances; those occurring during
the WNA billing months of November 1 through April 30 each winter. The weather
adjustment in this Case is intended to normalize the entire 12 month period.
PLEASE DESCRIBE IN DETAIL THE HISTORICAL DATA CONSIDERED
IN THE REVENUE AND VOLUME FORECASTING PROCESS.
To assess key historical trends necessary for the forecast, financial statistics for ten
years were analyzed, noting the numbers of active customers served during that time
and the total volumetric requirements by customer class. Actual sales volumes each
year were adjusted for variances from normal weather, based on the current HDD
composite and normal basis.

Based on the historical data, trends were noted for the customer count, net
annual growth and weather normalized adjusted volumes per customer for

residential, commercial and public authority classes.
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PLEASE DISCUSS THE HISTORICAL TRENDS OBSERVED AND THE
ASSUMPTIONS USED IN THE DEVELOPMENT OF THE FORECAST
TEST PERIOD BUDGET STARTING WITH NET CUSTOMER GROWTH.
Based on the net average annual customer growth over the past three years, I
forecasted residential customer growth of 300 customers per year. Based on the
same analysis of commercial and public authority classes, I forecasted zero net
commercial and public authority customer changes from the reference period to the
test year.

WHAT IS THE ASSUMPTION FOR FUTURE DECLINING USE TRENDS AS
IT RELATES TO THE TEST YEAR?

In Case 1999-070 and in subsequent cases, Atmos Energy noted the long-standing
trend of declining customer usage. The trend-line for the past ten years, however,
shows no apparent further decline in average customer usage. Therefore, I have not
forecasted a decline in residential, commercial or public authority sales usage in this
Case.

WHAT WERE THE ASSUMPTIONS FOR SERVICE CHARGES AND THE
LATE PAYMENT FEES?

I forecasted the transaction-based service charges to remain flat, equal to the
experience in the twelve month reference period ending June 2017.

Late payment fees were first adopted in Case No. 1999-070, beginning in
mid-2000. Since that time, we have observed that late payment fee revenue is
proportionate to the total revenues billed for residential, commercial and public
authority classes. Based upon the correlation for the past few years, I estimated late
payment fees at a ratio equal to 0.89% of the total projected residential, commercial

and public authority class revenues.
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HOW WERE GAS COSTS PROJECTED FOR THE TEST YEAR?
Based upon the sales volumes projected, projected gas supply prices as stated in
current NYMEX futures, and applying the Company’s seasonal plans for storage
injections and withdrawals, I modeled the forward periods to estimate the gas coststo
be recovered through future GCAs. This method was first created in conjunction
with Case No. 1999-070, and has been refined over time to simulate interstate
pipeline demand and commodity costs, retention and other items recoverable through
the GCA. This model was also utilized in the determination of storage cost balances
for forward periods.
IS THE FORECASTING PROCESS YOU HAVE DESCRIBED THE BEST
METHOD TO USE FOR THE DEVELOPMENT OF THE TEST YEAR
VOLUME AND REVENUE FORECAST IN THIS CASE?
Yes. The method of developing the forecast ensures a solid bridge of logical and
measurable adjustments, building upon the actual performance of a recent, reference
period. This forecasting process has been employed in prior Kentucky cases and, in
Case No. 2013-00148 and Case No. 2015-00343, was found by the Commission to
be reasonable and accepted the normalized base-rate revenues without adjustment.
Exhibit MAM-2 attached hereto summarizes each step of the process and
applies current rates to the derived billing determinants. Exhibit MAM-5
summarizes the billing determinants for each month of the test year.
PLEASE DESCRIBE EXHIBITS MAM-6 AND MAM-7.
The proposed tariff rates were designed to produce the revenue requirement sought
by the Company in this Case. Exhibit MAM-6 replicates Exhibit MAM-2, walking
forward each set of adjustments from reference period billing determinants to those
forecast for the test period, except at the Company’s proposed tariff rates. Exhibit
MAM-7 summarizes the billing determinants for each month of the test year, and

applies the proposed rates.
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AFTER ADJUSTMENTS FROM THE REFERENCE PERIOD, WHAT IS
THE PROJECTED FINANCIAL PERFORMANCE OF THE COMPANY IN
THE FORECASTED TEST YEAR?

Atmos Energy’s forecast of total gross profit for the forecasted period is $92.0
million. At this level of revenue, the Company would earn a 6.26% return on
shareholder equity, well below investor expectations of 10.3% as set forth in the
testimony of Dr. Vander Weide. An additional distribution margin of approximately

$10.4 million is required to achieve the rate of return proposed in this case.

VHI. PROPOSED RATES, RATE STRUCTURES AND TARIFF CHANGES

Q.

WHAT ARE THE PRIMARY RATE DESIGN OBJECTIVES OF ATMOS

ENERGY IN THIS CASE?

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

the safest provider of natural gas service. The Company is Very proud of its tradition

as a low-cost, efficient provider of natural gas service. Our rate design should
support these objectives. To that end, Atmos Energy is proposing certain rate design
features which remove avoidable uncertainties for customets, shareholders and
regulators inherent to our traditional rate structures.

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

1) Maintain the general balance of fixed and variable elements in our distribution
rates to reflect the underlying cost characteristics of our service; mitigate the
depletion in revenue caused by relatively flat residential and commercial
customer usage; and better align the interests of the Company and customers.

2) Implement an ARM that formulaically adjusts the Company’s distribution rates
on an annual basis.

3) Update the Company’s Research & Development Rider (R&D) unit charge.

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

Company’s Weather Normalization Adjustment (WNA) Rider.
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HOW DID YOU DETERMINE THE MANNER IN WHICH THE REVENUE
DEFICIENCY WOULD BE SPREAD TO CUSTOMER CLASSES AND TO
FIXED AND VARIABLE BILLING COMPONENTS?

Company witness Raab sponsors a Class Cost of Service study which is required
pursuant to the Minimum Filing Requirements in this Case. In his study, he
determines that all classes contribute adequate amounts to the Company’s cost of
service with the lone exception being residential sales. While Mr. Raab’s analysis is
utilized as one point of reference, the Company believes that each class (commercial,
public authority, industrial sales and transportation), in addition to the residential
class, should bear some portion of the requested increase.

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

variable components, the Company has chosen to propose a slight increase in the
fixed monthly charges and an increase in the variable components when compared to
the currents rates including the PRP surcharge.
WHAT IS THE RESULTING EFFECT OF ATMOS ENERGY’S PROPOSED
RATES COMPARED TO CURRENT RATES FOR THE AVERAGE
RESIDENTIAL, COMMERCIAL AND INDUSTRIAL CUSTOMERS
RESPECTIVELY?

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

impact of Atmos Energy’s proposed rates is as follows. The average monthly

charges for a residential customer under G-1 service increases $2.99, a 5.7% increase
over current rates. Commercial and public authority class customers’ average
monthly charges increase $10.07, a 4.8% increase over current rates, and the
industrial sales and transportation class average monthly charges increase $478.65, a
10.6% increase over current rates. The test year revenues at proposed rates are

summarized earlier in my testimony. Please refer to Exhibit MAM-6 (in a format
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comparable to Exhibit MAM-2) as well as Exhibit MAM-7 which provides the
proposed monthly revenues (in a format comparable to Exhibit MAM-5).

Q. PLEASE EXPLAIN THE ARM THAT THE COMPANY HAS PROPOSED.

A. The Company would like for the Commission to consider the concept of an annual
formula rate mechanism sinilar to the one that the Company has in Tennessee. Mr.
Waller’s testimony will discuss the specifics of the mechanism as well as benefits to
the customer. In past cases, the Company has briefly discussed rate stabilization and
the Company believes that such a formula rate mechanism would be successful in
Kentucky. According to the American Gas Association (AGA), formula rate
mechanisms appear to be most prevalent in the southeast and the Company has six
such mechanisms in effect in other jurisdictions.

Q. HAVE SUCH FORMULA RATE MECHANISMS BEEN SUCCESSFUL IN
THE JURISDICTIONS THAT THE COMPANY SERVES?

A. Yes. The process has become largely formulaic with prescribed information being
filed and reviewed on an annual basis.

Q. WHY IS THE COMPANY BASING ITS PROPOSAL ON THE TENNESSEE
MODEL AS OPPOSED TO ANOTHER MODEL?

A. The Company based its proposal on the Tennessee model due to its close proximity
to Kentucky and because the Company’s operations in those states are in the same
operating division. The Tennessee model has worked extremely well as evidenced
by comments from both Chairman Jones and Commissionet Hill when the Tennessee

Public Utility Commission approved that Company’s latest filing to adjust rates.!

! Chairman Jones states in his motion that “the Alternative Ratemaking Mechanism, or ARM, continues to
benefit both consumers and Atmos and remains in the public interest. The ARM allows Atmos timely recovery
of investment and opetating expenses ensuring safe and reliable services while benefiting [sic] consumers
through reduced rate case and legal expense that would otherwise likely result through lengthy rate case
proceedings.” Similarly, Commissioner Hill stated “thank you to all the parties for the their good conduct and
for their willingness to work together. This is, indeed, what was envisioned by the staff and the
commissioners....”
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DO YOU BELIEVE A FORMULA RATE MECHANISM WOULD BE
APPROPRIATE FOR THE COMPANY’S KENTUCKY OPERATIONS?
Yes. A process similar to the one utilized in Tennessee would provide for a regularly
scheduled rate review that will cost less and adjust the rates each year in a more
timely manner to actually achieve the result contemplated by the Commission’s rate
orders. Further, the Company already employs a similar mechanism within its
Kentucky Pipe Replacement Program.

PLEASE DISCUSS THE HISTORY OF THE COMPANY’S R&D RIDER.
The Company proposed and the Commission approved the Company’s R&D Rider
in Case No. 99-070. The R&D unit charge applies to all customers with the
exception of transportation customers. Prior to Case No. 99-070, interstate pipelines
charged local distribution companies (LDCs) a R&D surcharge which ultimately
flowed through the Gas Cost Adjustment (GCA) mechanism. At that point in time,
the interstate pipelines began to phase out the surcharge with 2004 being the last year

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

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

corresponding amount on an annual basis to offset the reduction in pipeline charges.
By 2004, the Company’s R&D charge should have equaled $0.0174 per Mcf which
would have mirrored the interstate pipeline rate prior to the phase-out.

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

The Company’s current R&D unit charge is $0.0035 per Mcf.

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

No.

WHY DID THE COMPANY NEVER INCREASE ITS R&D UNIT CHARGE?
While the Company has never increased its R&D unit charge, it did implement the
appropriate rate at inception. The Company inadvertently failed to increase its R&D

unit charge after inception.
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WHAT IS ‘THE COMPANY’S PROPOSAL RELATED TO ITS R&D UNIT
CHARGE?

The Company proposes to achieve the spirit of the Order in Case No. 99-070 and
increase the R&D unit charge to $0.0174 per Mcf.

WHY IS THE COMPANY PROPOSING TO INCREASE THE R&D UNIT
CHARGE NOW?

While investigating what the Company annually contributes to GTI on a Company-
wide base, it appeared the portion related to Kentucky was quite low. Upon further
investigation, it was discovered that the initial R&D unit charge had never been
updated. The Company is simply proposing to increase the R&D unit charge to what
it should have been in 2004.

WHAT IMPACT WOULD THIS HAVE ON CUSTOMERS?

With the current R&D unit charge of $0.0035 per Mcf and assuming sixteen (16) Bef
of annual sales, applicable customers contribute approximately $56,000 for R&D
efforts. Increasing the R&D unit charge to $0.0174 per Mcf would increase funding
by approximately $222,000 for a total annual contribution of approximately
$278,000 (856,000 + $222,000).

DOES THE PROPOSED R&D UNIT CHARGE INCREASE CREATE
ADDITIONAL REVENUES FOR THE COMPANY?

No. While the Company does not directly benefit financially from the R&D Rider,
the Company as well as our customers do benefit by new technology and more
efficient appliances that result from research funded by the R&D Rider. All funds
collected under the R&D Rider are remitted to the Gas Technology Institute (GTI), or
a similar research or commercialization organization. While the Company has some
flexibility on where it remits funds, all funds collected through the R&D unit charge

have been remitted to GTL
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ARE THERE ANY OTHER CONSIDERATIONS RELATED TO THE R&D
UNIT CHARGE? »
Yes. The genesis of the R&b unit charge was over seventeen (17) years ago. While
the R&D Rider continues to benefit customers through research initiatives, the cost
of conducting R&D initiatives continues to rise. While one could argue that the
$278,000 which could have been billed and collected annually since 2004 is
somewhat stale, the Company would prefer to initially increase the R&D unit charge
to $0.0174 per Mcf and to seek any additional increases in future proceedings. Also,
according to Sheet No. 51c of Columbia Gas of Kentucky’s tariff, a unit charge
related to their Rider for Natural Gas Research and Development is set to collect
$300,000 annually to fund research and dévelopment. The Company’s proposed
adjustment is certainly in line with that amount.
IS THE COMPANY PROPOSING A DIFFERENT PERIOD TO WEATHER
NORMALIZE REVENUES IN THIS CASE?
Yes. Asapproved in Case No. 2015-00343, the Company is proposing to use a more
current period of time to weather normalize revenues.
WHAT IS THE PERIOD THAT THE COMPANY IS PROPOSING TO USE
TO NORMALIZE REVENUES IN THIS CASE?
The Company is proposing to use the twenty year period ending August 2017, or
stated another way, the period of September 1997 through August 2017.

IX. CONCLUSION

PDOES THIS CONCLUDE YOUR TESTIMONY?
Yes.
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COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

IN THE MATTER OF )
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. EXHIBIT MAM-1
ATMOS ENERGY CORPORATION - KENTUCKY
BILL FREQUENCY DATA
Reference Period - Twelve Months Ending 06/30/2017

Ling Number Of Tatal
No. _ Class of Customers Jul-18 Aug-18 Sep-18 Qct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Biils Mef Rate Revenue
(a} (6) (c) () (e} 4} {0} {h {i} 0 (4] U} (m} n {0) )

1 RESIDENTIAL (Rate G-1

2 FIRMBILLS 154,447 155,312 182,910 153,225 164,516 157,880 158,882 159,583 159,839 157,294 159,280 156,889 1,880,087 $19.06 $35,934,077
3 Sales: 1-300 170,127 140,916 165,532 191,441 405,114 1,413,280 1,839,037 1421821 1,036,442 767,272 307,248 198,936 8,157,164 1.5340 12,513,090
4 Sgles: 301-15000 0 [ 41 905 148 28 274 337 737 -502 36 0 2,002 0.9500 1,802
5 Sales: Over 15000 ] 0 1] 0 0 0 0 0 0 0 0 0 0 0.7400 0
6  CLASS TOTAL {Mcfimonth) 170,127 140,918 165,573 192,346 405,260 1,413,308 1,839,311 1,422,158 1,037,179 768,770 307,282 198,936 1,880,067 8,159,166 $48,349,069
7

8  EIRM COMMERCIAL (Rate G-1 )

9 FIRMBILLS 17,024 17,148 16,872 16,778 17,200 17,535 17,874 - 17,890 17,938 17,568 17,818 17,344 208,9% 49,74 $10,395,212
10 Sales: 1-300 139,670 118,780 151,911 154,468 198,487 545,671 757,608 577,780 436,544 320,685 176,219 143,838 3,718,669 1.5340 5,705,972
11 Sales: 301-15000 24,566 22,349 25373 55,054 5,861 56,035 129,604 70,227 49,673 31,485 24313 9,224 504,034 0.9500 478,833
12 Sales: Qver 15000 0 0 4 2,056 -2,056 0 0 0 0 0 0 0 0 0.7400 0
13 CLASS TOTAL (Mcfimonth) 164,536 139,129 177,284 211,576 202,292 601,706 887,213 648,007 486,218 352,150 200,532 163,062 208,891 4,223,703 §16,580,017
14

15 FIRMINDUSTRIAL (Rate G- .

18 FIRMBILLS 182 207 182 188 203 185 221 209 211 194 21 203 2,418 $49.74 $120,188
17 Sales: 1-300 8,059 9,685 10,002 9,141 15,019 33,391 42,644 36,133 31,541 20,571 14,560 10,348 241,494 15340 370,452
18  Sales: 301-15000 14,937 14,087 16,577 21,028 17,824 4,270 76,700 47,026 41,250 25,829 24,668 17,609 358,823 0.9500 340,882
19 Sales: Qver 15000 1] 0 0 0 0 0 0 0 0 0 0 0 g 0.7400 ]
20 CLASS TOTAL {Mcfimonth) 22,996 23,751 26,579 30,168 32,843 74,661 119,344 83,159 72,832 46,400 39,528 27,857 2416 600,317 $831,522
21

22 FIRMPUBLIC AUTHORITY (Rate G-1

23 FIRMBILLS 1,520 1,593 1,524 1,654 1,556 1,551 1,552 1,546 1,566 1,509 1,576 1,536 18,583 $49.74 $924,318
24 Sales: 1-300 21,528 20,883 27,925 27,062 42,387 103,751 130,785 105,008 84,539 63,690 36,915 23,857 688,429 1.5340 1,056,051
25  Sales: 301-15000 1,242 1423 3,015 3,202 4,881 21,731 38,799 21,264 14,714 11,611 2,608 3473 127,962 0.9500 121,564
26 Sales: Over 15000 ] ¢ 0 0 0 0 0 0 0 0 0 0 g 0.7400 0
27 _CLASS TOTAL {McHmonth} 22,770 22,308 30,940 30,263 47,268 125,481 169,584 126,273 99,254 75,300 39,523 27,430 18,583 816,392 $2,101,033
28

29 INTERRUPTIBLE COMMERCIAL {(G-2}

30 INTBILLS 2 2 2 2 3 3 3 3 3 3 4 2 32 393.35 $12,587
31 Sales: 1-15000 16 59 56 51 502 1,612 2477 1,947 1,508 1,435 704 8 10,378 0.9080 9,434
32 Sales: Over 15000 0 1] 4 0 0 0 0 0 0 0 0 0 0 0.6849 0
33  CLASS TOTAL {Mcfimonth) 16 59 56 51 502 1612 2477 1,947 1,506 1,438 704 15 32 10,379 §22,021
34 :

35  INTERRUPTIBLE INDUSTRIAL (G-2
36 INTBILLS 9 8 8 7 -8 8 9 16 10 8 10 ] 110 393.35 $43,269
37 Sales: 1-15000 41,347 27,820 28,622 14,615 26,033 40,531 65,631 50,051 39,184 32,346 39,178 16,531 421,790 0.9080 383,407
38 Sales: Over 15000 7,742 ] 4795 0 0 12,687 48477 100,423 40,007 38,094 72,430 0 324,655 0.6849 222,356
39 CLASS TOTAL {Mcfimonth} 49,089 27,820 33417 14,615 26,033 53,218 114,008 150,474 78,191 70440 111,608 16,531 110 746,445 $649,032
40
41 TRANSPORTATION {T-4] :

42 TRANSPORTATION BILLS 123 123 123 123 124 124 124 124 124 124 124 125 1,485 396.49 $588,788
43 Trans Admin Fee $6,050 $6,050 $6,050 $6,060 6,100 $6,100 36,100 $6,100 $6,100 $6,100 $6,100 $6,150 73,050
44 EFMFee $6,250 $6,275 36,275 $6,325 $6,400 $6,400 $6,400 §6,400 $6,425 $6,425 $8,425 $6,460 76,450
45  Parking Fee $53 §155 §121 368 §74 $801 §203 §337 5356 888 $175 §100 2532
46 Firm Trangport; 1-300 33,603 33,570 34,124 35,162 36,551 37,200 37.014 37,033 36,818 35,568 34,726 33,950 425,359 1,6233 90,485
47 Firm Transport: 30115000 348,854 378,638 383,355 416,704 471,245 571,484 568,284 478,844 504,965 391,331 393,731 376,098 5,289,535 1.0053 5,317,570
48 Firm Transport: Qver 15000 56,103 77,815 68,862 69,508 96,497 147,727 147,427 121,123 142,686 75,543 82.008 94,288 1,178,385 0.7831 922,793
49 CLASS TOTAL (Mcfimonth) 437,560 480,023 486,141 521,372 810,204 756,411 752,725 837,000 684,469 502,442 510,485 504,377 1,485 6,893,279 57,671,667
50

51 ECONOMIC DEV RIDER {EDR

52 Firm Transport 1-300 0 0 0 0 0 0 0 0 0 0 0 0 0 1.1508 §0
53  Firm Transport: 301-15000 0 0 0 0 0 0 0 0 0 [\ 0 0 0 0.7125 0
54 Firn Transport Over 15000 10,434 16,523 15,048 15,000 16,271 14,213 25,293 18,199 24,758 17,435 19,507 19,934 212615 0.5550 118,001
56 CLASS TOTAL (Mefimonth) 10434 16,523 15,048 15,000 16,271 14,213 25,293 18,198 24,758 17.435 18.507 19,834 212,615 $118,001
56
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EXHIBIT MAM-1
ATMOS ENERGY CORPORATION - KENTUCKY
BILL FREQUENCY DATA
Reference Period - Twelve Months Ending 06/30/2017

Line Number Of Total
No.  Class of Customers Jul-16 Aug-16 Sep-16 Qct-16 Nov-16 Dec-18 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Bills Mef Rate Revenue
(8} {b) {© 1) (e u) (g} (b} i) 0 {k} [0 m) (n) e) (0}

57 TRANSPORTATION(1-3}
58 TRANSPORTATIONBILLS 72 72 72 72 72 72 72 73 73 73 73 73 868 398.04 $345,807
59 Trans Admin Fee $3,800 $3,600 $3,600 $3,600 $3,600 §$3,600 §3,600 §3,860 33,650 $3,650 $3,650 $3,650 43,450
60 EFMFee $3,750 $3,750 $3,750 $3,775 §3,775 $3,775 §3,775 §3,875 $3,875 $3,875 33,875 §3,875 45,725
61 Parking Fee §138 5263 §349 $306 $448 §410 §233 $234 $287 3344 $ast $382 3173
62 Inferrupt Transport: 1-15000 365,197 392,954 409,666 429,316 489,031 495,538 479,023 437,352 467,340 425,908 438,832 417,537 5227792 0.9031 4,721,219
63 Interrupt Transport: Over 15000 159,238 188.257 181,757 222,098 227,764 248,897 273,786 215301 252,266 198,017 204,975 227,588 2598044 06805 1,767,989
64 CLASS TOTAL {Mcfimonth} 524,435 581,211 581,423 651,414 696,785 742,535 752,809 852,653 719,608 623,923 643,807 645,135 869 7,825,838 $6,928.033
65
66  SPECIAL CONTRACTS
67 TRANSPORTATIONBILLS 15 15 15 15 15 15 15 14 14 14 14 14 174 375.00 $65,100
68  Trans Admin Fee $700 §700 $700 §700 $700 $700 $700 $650 $650 3650 $650 3650 8,150
68 EFMFee §725 §725 §725 §725 $875 $875 $875 $775 $775 $775 $775 $775 9,400
70 Parking / Pocling Fees $2,029 $2,835 §2,262 $4,989 $4,624 §15,785 §6,226 §6,312 $7403 $8,223 $4,727 $4,258 69,484
71 Transported Volumes 1,157,069 1,136,808 1,137,334 1,211,366 1,193,260 1,336,240 1,352,820 1,129,306  1,200429 1,067,015 1,083,770 871,787 13,847,313 Varous
72 Charges for Transport Volumes $112,538 $111,972  $111,676  $117,733 $149,831 $157.113 $163,561 §138,8681 951,368 $143,504 §149711  §132359 1,641,126
73 _CLASS TOTAL (Mcfimonth) 1167,080 1136900 1,137,334 1,211,866 1193259 1336249 1352820 1128306 1200429  1.057,015 1,063,770 871,787 174 13,847,313 51,793,260
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ATMOS ENERGY CORPORATION - KENTUCKY
SUMMARY OF REVENUE AT PRESENT RATES
TEST YEAR ENDING MAR, 31 2019

Forward-looking Adjustments

EXHIBIT MAM-2

Reference Period - Tweive Months Ending 06/30/2017 To Test Year
Confract Ad). Weather Adj. Customer Conservation Total )
Line Number Volumes Bills and Volumes Total Growth & Efficiency Test Year Present Present
No. Description Block (Mcf} of Bills, Units As Metered Volumes  {NOAA 1997-2017) Volumes Forecast Adjustments Volumeas Margin Revente
@ (o) {c) {d (&) U] (Q) {i} ) )
1 Sales
2 Firm Sales (G-1) Customer Chrg 1,880,067 6,300 $19.06 $35,954,155
3 Customer Chry 225,990 13 49.74 11,440,365
4 0-300 12,806,757 2,648 2,573,875 15,383,280 (15,383,280} 0 - 15340 0
5 301 - 15,000 982,822 (34,845) 66,418 1,024,292 0 0 1,024,292 0.8500 973,078
8 Qver 15,000 0 0 0 0 0 0 - 0.7400 0
7 Interruptible Sales (G-2) Customer Chrg 142 0 393.35 55,856
8 0-15,000 432,169 {75,000 357,169 357,169 0.9080 324,867
9 QOver 15,000 324,855 {266,795) 57,860 57,860 0.6849 39,628
10
11 Transportafion
12 Customer Charges (T-4) Customer Chrg 1,485 11 396.49 593,149
13 Customer Charges (T-3) Customer Chrg 869 {17 398.04 338,130
14 Customer Cherges (SpK) Customer Chrg 174 {7 375.00 62,475
15 Transp. Adm. Fee Customer Chrg 2,493 {13) 50.00 124,000
16 Parked Volumes [1] 757,887 0 0.10 75,789
17 EFM Charges Various 130,600
18  Fimm Transportation (T-4) 0-300 425,359 5494 430,853 430,853 16233 699,404
19 301- 15,000 5,289,535 151,171 5,440,706 5,440,706 1.0053 5,469,542
20 Over 15,000 1,178,385 (22,342) 1,156,043 1,156,043 0.7831 905,297
21 Economic Dev Rider (EDR) 301- 15,000 0 0 0 0 0.7125 0
22 Over 15,000 212,615 0 212,615 212,815 0.5550 118,001
23 Interruptible Transportation (T-3) 0-15,000 5,227,792 161,611 5,389,403 5,389,403 0.9031 4,867,170
24 Over 15,000 2,598,044 291,250 2,889,294 2,888,294 0.6805 1,966,164
25 Total Special Contracts [2] 13,847,313 {24,300) 13,823,013 13,823,013 Varfous 2,125,426
%
27 Total Tariff 2,112,727 43,335,448 188,792 2,640,291 46,164,529 (16,376,980} 0 30,781,248 66,263,895
28
29 Other Revenues 806,054
30 Late Payment Fees 1,297,964
31 Total Gross Profit 68,367,914
32
33 Gas Costs 78,708,117
34
35 Total Revenue 147,077,031
36
37 1) Parked Volumes not included in Total Defiveries.
38 {2] Based on confidential information.
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EXHIBIT MAM-3
ATMOS ENERGY CORPORATION - KENTUCKY :
VOLUME AND CONTRACT ADJUSTMENTS
Reference Period - Twelve Months Ending 06/30/2017

Line Number Of Total
No. Class of Customers Jul-18 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Bills Mef Rate Revenue
(@ () (e} (d) e} {f (o {h 6] { (k) U] {m} {n) o) ]

1 RESIDENTIAL (Rate G-1
2 FIRMBILLS 0 $19.06 30
3 Sales: 1-300 0 0 4 905 146 28 274 337 737 (502) 36 0 2,002 1.5340 3,072
4 Sales: 301-15000 0 0 {41 (905) (146) {28) (274) {337 (737) 502 {36) ] (2,002} 0.9500 (1,902)
5  Sales: Over 15000 0 0 0.7400 0
6  CLASS TOTAL {Mcfimonth) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 $1,169
7 -
8  FIRM COMMERCIAL (Rate G-1 :
g FIRMBILLS 48.74 30
10 Sales: 1-300 1.5340 0
11 Sales: 301-15000 0 0 0 2,056 {2,056) 0 0 0 0 0 0 0 0.9500 0
12 Sales: Over 15000 0 0 0 {2,056) 2,066 0 0 0 0 0 0 0 0.7400 0
13 CLASS TOTAL (Mcfimonth) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 $0
14
15 FIRMINDUSTRIAL {Rate G-1)
16 FIRMBILLS 1 1 1 1 1 1 1 1 1 1 1 2 13 4974 $647
17 Sales: 1-300 {155) {150) (171) {148) 89 654 403 237 294 (242) (237 70 648 1.5340 9
18 Sales: 301-15000 {361) {42) {1,267) {1,542} (2,605) {4,398) (5,124) (5,329) (3,814) (4,193) {4,268) 0 (32,943) 0.9500 (31,296)
19 Sales: Over 15000 0 0 0 0 0 0 0 0 0 0 0 0 0 0.7400 0
20 CLASS TOTAL (Mcfimonth) (516} {192 {1,438) {1,688} {2,516} {3,744) {4,721) (5,082) {3,520 (4,435) {4,505) 70 13 {32,297} ($20,658}
21
22 FIRMPUBLIC AUTHORITY (Rate G-1}
23 FIRMBILLS 0 . 49.74 $0
24 Sales: 1-300 0 1.5340 0
25  Sales: 301-15000 0 0.9500 0
26 Sales: Over 15000 0 0.7400 0
27 CLASS TOTAL (McFimonth) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 30
28
29 INTERRUPTIBLE COMMERCIAL (G2,
30 INTBILLS 0 393.35 $0
31 Sales: 1-15000 0 0.9090 ]
32 Sales: Over 15000 0 0.6849 0
33 CLASS TOTAL {Mcfimonth) 0 0 0 0 0 0 0 0 0 0 0 0 0 0 $0
K2
35 INTERRUPTIBLE INDUSTRIAL (G-2
36 INTBILLS 0 0 0 0 0 0 0 0 0 0 0 0 0 393.35 $0
37 Sales: 1-15000 0 0 0 0 0 0 {15,000) (15,000)  (15000)  {15,000)  (15,000) 0 (75,000) 0.9090 (68,175)
38 Sales: Over 15000 0 0 0 0 0 0 (34,899) {80,742) (30,630}  (38.094)  (72,430) 0 {266,795) 0.6849 {182,728)
30 CLASS TOTAL {Mcfimonth) 0 0 0 0 0 0 49.899)  (105,742) (45630}  (53,094)  (87.430) 0 0 {341,795) {$250,903)
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EXHIBIT MAM-3
ATMOS ENERGY CORPORATION - KENTUCKY
VOLUME AND CONTRACT ADJUSTMENTS
Reference Period - Twelve Months Ending 06/30/2017

Line Number Of Total
No.  Class of Customers Jul-18 Aug-18 Sep-16 Oct-18 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Bills Mof Rate Revenue
(8} )] {©) {d} (e} Y] )] (h) {i 0 {k) 0] {m) (n} (0} (p}

40
41 TRANSPORTATION {T-4)
42 TRANSPORTATION BILLS 1 1 1 1 1 1 1 1 1 1 1 0 11 396.49 $4,361
43 Trans Admin Fee $50 $50 $50 $80 $80 $50 $50 $50 $50 $50 $50 $0 550
44 EFMFee $75 $75 §75 $75 §75 $75 §75 $75 §75 $75 $75 $0 825
45  Parking Fee $0 $0 $0 $0 $0 $0 $0 30 30 $0 $0 $0 0
46 Firm Transport: 1-300 455 450 473 477 414 300 300 407 382 592 647 597 5,494 1.6233 8,918
47 Firm Transport: 301-15000 6,982 5,664 8,013 8,712 12,041 10,936 15,677 19,323 14,539 18,366 18,227 12,690 151,171 1.0053 151,973
48  Firm Transport: Over 15000 2,106 2,565 1,800 253 (2,302} {2,879) {4,694) {6,315) {2,529} (4,750) {2,954) {2,643) {22,342 0.7831 (17,496)
49 CLASS TOTAL {Mofimonth) 9,544 8,678 10,287 9,442 10,153 8,357 11,283 13,415 12,392 14,207 15,920 10,644 11 134,323 $149,131
50
51 ECONOMIC DEV RIDER(EDR) . - )
52 Firm Transport: 1-300 0 0 0 0 0 0 0 0 0 0 0 0 0 1.1505 50
53 Firm Transport: 301-15000 0 0 0 0 0 0 0 0 0 0 0 0 0 0.7125 0
54 Firm Transport: Over 15000 0 0 0 0 0 0 0 0 0 0 0 0 [ 0.5550 0
55  CLASS TOTAL {Mcfimonth) 0 0 0 0 )] 1] )] 0 0 0 i 0 i $0
56
57 RANSPORTATION (T-3
58  TRANSPORTATION BILLS 1) (1} )] 9] W) W) 0] 2 (2) {2) {2) {2 1N 398.04 {$6,767)
53  Trans Admin Fee {$50) {$50) {350 {350 {350 (350) ($50) {$100) ($100) {$100) {$100) {$100) (850)
80 EFMFee ($75) {$75) (375) ($78) ($78) ($78) ($75) ($150) {$150) {3150) {$150) ($150) {1,275)
61  Parking Fee $0 30 $0 $0 50 30 30 $0 $0 $0 $0 $0 0
82  Interrupt Transport: 1-15000 16,737 16,210 17,346 18,367 6,333 5,125 16,048 16,129 16,114 16,357 16,213 2,641 161,611 0.9031 145,951
63 Interrupt Transpart: Over 15000 25,000 25,000 25,000 26,825 27,037 27,091 27,353 27,139 27,074 26,843 26,887 0 291,250 0.6805 198,196
84 CLASS TOTAL {Mcfmonth) 41,737 41,210 42,348 43,183 33,370 32,217 43,401 43,268 43,188 43,200 43,100 2,641 (17 452,861 $335,255
65
86  SPECIAL CONTRACTS
87  TRANSPORTATION BILLS (1) {1 U] ] 0] 4] {n 0 0 0 0 0 4] 375.00 ($2,625)
68 Trans Admin Fee ($50) ($50) ($50) ($50) ($50) ($50) ($50) 50 $0 $0 $0 $0 (350
89 EFMFee ($75) ($75) ($75) {$75) ($75) ($75) ($75) 30 30 $0 §0 $0 {525)
70 Parking Fee 50 30 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 0
71 Transported Yolumes {21,0586) (20,446) (21,608) (25,561) 7,752 7,648 8,573 8,252 8,393 8,073 8,338 7,341 {24,300 Varlous
72 Charges for Transport Volumes 52,169 59,645 63,289 63,456 35,864 50,564 45,474 33,924 32,355 16,291 9,377 5,902 484,300
73 CLASS TOTAL {Mcfmonth) (21,056)  (20,446) (21,608)  (25,561) 7,752 7,648 8,573 8,252 8,393 8,073 8,338 7,341 7 (24,300) $480,800
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EXHIBIT MAM-4 (A}
ATMOS ENERGY CORPORATION - KENTUCKY
WEATHER ADJUSTMENT - BASE NOAA 19987-2017
Reference Period - Twelve Months Ending 06/30/2017

Line Numnber Of Total
No.  Class of Customers Jul-18 Aug-16 Sep-16 Qct-18 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17 Bills Mef Rate Revenue
@ ) © @ © m ) ) G 0 ) - m) ) ) )

1 RESIDENTIAL (R -1
2 FIRMBILLS 0 $19.06 50
3 Sales: 1-300 {16,548) 13,523 {9,563) 136,886 464,986 103,885 (27,694) 574,381 378,633 110,974 100,773 1,784 1,831,826 1.5340 2,810,021
4 Sales: 301-15000 0 0.8500 0
5  Sales: Over 15000 0 0.7400 0
6 CLASS TOTAL {Mcfimonth) {16,548) 13,523 {9,563) 136,686 464,886 103,885 (27,694) 574,381 3786830 110,974 100,773 1,784 0 1,831,826 $2,810,021
7
8  FIRM COMMERCIAL {Rate G-1
9  FIRMBILLS 0 4974 $0
10 Sales: 1-300 (5,266) 17,004 {16,238) 5,192 211,932 45,850 {70,125) 165,461 123,354 65,694 48,898 22,791 614,636 1.5340 942,851
11 Sales: 301-15000 (938) 3272 (2,712} 1,919 4,062 4,708 {11,996) 20,111 14,036 6,443 6,746 1,462 47,114 0.8500 44,758
12 Sales; Over 15000 0 0.7400 0
13 CLASS TOTAL (Mcf/imonth) {6,204) 20,366 {18,950) 7,111 215,994 50,558 (82,121) 185,572 137,390 72,137 55,644 24,253 0 661,750 $987,610
14
15 FIRM PUBLIC AUTHORITY (Rate G-1
16 FIRMBILLS 0 - $0
17 Sales: 1-300 3,021 4,583 (4,139) 9,691 34,013 7,898 (3,027 37,226 23,444 5,858 6,973 2,066 127413 0.0000 0
18 Sales: 301-15000 174 313 (447) 1,148 3917 1,654 {898) 7,538 4,081 1,031 493 299 19,302 0.0000 0
18 Sales: Qver 15000 0 0.0000 0
20 CLASS TOTAL (Mcffmonth) 3,195 4,808 {4,586) 10,837 37,830 9,549 {3,925 44,764 27,525 6,689 7,466 2,365 0 146,715 $0
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EXHIBIT MAM-4 (B)
Atmos Energy - Kentucky
Normalization Of Volumes For Weather
Reference Period - Twelve Months Ending 06/30/2017
{Weather Basis: 20-years ending 2017)

Line Month Jui-16 Aug-18 Sep-18 Qct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17
(@) {b) () (d) (&) U] @ {h) (it 0 k) 0]

1 Lagged Actual HDDs g 0 0 40 204 671 788 604 432 226 93 4
2 Lagged Normal HDDs 0 0 2 8% 358 665 852 889 607 354 121 22
3 Calendar Normal HDDs 0 0 24 213 500 808 894 728 519 212 59 2
4
5 RESIDENTIAL (Rafe G-1
8
7 Annual Customer Growth
8 Annual Base Load Decline
] Annual Total Load Decline
10
11 Actual Constand Load 153,579 154,439 152,050 152,363 153,647 157,002 157,969 158,686 158,940 156,410 158,384 186,007
12 Actual Heat Load 16,548 (13,523} 13,523 39,982 251613 1,256,308 1,781,322 1,263,472 878,239 610,361 148,898 42,929
13 Heat Load / Cusfomer 0107 {0.087) 0.088 0.261 1628 7.957 11.212 7917 5.495 3.880 0935 0.274
14 Actual X Coefficient 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130 0.0130
18 Product 0 0.0259 1.183 48377 8.6148 11.0373 11,6168 7.8634 45859 1.5675 0.285
16 Base Load 0.9944 0.8944 0.9944 0.9944 0.9944 0.9944 0.9944 0.9944 0.9944 0.9944 0.9944
17 Normal Usage / Customer 0.8944 0.9944 1,0203 21474 5.6321 9.6092 12.0317 12.5110 8.8578 5.5803 25619 1.2794
18 No. of Customers { 154,447 185,312 152,910 153225 154,516 157,880 158,882 159,583 156,839 157,294 159,280 158,889
19 Normalized Volutnes 153,578 154,43 8,011 329032 870,248 1,517,193 911,617 996,539 415,818 877,744 408,056 200720
20 Actual Volumes [ 170,127 140,91 5,573 192,348 405,260 1,413,308 830,311 422,158 037,179 768,770 307,282 98,936 |
21 Nomalized Yolume Including Unbilled 163,579 154,43 9,592 575,162 1,154,493 1,809,687 ,998,066 1,663,705 ,233,608 588,398 280,126 80,072
22 Normalized Calendar Volumes 153,888 154,750 199,993 576,319 1,166,817 1,813,329 2,002,088 1,667,053 1,236,091 589,582 280,689 180,394
23
24 Weather Adiustment {16.,548) 13,523 (8,563) 136,886 464,986 103,885 {27,694) 574,381 378,639 110,974 100,773 1,784
25
26 Tier 1 {16,548) 13,523 (8,563) 136,886 464,988 103,885 {27,694) 574,381 378,639 110,674 100,773 1784
27 Tier 2
28 Tier 3
2 Total {16,548) 13,523 8,563 136,686 464,988 103,885 {27,694) 574,381 378,638 110,974 100773 1,784
30
31
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EXHIBIT MAM-4 (B)
Atmos Energy - Kentucky

Normalization Of Volumes For Weather
Reference Period - Twelve Months Ending 06/30/2017
{Weather Basis: 20-years ending 2017)

Ling Month Jui-16 Aug-16 Sep-16 Oot-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17
(@) {b) {c) [} (e) { (@ () {i) 0] (k) 0]
1 Lagged Actual HDDs o 0 0 40 204 871 788 604 432 226 93 4
2 Lagged Normal HDDs : 0 0 2 89 358 865 852 889 807 354 121 22
3 Calendar Normal HDDs 0 0 24 213 500 808 894 728 519 212 59 2
4
32 FIRM COMMERCIAL, (Rafe (-1
33
34 Annual Customer Grawth
35 Annual Base Load Decline
36 Annual Total Load Decline
37
38 Actual Constand L.oad 158,332 169,495 156,919 166,044 159,969 163,085 186,238 166,386 166,833 183,392 165,726 161,308
39 Actual Heat Load 6,204 (20,386} 20,366 55,532 42,322 438,621 720,975 481,621 319,385 188,758 34,805 {8,247}
40 Heat Load / Customer 0.364 {1.188} 1.207 3310 2.461 25.014 40.337 26.921 17.805 10.744 1853 {0.475)
41 Actual X Coefficient 0.0420 $.0420 0.0420 0.0420 0.0420 0.0420 0.0420 0.0420 0.0420 0.0420 0.0420 0.0420
42 Product 0 0.0839 3.7338 16.0184 27.8973 35.7421 37.2042 25.4641 14.8506 5.076 0.9229
43 Base Load 9.3005 9.3005 9.3005 9.3005 9.3005 9.3005 9.3005 9.3005 9.3008 9.3005 8.3008
44 Normal Usage / Customer 9.3006 9.3005 9.3844 13.0341 24.3189 37.1978 45.0426 46.5047 34.7648 24,1511 14.3765 10.2234
45 Ne. of Customers | 17,024 17,149 16,872 16,778 17,200 17,535 17.874 17,890 17,938 17,568 17818 17,344]
46 Normalized Volumes 158,332 159,495 158,334 218,887 418,286 652,264 805,092 833,580 623,608 424,287 256,175 77315
47 Actual Volumes | 164,536 139,129 177,284 211,576 202,292 601,708 887,213 848,007 486,218 352,150 200,532 53,082 |
48 Normalized Volume Including Unbifled 158,332 159,495 173,908 305,964 520,748 7574585 836,584 712,750 557,387 319,634 209,830 62,764
49 Normalized Calendar Volumes 158,677 159,842 174,284 306630 521,879 759,103 838,404 714,301 558,600 320,329 210,287 163,118
50
51 Weather Adjustment (6,204) 20,366 {18,850) 7111 215,994 50,658 (82.121) 185,572 137,390 72,137 65 644 24,263
52
53 Tier 1 {5,266) 17,094 {16,238) 5,192 211,832 45,850 (70,125) 185,461 123,354 65,894 . 48,898 22,791
54 Tier 2 (938) 3,272 2,712 1,919 4,062 4,708 {11,996) 20,111 14,036 6,443 6,746 1,462
55 Tier 3 - - - - - - - - - - - -
56 Total {6,204) 20,366 {18,850) 7111 215894 50,658 (82.121) 185,672 137,390 72,137 55,644 24,263
57
58
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EXHIBIT MAM-4 (B)
Atmos Energy - Kentucky
Normalization Of Volumes For Weather
Reference Period - Twelve Months Ending 06/30/2017
{Weather Basis: 20-years ending 2017)

Line Month Jul-16 Aug-18 Sep-16 Oct-16 Nov-18 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17
(a) () (¢} () (e} 4] {a) {h) [0} 0 (k) {

1 Lagged Actual HDDs 0 0 0 40 204 671 788 604 432 226 93 4
2 Lagged Normal HDDs 0 4} 2 89 358 665 852 889 607 354 121 22
3 Calendar Normal HDDs 0 0 24 213 500 808 894 728 519 212 59 2
4

59 FiRM PUBLI THORITY (Rate G-1

80

81 Annual Customer Growth

62 Annual Base Load Decling

83 Annual Total Load Decline

84

85 Actual Constand Load 25,965 27,212 26,033 26,548 26,580 26,495 26,512 26,409 26,761 25777 26,922 26,238
66 Actual Heat Load {3,195} (4,908) 4,908 3717 20,688 98,887 143,072 99,864 72,603 49,523 12,802 1,191
87 Heat Load / Customer {2.102 (3.080) 3.219 2392 13.296 83.821 92.188 64.595 46.298 32818 7.996 0.778
68 Actual X Coefficient 0.1052 01052 0.1052 0.1052 0.1052 01052 0.1052 0.1052 0.1062 0.1052 0.1052 0.1052
69 Product 0 0.2105 8.3655 376725 59.9782 88.6563 93.5498 63.8748 37.2516 127329 2.3151
70 Base Load 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823 17.0823
7 Normal Usage / Customer 17.0823 17.0823 17.2928 264478 54.7548 87.0605 106.7386 110.8321 80.9571 54.3339 29.8152 19.3974
72 No. of Customers 1,620 1,593 1,524 1,564 1,666 1,551 1,552 1,546 1,566 1,508 1578 1,536]
73 Nomalized Volumes 25,965 27212 26,354 41,100 85,19 135,03 65,658 171,037 126,779 81,990 46,989 29,794
74 Actual Volumes 22,770 22,306 30,940 30,263 47,26 125,48 69,584 126,273 99,264 75,300 39,523 27,430 |
75 Normalized Volume [ncluding Unbilled 25,965 27212 29,882 61,377 108,449 158,370 72,518 144,845 112,217 58,441 36706 26,562
76 Normalized Calendar Volumes 25,952 27,198 29,867 61,346 108,393 158,288 172,428 144,770 112,219 59,410 36,687 26,548
77

78 Weather Adjustment 3,195 4,908 (4,586) 10,837 37.930 8,548 {3,925 44,784 27,525 6,689 7466 2365
79

80 Tier 1 3,021 4,583 {4,139) 9,691 . 34,013 7,895 {3,027} 37,226 23,444 5,658 6,973 2,068
81 Tier 2 174 313 (447) 1,146 3917 1,654 (898} 7,538 4,081 1,031 493 298
82 Tier 3 - - - - - - - - - - - -

83 Total 3195 4908 {4,586) 10,837 37930 9,549 (3.925) 44,764 27525 6,689 7486 2368

Page 4 of 4




EXHIBIT MAM-5
ATMOS ENERGY CORPORATION - KENTUCKY
BILL FREQUENCY WITH KNOWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENDING MAR, 312019

CURRENT RATES
Line Total
No.  Class of Customers Rate Apr-18 May-18 Jun-18 Ju18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-18 Billing Units
(a} )] {c) {d) (&) {f )] {h) i 0] {k) 0} {m)
1 RESIDENTIAL (Rate G-1
2 FIRMBILLS $18.06 167,594 159,580 157,189 155,047 155,912 153,510 153,825 185,116 168,490 169,482 160,183 160,439 1,886,367
3 Sales: 1-300 1.5340 879434 408,824 201,104 154,175 185,035 156,623 330,320 873,656 1,523,006 1,918,900 2,004,126 1,421,181 10,026,386
4 Sales: 301-15000 0.9500 0 0 0 0 0 0 0 0 0 0 0 0 0
5  Sales; Over 15000 0.7400 0 0 0 0 0 0 0 0 0 0 0 0 0
8 CLASS TOTAL (Mcfimonth) 879,434 408,824 201,104 154,175 155,035 158,623 330,320 873,656 1,523,006 1,918,900 2,004,126 1,421,131 10,026,386
7  Gas Charge per Mcf $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
8  Gas Costs $4,088,765  $1,992913 $980,330 $751,564 $752,693 §760.400  §1,603698  $4,104,688  §7,18551%  $9,015541  $9,266,234  $6,570,943  $47,043,289
9
10 FIRM COMMERCIAL (Rate G-1}
11 FIRMBILLS 49.74 17,568 17,819 17,344 17,024 17,149 16,872 16,778 17,200 17,535 17,874 17,890 17,938 208,991
12 Sales: 1-300 1.5340 386,389 225,118 166,629 134,404 133,874 135,673 159,657 410,419 591,821 687,483 743,241 559,898 4,334,305
13 Sales: 301-15000 0.8500 37,888 31,089 10,686 23,928 25,621 22,661 59,029 7,867 60,743 117,608 80,338 63,709 551,148
14 Sales: Over 15000 0.7400 0 0 0 0 0 0 0 0 0 0 0 0 0
15  CLASS TOTAL (Mcfimonth) 424,287 256,176 177,315 158,332 159,485 158,334 218,687 418,286 652,264 805,092 833,578 623,608 4,885,453
16  Gas Charge per Mcf $4.65 $4.87 $4.87 $4.87 §4.85 §4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
17 Gas Cosfs $1,972,642  $1,248,789 $864,364 §771,828 §774,345 $768,708  $1,061,720  $1,965226  §3,064,522  §3,782,55t1  $3854,120  $2,883209  $23012,115
18
19 FIRMINDUSTRIAL (Rafe G-1 :
20 FIRMBILLS $49.74 195 212 205 183 208 193 189 204 196 222 210 212 2,429
21 Sales: 1-300 1.5340 20,329 14,723 10,418 7,904 9,535 9,831 8,995 15,108 34,045 43,047 36,370 31,835 242,140
22 Sales: 301-15000 0.9500 21,636 20,400 . 17,609 14,576 14,025 15,310 19,486 15,219 36,672 71,576 41,697 37,476 325,880
23 Sales: Over 15000 0.7400 i] 0 0 0 0 0 0 0 0 0 0 0 0
24 CLASS TOTAL {Mefimonth) 41,965 35123 28,027 22,480 23,559 25,141 28,480 30,327 70,917 114,623 78,067 69,312 568,020
25  (as Charge per Mcf $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
26 Gas Costs $195,106 $171,215 $136,625 $109,583 $114,380 $122,057 $138,271 $142,483 $333,187 $538,533 $360,949 $320,468 $2,682,859
27
28 FIRMPUBLIC AUTHORITY (Rate G-1)
29 FIRMBILLS $48.74 1,509 1,576 1,536 1,520 1,693 1,524 1,554 1,556 1,551 1,562 1,546 1,566 18,583
30 Sales: 1-300 1.5340 69,347 43,888 26,023 24,549 25,476 23,786 36,752 76,400 111,646 127,758 142,235 107,884 815,843
31 Sales; 301-15000 0.9500 12,642 3,101 3772 1,416 1,736 2,568 4,348 8,798 23,384 37,901 28,802 18,795 147,264
32 Sales: Over 15000 0.7400 0 0 0 0 0 0 0 0 0 0 0 0 0
33 CLASS TOTAL {Mcfimonth) 81,989 46,989 29,795 25,965 27,212 26,354 41,100 85,198 135,030 165,659 171,037 126,779 963,107
34 Gas Charge per Mcf $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
35 Gas Costs $381,194 $229,060 $145,242 $126,572 $132,111 $127,947 $198,541 $400,285 $634,411 §778,312 $790,803 $586,171 $4,531,650
36
37 INTERRUPTIBLE COMMERCIAL (G-2}
38 INTBILLS 393.35 3 4 2 2 2 2 2 3 3 3 3 3 32
39 Sales: 1-15000 0.9090 1,435 704 15 16 59 56 51 502 1,612 2477 1,947 1,506 10,380
40 Sales: Over 15000 0.6849 0 0 0 0 0 0 0 0 0 0 0 0 1
41 CLASS TOTAL (McHimonth} 1,435 704 15 16 59 56 51 502 1612 2477 1,047 1,506 10,380
42 Gas Charge per Mcf $3.37 $3.59 $3.59 $3.59 $3.57 $357 §3.57 $3.42 $342 $342 $3.34 $3.34
43 Gas Costs $4,832 $2,529 $52 §57 $211 $202 $182 $1,717 $5,508 $8,466 56,510 §$5,035 $35,300
44 '
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ATMOS ENERGY CORPORATION - KENTUCKY
BILL FREQUENCY WITH KNOWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENDING MAR, 31 2019

EXHIBIT MAM-6

CURRENT RATES
Line Total
No. Class of Customers Rate Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-18 Feb-19 Mar-19 Billing Units
{a) (b} {c} {d {8 {n (@ ] 0] { (k} { (m)
45  INTERRUPTIBLE INDUSTRIAL (G-2)
48 INTBILLS 393.35 8 10 9 9 8 8 7 8 8 g 16 10 110
47 Sales: 1-15000 0.9090 17,346 24178 16,531 41,347 27,820 28,622 14,615 26,033 40,531 50,631 35,061 24,184 346,791
48  Sales: Over 15000 0.6849 0 0 i) 7,742 0 4,795 0 0 12,687 13,578 9,681 9,377 57,861
49 CLASS TOTAL (Mcfmonth) 17,346 24,178 16,531 49,089 27,820 33417 14,615 26,033 53,218 64,109 44732 33,561 404,652
50  Gas Charge per Mcf $3.37 $3.59 $3.59 $3.59 §3.57 $3.57 3357 $3.42 $342 $3.42 $3.34 $3.34
51  Gas Costs $58,413 $86,870 $59,396 $176,375 $99,407 $119,406 $52,224 $88,988 $181,91 $219,138 $149,564 $112,213 $1,403,803
52 )
53 TRANSPORTATION (T-4)
54 TRANSPORTATION BILLS $396.49 125 126 125 124 124 124 124 125 125 125 125 125 1,496
85  Trans Admin Fee 6,150 6,150 6,150 6,100 6,100 6,100 6,100 6,150 8,150 8,150 6,150 6,150 §73,600
56 EFMFee 6,500 8,500 6,450 6,325 6,350 8,350 6,400 8475 6,475 6,475 6475 6,500 $77,275
57  Parking Fee 88 175 100 53 185 121 68 74 801 203 337 356 $2,532
58  Firm Transport: 1-300 1.6233 36,160 35,373 34,587 34,058 34,020 34,597 35,639 36,965 37,500 37,314 37,440 37,200 430,853
53 Firm Transport: 301-15000 1.0053 409,697 411,958 388,789 355,836 384,302 391,368 425,416 489,287 582,420 583,961 498,167 519,504 5,440,706
60  Firm Transport: Over 1500 0.7831 70,793 79,064 91,645 57,209 80,380 70,462 69,759 94,195 144,848 142,733 114,808 140,157 1,156,043
81 CLASS TOTAL {Mcfimonth) 516,649 526,385 515,021 447,104 498 701 496,428 530,814 620,447 764,768 764,008 650,415 696,361 7,027,602
62
63 ECONCMIC DEV RIDER (EDR}
84 Firm Transport; 1-300 1.1505 0 0 0 0 0 0 0 0 0 0 0 0 0
85  Firm Transport: 301-15000 0.7125 0 0 0 0 0 0 0 0 0 0 0 0 0
86  Firm Trangport: Over 15000 0.5550 17435 19,507 19,934 10,434 16,523 15,048 15,000 16,271 14,213 25,293 18,199 24,758 212615
67 CLASS TOTAL (Mcfimonth) 17,435 19,507 18,934 10,434 16,523 15,048 15,000 16,271 14,213 25,293 18,199 24,758 212,615
68
69 TRANSPORTATION(T-3)
70 TRANSPORTATION BILLS 398.04 7 Kl 7 71 4l 71 71 71 71 71 71 il 852
71 Trans Admin Fee 3,550 3,550 3,550 3,550 3,550 3,550 3,550 3,550 3,550 3,550 3,550 3,550 $42,600
72 EFMFee 3,725 3,725 3,725 3,675 3,675 3675 3,700 3,700 3,700 3,700 3725 3,725 $44,450
73 Parking Fee 344 381 382 138 263 349 306 445 410 233 234 287 $3,773
74 Interrupt Transport: 1-15000 0.9031 442263 455,145 420,178 381,934 409,164 427,012 445673 475,364 500,663 495,071 453,481 483,454 5,389,404
75 Inferrupt Transport: Over 15000 0.6805 224,860 231,862 227,598 184,238 213,257 208,757 248,923 254,791 274,088 301,139 242,440 279,340 2,889,295
76  CLASS TOTAL (Mcffmonth) 667,123 887,007 647,776 566,172 622,421 533,769 694,597 730,185 774,752 796,210 £95,921 762,794 8,278,699
77 ’
78 SPECIAL CONTRACTS
79 TRANSPORTATION BILLS 375.00 14 14 14 14 14 14 14 14 14 14 14 14 167
80  Trans Admin Fee 650 650 650 850 850 650 850 650 650 650 650 650 $7.800
81 EFMFee 775 775 775 650 650 650 650 800 800 800 775 775 $8,875
82 Parking Fee 8,223 4,727 4,258 2,028 2,635 2,262 4,989 4,624 15,795 6,226 6,312 7403 $69,484
83 Transported Volumes Various 1,065,088 1,072,108 879,128 1,136,013 1,116,463 1,115,726 1,185,805 1,201,011 1,343,897 1,361,393 1,137,558 1,208,822 13,823,013
84 Charges for Transport Volumes 159,796 159,087 138,261 174,707 171,617 174,865 187,188 185,685 207,677 209,035 173,785 183,723 $2125425
85 CLASS TOTAL {Mcfimonth) 1,065,088 1,072,108 879,128 1,136,013 1,116,463 1,115,728 1,185,805 1,201,011 1,343,897 1,361,393 1,137,558 1,208,822 13,823,013
86
87 OTHERREVENUE
88  Setvice Charges $49,919 $63,628 $66,397 $45,327 $57,173 $55,395 $88,176 $126,545 $87,101 $58,133 $64,439 $74,821 $806,054
83 Late Payment Fees $154,728 $111173 $76,089 $58,231 $53,684 $54,035 $53,461 $67.434 $110,916 $163,043 $105,126 $200,044 $1,297,964
90
91  TOTAL GROSS PROFIT $7,607,206  $6,705840  §6,058,096  $5782302  $5897,232  §$5852,374  §6328,765  $7,794,983  $9,546,764 $10,521,842 $10,489,041  $9,344,814  $92,020,159
92  Gas Costs $6,700,953  $3,731,375  $2186010  $1,935980  $1,873148  $1,898,722  $3,055635 96,703,385 $11,375060 $14,342542 $14,428,181. $10478128  §78,709,117
93 TOTAL REVENUE $14,398,159  $10437,215  $8244,106  §7,718282  §7,770380  §7,751,095  $9,384,400 $14,498368 $20,921,824 $24.864,383 $24,918122 $19,822,942 170,729,276
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EXHIBIT MAM-6
ATMOS ENERGY CORPORATION - KENTUCKY
SUMMARY OF REVENUE AT PROPOSED RATES
TEST YEAR ENDING MAR, 31 2019

Forward-looking Adjustments

Reference Perlod - Twelve Months Ending 06/30/2017 To Test Year
Contract Ad). Weather Adj. Customer Conservation Total
Line Number Volumes Bills and Volumes Total Growth & Efficiency Test Year Proposed Proposed
No. Description Block {Mcf) of Bills, Units As Metered Volumes  (NOAA 1997-2017) Yolumes Forecast Ad[ustments Volumes Margin Revenue
(a) (] (©) )] (e} ] (@ 0] 0 (k)
1 Sales .
2 Firm Sales (G-1) Customer Chrg 1,880,067 6,300 $20.50 538,670,524
3 Customer Chrg 229,990 13 52.50 12,075,174
4 0-300 12,808,757 2,648 2,573,875 15,383,280 35,303 0 15,418,673 1.8250 28,138,079
5 301 - 15,000 992,822 {34,945) 66,416 1,024,292 0 1,024,292 11850 1,213,788
6 Qver 15,000 0 0 0 0 0 0 0.3000 0
7 Interruptible Sales (G-2) Customer Chrg 142 0 400.00 56,800
8 0- 15,000 432,169 {75,000 357,169 357,169 1.0450 373,242
9 Over 15,000 324,655 (266,795) 57,860 57,860 0.7640 44,205
10
11 Transportation
12 Customer Charges (T-4) Customer Chrg 1,485 1 400.00 598,400
13 Customer Charges (T-3) Customer Chrg 869 {17 400.00 340,800
14 Customer Charges {SpK} Customer Chrg 174 7} 375.00 62,475
15 Transp. Adm. Fee Customer Chrg 2,483 (13} 50.00 124,000
16 Parked Volumes [1} 757,887 0 0.10 75,789
17 EFM Charges Varlous 130,600
18 Firm Transportation (T-4) 0-300 425,359 5494 430,853 430,853 1.8250 786,307
19 301 - 15,000 5,289,535 151,171 5,440,706 5,440,708 1.1850 6,447,237
20 QOver 15,000 1,178,385 (22,342) 1,156,043 1,156,043 0.8000 1,040,438
21 Econamic Dev Rider (EDR) 301 - 15,000 0 0 0 0 0.8888 0
2 Over 15,000 212,615 0 212,615 212,615 0.6750 143,515
23 Interruptible Transportation {T-3) 0- 15,000 5,227,792 161,611 5,389,403 5,389,403 1.0450 5,631,926
24 Over 15,000 2,598,044 291,250 2,889,294 2,889,294 0.7640 2,207,420
25 Total Special Contracts [2] 13,847,313 {24,300) 13,823,013 13,823,013 Various 2,125,425
26
27 Total Tariff 2,112,727 43,335,446 188,792 2,640,291 46,184,529 41,693 0 . 46199922 100,287,142
28
29 Other Revenues 506,054
30 Late Payment Fees 1,368,496
31 Total Gross Profit 102,461,693
32
33 Gas Costs 78,709,117
34
35 Total Revenue 181,170,810
36
37 [1] Parked Volumes not included in Total Deliveries. 10,441,534
38 [2] Based on confidential information.
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EXHIBIT MAM-7
ATMOS ENERGY CORPORATION - KENTUCKY
BILL FREQUENCY WITH KNOWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENDING MAR, 312019

PROPOSED RATES
Line Total
No. Class of Custommers Rate Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19 Billing Units
@) {b) © @ (e) ) @ ) 0 0 ® 0 {m
1 RESIDENTIAL (Rafe G-1
2  FIRMBILLS $20.50 157,594 169,580 167,189 155,047 155,912 153,510 153,825 166,116 168,490 159,482 160,183 160,439 1,886,367
3 SBales: 1-300 1.8250 879,434 408,824 201,104 154,175 156,035 156,623 330,320 873,656 1,623,006 1,918,800 2,004,126 1,421,181 10,026,386
4 Sales: 301-15000 1.1850 0 0 0 0 ] 0 0 0 0 ] 0 0 0
5  Sales: Over 15000 0.9000 0 0 0 0 0 0 0 0 0 0 0 0 Q
6  CLASS TOTAL (Mcfimonth) 879434 408,824 201,104 154,175 155,035 156,623 330,320 873,656 1,523,006 1,918,900 2,004,126 1,421,181 10,026,386
7  Gas Charge per Mcf $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
8 GasCosts - $4,088,765  $1,992,813 $980,330 $751,564 $752,693 §760,400  $1,603698  $4,104888  $7155518  $9,015541  §9,266,23¢ 36,570,943  $47,043,289
9
10 FIRM COMMERCIAL (Rate G-1
11 FIRMBILLS 52.50 17,568 17,819 17,344 17,024 17,148 16,872 16,778 17,200 17,535 17,874 17,880 17,938 208,591
12 Sales: 1-300 1.8250 386,389 225,116 166,629 134,404 133,874 135,673 159,657 410,419 591,521 687,483 743,241 559,898 4,334,305
13 Sales: 30115000 1.1850 37,898 31,059 10,686 23,928 25,621 22,661 59,029 7,867 60,743 117,608 90,338 63,709 551,149
14 Sales: Over 15000 0.9000 0 0 0 0 0 0 0 0 0 0 0 0 0
15 CLASS TOTAL (Mcfimonth) 424,287 256,176 177,315 158,332 159,495 158,334 218,687 418,286 652,264 805,092 833,579 623,608 4,885,453
16 Gas Charge per Mef $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 $4.70 $4.70 $4.62 $4.62
17 Gas Costs $1,972,642  $1,248,789 $864,364 $771,828 §774,345 $768,708  $1,061,720  $1,965226  §3064,522  $3,782551 83854120  $2,883299  $23012115
18
19 FIRMINDUSTRIAL {Rate G-1)
20 FIRMBILLS $52.50 195 212 205 183 208 193 189 204 196 222 210 212 2,429
21 Sales: 1-300 1.8250 20,329 14,723 10,418 7,904 9,635 9,831 8,995 15,108 34,045 43,047 36,370 31,835 242,140
22 Sales: 301-15000 1.1850 21,636 20,400 17,609 14,576 14,025 15,310 19,486 16,219 36,872 71,576 41,697 37,476 325,880
23 Sales: Over 15000 0.9000 0 0 0 0 0 0 0 0 0 0 0 0 0
24 CLASS TOTAL (Mcfimonth) 41,865 35,123 28,027 22,480 23,559 25,141 28,480 30,327 70,817 114,623 78,067 69,312 568,020
25 Gas Charge per Mef $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 $4.70 3470 $4.70 $4.62 $4.62
26 Gas Costs $195,106 $171,215 $136,625 $109,583 $114,380 $122,057 $138,271 $142,483 $333,187 $638,533 $360,949 $320,468 $2,682,859
27
28  FIRM PUBLIC AUTHORITY (Rate G-1)
29 FIRMBILLS $52.50 1,508 1,576 1,536 1,520 1,593 1,524 1,564 1,556 1,551 1,852 1,546 1,566 18,583
30 Sales: 1-300 1.8250 69,347 43,888 26,023 24,649 25476 23,786 36,752 76,400 111,646 127,758 142,235 107,984 815,843
31 Sales: 301-15000 1.1850 12,642 3,101 3,772 1,416 1,736 2,568 4,348 8,798 23,384 37,901 28,802 18,795 147,284
32 Sales: Over 15000 0.8000 0 0 0 0 0 0 0 0 0 0 0 0 0
33  CLASS TOTAL (Mcfmonth} 81,989 46,989 29,795 25,965 27,212 26,354 41,100 85,198 135,030 165,659 171,037 126,779 963,107
34 Gas Charge per Mcf $4.65 $4.87 $4.87 $4.87 $4.85 $4.85 $4.85 34.70 $4.70 $4.70 $4.62 §4.62
35 GasCosts $381,194 $229,060 $146,242 $126,572 $132,111 $127,047 $199,541 $400,285 $634,411 $778,312 $790,803 $586,171 $4,531,650
36
37 INTERRUPTIBLE COMMERCIAL (G-2)
38 INTBILLS 400.00 3 4 3 2 2 2 2 3 3 3 3 3 32
39 Sales: 1-15000 1.0450 1,435 704 15 16 59 56 51 502 1,612 2477 1,947 1,506 10,380
40 Sales: Over 15000 0.7640 0 0 0 0 0 0 o 0 o 0 0 0 1
41 CLASS TOTAL (Mcfimonth) 1,435 704 15 16 59 56 51 502 1612 2477 1,947 1,508 10,381
42 (as Charge per Mef $3.37 $3.59 $3.59 $3.59 $3.57 $3.57 $3.57 $3.42 $342 $3.42 $3.34 $3.34
43 Gas Costs $4,832 $2,529 $52 $57 $211 $202 $182 $1.717 $5,509 $8,466 86,510 $5,035 $35,300
4 .
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ATMOS ENERGY CORPORATION - KENTUCKY

BiLL FREQUENCY WITH KNOWN & MEASURABLE ADJUSTMENTS
TEST YEAR ENDING MAR, 312019

EXHIBIT MAM-7

PROPOSED RATES
Line Total
No.  Class of Customers Rate Apr-18 May-18 Jun-18 Jul-18 Aug-18 Sep-18 Oct-18 Nov-18 Dec-18 Jan-19 Feb-19 Mar-19 Billing Units
(a) {b) ) d) e} {n (@ {n} { 0] {k) U (m)
45 INTERRUPTIBLE INDUSTRIAL (G-2
46 INTBILLS 400,00 8 10 9 9 8 8 7 8 8 9 16 10 110
47 Sales: 1-15000 1.0450 17,346 24,178 16,531 41,347 27,820 28,622 14,615 26,033 40,531 50,631 35,051 24,184 346,791
48 Sales: Over 15000 0.7640 0 0 0 7,742 0 4,795 0 0 12,687 13,578 9,681 9,377 57,861
49 CLASS TOTAL (Mcffmonth) 17,346 24,178 16,531 49,089 27,820 33417 14,615 26,033 53,218 64,109 44,732 33,581 404,652
50  Gas Charge per Mof $3.37 $3.59 $3.59 $3.59 $3.57 $3.57 $3.57 §342 $3.42 $3.42 $3.34 $3.34
51 Gas Costs $58,413 $86,870 $59,396 $176,375 $99,407 $119,406 $52,224 $88,986 $181,911 $219,138 $148,564 $112,213 $1,403,903
52
53 TRANSPORTATION (T-4
54  TRANSPORTATION BILLS 400.00 125 125 126 124 124 124 124 125 125 125 126 125 1,496
55  Trans Admin Fee 6,150 6,150 6,150 6,100 6,100 6,100 6,100 6,150 6,150 6,150 6,150 6,150 $73,600
56 EFMFee 6,500 6,500 6,450 6,325 6,350 6,350 6,400 6,475 6,475 6,475 6,475 6,500 $77,275
57  Parking Fee 88 175 100 53 155 121 68 74 801 203 337 356 $2,532
58  Firm Transport: 1-300 1.8250 36,160 35,373 34,587 34,058 34,020 34,597 35,639 36,965 37,500 37,314 37,440 37,200 430,853
59 Firm Transport 301-15000 1.1850 409,697 411,968 388,783 355,836 384,302 391,368 425,416 489,287 582,420 583,061 498,167 519,504 5,440,708
80  Firm Transport: Over 1500 0.8000 70,793 79,064 91,646 57,209 80,380 70,462 69,753 94,195 144,848 142,733 114,808 140,167 1,166,043
61 CLASS TOTAL (Mcfimonth) 516,649 526,385 515,021 447,104 498,701 496,428 530,814 520,447 764,768 764,008 650,416 696,851 7,027,602
62
63 ECONOMIC DEV RIDER (EDR!
64  Firm Transport: 1-300 1.1505 0 0 0 0 0 0 0 0 0 0 0 0 0
65  Firm Transport: 301-15000 0.7126 0 0 0 0 0 0 0 0 0 0 0 0 0
66  Firm Transport: Over 15000 0.5550 17,435 19,507 19,934 10,434 16,623 15,048 15,000 16,271 14,213 25,203 18,199 24,758 212,615
67 CLASS TOTAL (Mcfimonth} 17,435 19,507 19,934 10434 16,623 15,048 15,000 16,271 14,213 25,203 18,199 24,758 212615
68
69 TRANSPORTATION (T-3
70 TRANSPORTATION BILLS 400.00 71 I 7 7 7 71 71 71 71 71 7 71 852
71 Trans Admin Fee 3,550 3,550 3,560 3,850 3,550 3,550 3,550 3,550 3,550 3,550 3,580 3,550 $42.800
72 EFMFee 3725 3,725 3725 3675 3675 3,675 3,700 3,700 3,700 3,700 3,725 3,728 $44.450
73 Parking Fes 344 381 382 138 263 348 306 446 410 233 234 287 $3773
74 Interrupt Transport: 1-15000 1.0450 442,263 455,145 420,178 381,934 409,164 427,012 445,673 475,364 500,663 495,071 453,481 483,454 5,380,404
75 Interrupt Transport: Over 15000 0.7640 224,860 231,862 227,598 184,238 213,257 206,757 248,823 254,791 274,088 301,139 242,440 279,340 2,889,295
76 CLASS TOTAL {Mcfimonth) 667,123 687,007 647,776 566,172 622,421 633,769 694,597 730,155 774,752 796,210 695,921 762,794 8,278,693
77
78  SPECIAL CONTRACTS
79 TRANSPORTATION BILLS 375.00 14 14 14 14 14 14 4 14 14 14 14 14 167
80 Trans Admin Fee 650 650 650 650 650 650 850 650 650 650 650 850 $7,800
81 EFMFee 775 775 775 650 850 650 650 800 800 800 775 775 $8,875
82 Parking Fee 8,223 4727 4,258 2,029 2,635 2,262 4,089 4,624 16,795 6,226 8,312 7,403 $69,484
83  Transported Volumes Various 1,065,088 1,072,108 879,128 1,136,013 1,116,463 1,115,726 1,185,805 1,201,011 1,343,897 1,361,393 1,137,558 1,208,822 13,823,013
84  Charges for Transport Volumes 169,796 169,087 138,261 174,707 171,617 174,865 187,188 185,685 207,677 209,035 173,785 183,723 $2,125,425
85 CLASS TOTAL (Mctmonth) 1,065,088 1,072,108 879,128 1,136,013 1,116,463 1,115,726 1,185,805 1,201,011 1,343,897 1,361,393 1,137,558 1,208,822 13,823,013
86
87 OTHER REVENUE
88  Service Charges $49,919 $53,628 §$55,397 $45,327 $57,173 $55,395 $88,176 $126,545 $87,101 $58,133 $54,439 $74,821 $806,064
89 Late Payment Fees $160,780 $115,522 $79,617 $61,538 $57,014 $57,326 $57,379 $73,442 $119,357 $172,971 $205,389 $208,162 $1,368,496
90
91 TOTAL GROSS PROFIT $8,568,726  $7,386,859  §6,634885  $6317.331 96446979  $6400714  §$6958124  $8683855 $10,753,282 §$11,910,664 $11,875933 $10497,827 $102,436,180
92  Gas Costs $6,700,953  $3731,375  $2,186010  $1,935980  $1,873,148  $1,898722  $3055635  $6,703385 §$11,375060 $14,342,542 $14428,181 $10478,128  §78,700,117
93 TOTAL REVENUE $15269,679 $11,118234  $8820895  $8,253,311  §8320,127  $8,299436 $10,014759 §15,387,240 $22,128342 826,253,206 $26,304,114 §20,975955 $181,145,.297
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BEFORE THE PUBLIC SERVICE COMMISSION

COMMONWEALTH OF KENTUCKY

APPLICATION OF ATMOS ENERGY )
)

CORPORATION FOR AN ADJUSTMENT ) Case No. 2017-00349
‘ )
)

OF RATES AND TARIFF MODIFICATIONS

DIRECT TESTIMONY OF GREGORY K. WALLER

I. INTRODUCTION

Q. PLEASE STATE YOUR NAME, JOB TITLE AND BUSINESS ADDRESS.

A. My name is Gregory K. Waller. T am Manager, Rates and Regulatory Affairs with
Atmos Energy Corporation (“Atmos Energy” or “Company”). My business address
is 5420 LBJ Freeway, Ste. 1600, Dallas, Texas 75240.

Q. WHAT IS YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL
EXPERIENCE?

A. I received a Bachelor of Arts degree in economics from Dartmouth College in 1994
and an MBA degree from the University of Texas in 2000. I worked as a
management consultant from 1994 to 2003 at Harbor Research in Boston, MA (1994-
1996) and Towers Perrin in Dallas, TX (1997-2003). I joined Atmos Energy in 2003
in the Planning and Budgeting Department in Dallas. In November of 2005 I became
Vice President of Finance for the Kentucky/Mid-States Division, which includes the
Company’s regulated Kentucky operations. [ assumed my current role in Dallas, TX
in July 2012. v

Q. HAVE YOU TESTIFIED BEFORE THIS OR ANY OTHER REGULATORY
COMMISSION?

A. Yes. I testified before this Commission in 2014 in Case No. 2013-00148. 1 have also

testified before the Tennessee Public Utility Commission in 2006 and 2016 and the
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Georgia Public Service Commission in 2008, 2009 and 201 1. I also submitted direct

testimony in the Company’s rate proceedings in Kentucky (2006, 2009, 2013 and

2015), Tennessee (2007, 2008, 2012, 2014, 2016 and 2017), and Virginia (2008,

2009, 2014 and 2016).

Q. WHAT IS THE SCOPE OF YOUR TESTIMONY IN THIS PROCEEDING?

A. I am responsible for the details and advocacy regarding the Company’s proposed
Annual Review Mechanism (“ARM”) as well as supporting the calculation of the
Company’s revenue deficiency, rate base and operating expenses in this rate
proceeding. In that regard I am sponsoring the following Filing Requirements (FR):
FR 16(6)(a) Forecasted financial data presented as pro forma adjustments

to the base period;

FR 16(6)(b) Forecasted adjustments limited to twelve (12) months
immediately following the suspension period,;

FR 16(6)(c) Capitalization and net investment rate base;

FR 16(6)() Reconciliation of the rate base and capitalization;

FR 16(7)(b) The utility’s most recent capital construction budget
containing at a minimum a three (3) year forecast of
construction expenditures;

FR 16(7)(c) Description of all factors used in preparation of the forecast
test period ~ income statement, operation and maintenance
expenses, employee and labor expenses, capital construction
budget;

FR 16(7)(d) Annual and monthly budget for the 12 month period
preceding filing date, the base period and the forecast period;

FR 16(7)(H) Detailed information for each major construction project
constituting more than five percent (5%) of the annual
construction budget within the three (3) year forecast;

Direct Testimony of Gregory K. Waller _ Page 2
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FR 16(7)(g)

FR 16(7)(h)

FR 16(7)()
FR 16(7)(n)

FR 16(7)(0)

FR 16(7)(t)

FR 16(8)(a)

FR 16(8)(b)

FR 16(8)(c)

FR 16(8)(d)

Detailed information for the aggregate of construction
projects constituting less than five percent (5%) of the annual
construction budget within the three (3) year forecast;

(1) Operating Income Statement; (2) Balance Sheet; (3)
Statement of Cash Flows; (4) Revenue Requirements; (9)
Employee Level; (10) Labor cost changes; and (12) Rate
Base;

Most Recent FERC or FCC Audit Reports;

Latest 12 months of the monthly managerial reports providing
financial results of operations in comparison to forecast;
Complete monthly budget variance reports, with narrative
explanations, for the twelve (12) months immediately prior to
the Base period, each month of the base period, and any
subsequent months, as they become available;

List all commercial or in-house computer software, programs,
and models used to develop schedules and work papers
associated with this application;

A jurisdictional financial summary for both the base period
and the forecasted period that details how the utility derived
the amount of the requested revenue increase;

A jurisdictional rate base summary for both the base period
and the forecasted period with supporting schedules, which
include detailed analyses of each component of the rate base;
Jurisdictional operating income summary for both base and
forecasted periods with supporting schedules which provide
breakdowns by major account group and individual account;

Summary of jurisdictional adjustments to operating income;
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Kentucky / Waller

|
i
i
i
:




A= - e R S

[ T N T N T N N N L L L N T e T e O GO Gy SUUU Uy
e = R R Y L o e o B o < B N =, T 7, T - S e~

FR 16(8)(¢) Turisdictional federal and state income tax summaries;
FR 16(8)(f) Summary schedules for the base and forecast periods of

various expenses;

FR 16(8)(g) Analysis of payroll costs;
FR 16(8)(h) Computation of gross revenue conversion factor;
FR 16(8)(1) Comparative income statements, revenue and sales statistics,

base period, forecast period and two (2) years beyond;
FR 16 (8)(k) Comparative financial data.
WHAT ARE THE BASE PERIOD AND TEST PERIOD FOR THIS CASE?
The base period is January 1, 2017 through December 31, 2017 (“Base Period™) and
the forecasted test period is April I, 2018 through March 31, 2019 (“Test Period”)
ARE YOU SPONSORING ANY EXHIBITS IN CONNECTION WITH YOUR
TESTIMONY?
Yes, [ am sponsoring Exhibits GKW-1, GKW-2, and GKW-3, all of which are
attached to my testimony. Exhibit GKW-1 provides the composite factors used to
allocate common costs for the purpose of the Test Period in this rate proceeding.
Exhibit GKW-2 is a Base Period to Test Period O&M comparison by cost element.
GKW-3 contains the details of the Company’s proposed ARM.
DO YOU ADOPT THESE FILING REQUIREMENTS AND EXHIBITS, AND
THEIR ASSOCIATED SCHEDULES, AND MAKE THEM PART OF YOUR
TESTIMONY?
Yes.
WHAT IS THE SOURCE OF THE DATA USED TO COMPLETE THE
FILING REQUIREMENTS THAT YOU ARE SPONSORING?
The source of the data includes the accounting books and records of the Company
which are being sponsored by Company witness Ms. Laura Gillham along with

information provided by the following witnesses to this proceeding: Mr. Mark Martin
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(revenues, gas cost and margin forecast; sales statistics); Mr. Joe Christian (capital
structure and cost of debt); and Dr. James Vander Weide (rate of return on equity).

The detail concerning how this information was derived is found in the
testimony of these witnesses. The data and information provided by these witnesses
is the best available information and was developed consistent with sound
ratemaking practices. Further, the methods that T used to determine the Company’s
revenue requirement in this docket are consistent with the Company’s approach in
prior cases before this Commission while recognizing the Commission’s findings in
the Final Order of Case No. 2013-00148 on the topics of O&M inflation, incentive
compensation and capital structure.

II. PROPOSED ANNUAL REVIEW MECHANISM

PLEASE EXPLAIN THE OBJECTIVE OF THE COMPANY’S PROPOSED
ANNUAL REVIEW MECHANISM.

The proposed ARM is designed to create a more efficient and lower cost process to
review rates on an annual basis so that the rates paid by the customers more
accurately reflect current costs.

The Company is proposing the ARM to address the interests of our
customers, interveners, and the Commission with a more efficient and cost effective
process while at the same time better aligning the Company’s costs and revenues.
Specifically, the ARM would provide assurance to customers and the Company that
the rates in place are appropriate and reflective of current cost of service. The ARM
accomplishes this through annual, consistent and financially transparent rate reviews
that ensure the Company earns no more than its authorized return while reducing the
time and cost required in traditional ratemaking. This mechanism would replace the
current process by which the Company files annual PRP filings in addition to

periodic comprehensive rate cases. The ARM would provide an annual

Direct Testimony of Gregory K. Waller Page 5

Kentucky / Waller




EE R L

e N Sy W

10
1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

comprehensive review of the Company’s overall financial performance instead of
focusing on the limited issues relating to plant investments that the PRP entails.
WHY DOES THE COMPANY BELIEVE AN ARM IS NECESSARY?

The current ratemaking process depends on the Company filing a comprehensive rate
case when it determines it is not earning enough to cover its cost of service. The
process does not match rates with current costs unless the utility files annual rate
cases. The Company’s experience in Kentucky since 2009 shows that the traditional
rate case process can take seven months or more and cost several hundred thousand
dollars; and even then does not accurately keep rates in line with current cost
decreases or increases. The ARM creates a regular, streamlined, lower cost and more
rational process that occurs on an annual schedule and adjusts the rates, up or down,
to reflect current operations.

The Company believes that the ARM would provide benefits to customers by
avoiding the costly and resource-intensive process to review adjustments through the
traditional rate case process. The ARM would replace that process with a
straightforward and financially transparent process that would ensure that the
customer pays only the appropriate rate. The process would eliminate concerns
regarding: (1) whether the Company’s earnings are too high; and (2) that the
traditional rate making process is too expensive and time consuming.

WHY DOES THE COMPANY BELIEVE THE ARM IS NECESSARY GIVEN
THE FACT THAT IT ALREADY HAS AN APPROVED ANNUAL PRP?

While the PRP has significantly streamlined recovery of the Company’s investments
in certain system integrity and safety related categories, it does not cover a
significant portion of the Company’s investment. In fact, since the first full year of
the PRP, the mechanism has only encompassed approximately half of the direct

investments made by the Company as shown here:
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§ weillions PRP Now PRP Totad Direct  PRP as % of

Fiscal Yeawr  havestment  Jovestmest  Fuvestment Total
2012 3173 05 $378 16%
2013 172 183 355 48%
2014 ] 266 493 46%
2015 369 18.6 555 67%
2016 300 342 642 47%
2007 0z 132 4 5%
2018 449 2.1 710 8%
Toliat $200.2 $183.5 $392.7 5395

Furthermore, the PRP does not cover any of the investments made in assets that are
shared by other jurisdictions and allocable to Kentucky.

WHAT OTHER CATEGORIES OF COST OF SERVICE DOES THE PRP
FAIL TO ADDRESS?

The PRP captures only return on and return of (depreciation expense) eligible
investment plus an allowance for increased income taxes, ad valorem taxes and a
minor adjustment for O&M savings. It does not adjust for changes in revenues (due
to growth and declining usage), O&M, most taxes other than income taxes and
changes in capital structure or cost of debt. Adjusting rates annually to reflect
changes in all cost of service components would ensure that customers’ rates best
reflect the underlying actual costs incurred by the Company in delivering safe and
reliable natural gas service.

PLEASE DESCRIBE THE FILING PROCESS FOR THE PROPOSED ARM
MECHANISM.

The Company’s ARM proposal is fully described and documented in Exhibit GKW-3
attached to my testimony. No later than December | of each year, the Company
would file financial schedules, as more specifically identified in the proposed tariff
and Exhibit GKW-3, that are consistent with the revenue requirement model the
Company has used to calculate its revenue requirement in Kentucky dating back to at
least 2009. The method of calculating each component of cost of service is discussed

in Exhibit GKW-3. The methodologies detailed in the exhibit are consistent with the
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Company’s filing practices both in its 2015 case as well as the instant petition.
While the Company has a long history of reaching settlement with intervening parties
in its Kentucky cases both before and since 2013, the 2013 case was unique in that it
went to hearing thereby allowing the Commission to clarify and/or reiterate its
position on the calculation of certain cost of service items that were previously
subject to settlement. As discussed in my testimony in the 2015 case, the Company
incorporated the Commission’s positions regarding methodologies clarified in 2013
in its 2015 case and has done the same in this case. Those same calculation
methodologies approved by the Commission are reflected in the Company’s ARM
proposal throughout Exhibit GKW-3.

WOULD TESTIMONY AND ALL FILING REQUIREMENTS (“FRs”) BE
REQUIRED OF THE COMPANY IN ITS ANNUAL FILING?

The Company does not propose to submit testimony but would be agreeable to doing
so should the Commission or Attorney General’s office find it useful. In my
experience, testimony accompanying each ARM filing is unnecessary when the
schedules and supporting documents of an ARM are well-defined and filed
consistently each year. The ARM, as proposed, has provisions in place for handling
necessary changes and disputes without lengthy testimony and the attestation
proposed to be filed annually certifies that the schedules and support filed are in
compliance with the provisions of the ARM tariff and that the information is true and
correct. The Company currently files annual rate mechanisms without accompanying
testimony in Mississippi, Louisiana and Texas. The Company’s Tennessee ARM was
originally proposed without testimony accompanying each filing. The Tennessee
Public Utility Commission, however, later found that limited testimony would be
useful for its analysis and the Company has complied in each filing since. The
Company proposes to file only the FRs that are directly related to and necessary for

calculating cost of service and for notifying customers as it does in Tennessee. As
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with testimony, however, if the Commission or Office of Attorney General specifies
that additional FRs would be helpful or necessary for their analysis, the Company
will include them in its filing package.

HAS THE COMPANY PREPARED PROPOSED TARIFF SHEETS FOR THE
ARM?

Yes. The mechanism is described on the proposed ARM tariff sheets in FR
16(1)(b)(3) and 16(1)(b)(4) consistent with the methodologies detailed in Exhibit
GKW-3.

WHAT ARE THE SAFEGUARDS THAT PREVENT THE ARM FROM
RESULTING IN A HIGHER THAN APPROPRIATE RETURN FOR THE
COMPANY?

First, the ARM is fully transparent. It would provide for discovery, review and
investigation by the Commission and Office of Attorney General. Nothing in the
ARM attempts to lessen the authority of regulators and intervening parties in that
regard. Secondly, and perhaps most important, the Annual Reconciliation filing, as
described in Exhibit GKW-3, reconciles each forward looking test year to actual
results and adjusts rates to ensure that the Company only earns its authorized rate of
return.

DOES THE ARM PROVIDE THE COMPANY WITH A GUARANTEED
RATE OF RETURN?

No, it does not. The practical reality is that the Commission ultimately determines
the rates that the Company is authorized to charge. In any rate proceeding, whether
through a traditional rate case or annual mechanism such as an ARM, it is the
responsibility of the Commission to establish rates and a level of return that only
affords the Company the opportunity to earn a reasonable return on its invested
capital. The Company’s earnings opportunity, however, hinges on the determination

of the type and amount of operating expenses that should be recovered by a public
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utility to generate a fair return and the proper valuation of the rate base or the value
of the property entitled to a return.
WHAT ARE THE BENEFITS OF THE PROPOSED ARM MECHANISM TO
CUSTOMERS, THE COMMISSION, INTERVENERS AND THE COMPANY?
As I mentioned above, evaluation procedures are proposed to provide for a full
review by the Commission and interveners just as they can do in a traditional rate
case. The proposed ARM does, however, seek to lessen the burden on the
Commission, Commission staff and interveners by streamlining the traditional rate-
making process. By first establishing specific calculation methodologies and then
filing only the information necessary to properly calculate the Company’s cost of
service, the ARM ensures that time is not spent reviewing and investigating
unneeded information or re-litigating matters that have been addressed by the
Commission in prior proceedings. Secondly, filing the information in a consistent
manner in accordance with an established schedule allows the Commission and
interveners to better plan how to utilize their resources and anticipate workloads,
without the necessity of establishing a procedural schedule and filing direct and
rebuttal testimony as would be required with a traditional rate case. In my
experience operating under annual mechanisms similar to the one proposed in this
case, the entire process improves and becomes more efficient with each subsequent
filing. The uniformity and consistency of the filings ensures that the Company gets
consistently better at preparing the filings and regulators get consistently better at
analyzing and reviewing them. This has been true in Tennessee, where we have had
the ARM in place for two years, as well as Louisiana and Mississippi where the
mechanisms have been in place for well over two decades.

Customers will benefit, as stated previously, by the additional assurance that
both the Company’s earnings and the rates they pay are reasonable and appropriate.

Secondly, the mechanism should largely eliminate the need for traditional rate cases
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and the expenses that accompany them!. The ongoing reasonable and necessary
costs of a rate proceeding are borne by our customers, and we believe the ARM will
provide an opportunity to maintain low costs and efficient service for the benefit of
our customers,

The Company wishes to retain its position as a low-cost, efficient natural gas
service provider and, simultaneously, the opportunity to earn a reasonable return for
its shareholders. I believe this mechanism will instill greater confidence that the
Company’s earnings are reasonable, provide for timely return on capital investments,
and reduce the costs associated with rate cases for all parties. The Company seeks to
provide the best combination of price, safety, service, and value to the customer and
believe the ARM strengthens our position to meet these goals.

IS THE COMPANY WILLING TO CONSIDER CHANGES TO THE ARM AS
PROPOSED?

Yes. Should the Commission agree in principle with the Company’s ARM proposal
but wish to change specific components of it, such as filing requirements, base and
test year timing, or annual filing dates, the Company is willing to work with all
parties and the Commission toward a mutually agreeable mechanism.

III. REVENUE DEFICIENCY

WHAT IS THE AMOUNT OF ATMOS ENERGY’S REVENUE
DEFICIENCY?

The amount of revenue deficiency Atmos Energy seeks to recover in its proposed
rates is $10,416,375 as shown on line 8 of Schedule A. This deficiency is based on
the forecasted Test Period twelve months ended March 31,2019, an average rate base

of $430,095,330 and a required rate of return on rate base of 7.73%.

1 To be clear, however, nothing in the ARM proposal lessens the Commission’s or any parties’ authority to
initiate a petition for a general rate case should they believe one is merited to, for example, re-evaluate
authorized ROE or re-evaluate the merits of the ARM itself,

Direct Testimony of Gregory K. Waller Page 11
Kentucky / Waller



e I = A

10
1
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

WHAT IS THE SOURCE OF FORECASTED TEST PERIOD ADJUSTED
OPERATING INCOME OF $26,926,486 SHOWN ON SCHEDULE A, LINE 2?
The forecasted Test Period adjusted operating income is determined in Schedule C
using inputs discussed in my testimony and the testimony of Company witness Mark
Martin.,

IV. RATE BASE
HOW DID YOU DETERMINE THE LEVEL OF RATE BASE FOR THE
TEST PERIOD?
The Test Period rate base of $430,095,330 is summarized in Schedule B~1, and
detailed in Schedules B-2 through B-6. Each component of the Test Period rate base
is a thirteen month average forecasted amount, unless noted otherwise. The
components of rate base are: net plant in service, construction work in progress, cash
working capital, regulatory assets and an allowance for other working capital items
consisting of materials and supplies, gas stored underground, and prepayments, less
customer advances for construction and deferred income taxes.
HOW WAS THE TEST PERIOD GROSS PLANT IN SERVICE PROJECTED?
I began with actual per books gross plant as of June 30, 2017 including allocations of
shared plant as discussed by Ms. Gillham in her testimony. [ used the capital
spending projection for July - September 2017 and the recently approved fiscal year
2018 budget for the months in fiscal year 2018 (October 2017 through September
2018). For the months of October 2018 - March 2019, I added plant additions in
monthly amounts twelve percent greater than the previous year’s budget for
Kentucky direct investment, and in monthly amounts equal to the previous year’s
budget for Shared Services and Division office investment. The increase in direct
investment reflects expected growth in investment needs consistent with the
Company’s five-year plan. Projected plant retirements were based on the level of

retirements recorded in the six months of actuals included in the Base Period
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(January 2017 through June 2017). Routine retirements in each forecasted month
were projected to continue at the same level in the same month in future years.
WHAT IS THE FORECASTED TEST PERIOD CAPITAL PROJECTION?
The forecasted Test Period capital investment projection is $63.15 million which is
comprised of three components - the direct capital spending for Kentucky for the
forecasted test period, the amount allocated to Kentucky resulting from capital
spending by the Kentucky/Mid-States Division’s general office and the amount
allocated to Kentucky resulting from capital spending by the SSU during the
forecasted test period.

WHAT KEY PRIORITIES ARE ADDRESSED THROUGH THE KENTUCKY
DIRECT CAPITAL BUDGET?

Investments that focus on customer safety and system reliability are our highest
priorities for capital budgeting. The next priority is public improvements and state
and local public works projects such as highway relocations. The next priority is
customer growth. Atmos Energy continues to build good working relationships with
developers, economic development boards, and growing communities to meet the
needs of the customer and to accommodate customer growth on its system. Next in
order of priority, a modern fleet of vehicles and equipment (backhoes, safety
equipment, ditchers, first responder equipment, air compressors, welding machines,
etc.) allows us to maintain our system and continue to provide a reliable and efficient
level of service to our customers. To enhance the level of customer service provided
in the field, we also continue to make investments in new technology. Technology is
a strategic investment that will enable us to continue improving our business
processes, hold down operating costs, and meet the changing expectations of our

customers.
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HOW WAS KENTUCKY’S DIRECT CAPITAL BUDGET FOR THE
FORECAST PERIOD DEVELOPED?

I relied upon the detailed FY2018 capital budget as a baseline for projecting FY2018
through FY2019 capital expenditures for purposes of the forecasted Test Period in
this application. For July - September 2017 I relied upon the FY2017 capital
projections. [ describe the Company’s budgeting process as well as the process for
developing a forecasted Test Period O&M budget in detail later in my testimony.
WHAT IS KENTUCKY’S FY2018 DIRECT CAPITAL BUDGET?

The FY2018 direct capital budget for Kentucky is $77.02 million.

HOW DID YOU ADJUST KENTUCKY’S FY2018 CAPITAL BUDGET IN -
ORDER TO PREPARE THE FORECASTED TEST PERIOD CAPITAL
BUDGET?

For the months of the forecasted Test Period that extend beyond the Company’s
FY2018 budget, I added twelve percent to the corresponding FY2018 monthly
capital budget. The increase in direct investment reflects expected growth in capital
needs and is consistent with the Company’s five-year plan for direct investment in
Kentucky.

IS THE PIPE REPLACEMENT PROGRAM (“PRP”) ESTABLISHED IN
DOCKET NO. 2009-00354 COMPLETE?

No, it is not complete.

PLEASE DESCRIBE THE RESULTS OF THE PRP SINCE ITS
IMPLEMENTATION.

Since beginning the PRP in mid-2011, Atmos Energy has completed replacement of
approximately 184 miles of mains and services. These replacements target aging
infrastructure and enhance the safety and reliability of gas supply for the
communities Atmos Energy services. The meter sets have been replaced with new

meters or regulators and relocated to accessible location for meter reading or
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emergency response. The new service lines have been installed with excess-flow
devices which add an enhanced level of safety for our customers. In several
instances, entire low pressure systems have been eliminated which improves service
reliability. Atmos Energy has invested in new technology that allows detailed
mapping of these replacement projects showing service detail and ensuring
locatability using wireless marking devices. Atmos Energy has completed
infrastructure replacement in many of our service territories including: Bowling
Green, Russellville, Horse Cave, Cave City, Glasgow, Mayfield, Munfordville,
Hopkinsville, Owensboro, Paducah, Marion, Madisonville, Princeton,
Campbellsville, Sebree, Dawson Springs, Crofton, Shelbyville, Harrodsburg and
Lancaster. Our local operations have coordinated much of this work with our
community beautification/enhancement programs to eliminate need for future
maintenance. With a strong commitment to safety these construction activities have
been incident free and with minimal disruption to the communities Atmos Energy
setvices.

IS THE PRP INCLUDED IN THE FY2018 KENTUCKY DIRECT CAPITAL
BUDGET?

Yes.

DID YOU INCLUDE CUMULATIVE PRP INVESTMENT IN THE TEST
YEAR RATE BASE AND REVENUE REQUIREMENT?

Yes, as required by the PRP tariff, the impact of the Company’s PRP investment is
included throughout the filing and reflected in the total revenue requirement of

$181,145,651 proposed by the Company.
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HOWDO YOU PROPOSE TO HANDLE THE AUGUST 2017 AND 2018 PRP
FILINGS TO AVOID OVER-RECOVERY OF FISCALYEAR 2018 AND 2019
PRP INVESTMENT?

The Company’s annual August PRP filing normally includes PRP investment that is
forecasted to be spent between October 1 and September 30 following the August
filing. The forecasted Test Period rate base in this case includes actual and
forecasted PRP investment that the Company will make through September 30, 2018.
The amount of PRP investment forecasted to be spent from October 1, 2017 to
September 30, 2018 is $44.9 million, which is built into the rate base and revenue
requirement of this proceeding. This is the same $44.9 million of investment
forecasted in Case No. 2017-00308. The PRP surcharge rates that result from that
case will be set to zero once the rate schedule that results from this proceeding
becomes effective. Because the rates resulting from this proceeding are based upon
the Company’s cumulative cost of service, including the $44.9 million of forecasted
PRP investment from October 1, 2017 - September 30, 2018, the Company ensures
that it earns a return on that $44.9 million of PRP investment once and only once.
Furthermore, by only including PRP investment through September 30, 2018 (six
months short of the end of the test period in this proceeding) the Company can make
its August 2018 PRP filing (which will include PRP investment forecasted for
October 1, 2018 to September 30, 2019) as scheduled and not disrupt the annual
timeline for PRP filings. o
HOW WOULD THE PRP FILING SCHEDULE BE AFFECTED SHOULD
THE COMMISSION APPROVE THE ARM AS PROPOSED?

Should the Commission approve the ARM with the filing dates as proposed (as
further discussed earlier in my testimony), the Company would forgo the August 1,
2018 PRP filing and incorporate that PRP investment into its first ARM filing on
December 1, 2018.
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HOW WAS THE KENTUCKY/MID-STATES GENERAL OFFICE CAPITAL
BUDGET DEVELOPED?

The capital budget for the Kentucky/Mid-States Division general office was
developed in conjunction with Kentucky’s capital budget as well as the capital
budgets for all other rate divisions within the Division as part of the Division’s total
capital budget. The Division general office budget for the forecasted Test Period is
$19,649, $9,874 of which is allocated to Kentucky for ratemaking purposes.
WHAT IS THE SHARED SERVICES FORECASTED TEST PERIOD
CAPITAL INVESTMENT PROJECTION FOR THIS PROCEEDING?

The Shared Service projection for the forecasted Test Period is $22.74 million, $1.23
million of which is allocated to Kentucky for ratemaking purposes.

HOW WAS THE TEST PERIOD ACCUMULATED DEPRECIATION
PROJECTED?

I began with actual per books accumulated depreciation as of June 2017 including
allocations as discussed by Ms. Gillham in her testimony. For the months of July
2017 through the end of the test year, I added projected depreciation expenses
(described later in my testimony) and deducted the same retirements that were
projected for gross plant.

HOW DID YOU DETERMINE THE AMOUNT OF TEST PERIOD
CONSTRUCTION WORK IN PROGRESS (“CWIP”) TO INCLUDE IN RATE
BASE?

1 began with actual per books CWIP as of June 2017 including allocations. 1reduced
that amount to exclude the allowance for funds used during construction on projects
on which it was recorded. I concluded that the June 2017 CWIP balances were
reasonable estimates of future CWIP balances through the forecasted Test Period. By
leaving the amount of CWIP level through the end of the test year I in effect assumed

that projected capital projects would be closed to gross plant at the same rate at
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which capital costs were incurred and booked to construction work in progress. My
methodology also ensures that the Company recovers these investments and
associated return once and only once as the amount of forecasted capital expenditures
will equal the amount of new gross plant additions by holding the level of CWIP
constant throughout the forecasted Test Period.

HOW DID YOU DETERMINE THE AMOUNT OF TEST PERIOD CASH
WORKING CAPITAL ALLOWANCE TO INCLUDE IN RATE BASE?
Relying on Commission precedent, [ used the 1/8th O&M method of calculating the
Company’s cash working capital allowance. The method recognizes that lead-lag
studies are burdensome and time consuming for the preparer as well as Commission
Staff and interveners tasked with reviewing and analyzing each study. Using a
reasonable estimate in place of the workload required to prepare and analyze a
comprehensive lead-lag study is prudent rate-making methodology. However, in
compliance with the Settlement Agreement, Stipulation, and Recommendation
Paragraph 6 (“SASR”) in Case No. 2015-00343 (Final Order issued on August 4,
2016), Atmos Energy agreed with the Attorney General's condition of filing a
lead/lag study in our next general rate case which is sponsored by Company witness
Mr. Joe Christian. The SASR also permits the Company to file an alternative
calculation methodology, which I have done consistent with Commission precedent.
HOW WAS THE TEST PERIOD AMOUNT OF MATERIAL AND SUPPLIES
DETERMINED?

I calculated the 13 month average amount of materials and supplies in the forecasted
Test Period using average actual balances recorded in the six months of actuals
included in the Base Period (January 2017 - June 2017). The Company does not
anticipate a significant change in the amount of materials and supplies in the test
year. The calculation method méintains the historic level of materials and supplies

while smoothing out any historic month to month fluctuations.
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HOW WAS THE AMOUNT OF GAS IN STORAGE DETERMINED?

The projected amount of gas in storage is discussed in Mr. Mark Martin’s testimony.
HOW WAS THE TEST PERIOD AMOUNT OF PREPAYMENTS
DETERMINED?

I calculated the 13 month average amount of prepayments in the forecasted Test
Period based using average actual balances recorded in the six months of actuals
included in the Base Period (January - June 2017). The Company has no expectation
that these amounts will change materially in the test year.

HOWDID YOU PROJECT THE AMOUNT OF TEST PERIOD CUSTOMER
ADVANCES FOR CONSTRUCTION?

I calculated the amount of customer advances in the forecasted Test Period based on
the average of actual amounts booked in the base period from January 2017 to June
2017. The Company does not anticipate a significant change in the amount of
customer advances in the test year. The calculation method maintains the historic
level of customer advances while smoothing out any historic month to month
fluctuations.

DID YOU PROPOSE ANY ADJUSTMENTS FOR ANY REGULATORY
ASSETS?

Yes. 1 included the 13 month average of the projected unamortized balance of one
proposed regulatory asset. [ am proposing a regulatory asset for the unamortized
balance of projected rate case expenses that the Company projects to incur in the
context of this proceeding. The Company projects rate case expenses totaling
$313,884 which is the same amount that the Company incurred in Case No. 2015-
00343 less the amount incurred for depreciation expertise in that case. I am
proposing a two year amortization of these costs. The amortization expense is
included in O&M and the details concerning the regulatory asset are documented on

Schedule F.6 in FR 16(8)(1).
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DOES THE COMPANY’S RATE FILING REFLECT A PROJECTION OF
ACCUMULATED DEFERRED INCOME TAX (“ADIT”)?

Yes. ADIT balances are projected in a manner consistent with the ADIT forecast
filed by the Company in Case No. 2015-00343.

WERE ANY ITEMS EXCLUDED FROM THE ADIT PROJECTION?

Yes. The projection excludes any estimated amount for over/under recovery of gas
cost in order to normalize the tax effect of over/under recovery of gas cost to zero. In
addition, the Base Period and Test Period forecast excludes the net operating loss
carry forward balance attributable to the Company’s unregulated business.

DID YOU PREPARE ARECONCILIATION OF TEST PERIOD RATE BASE
AND CAPITALIZATION?

Yes. To comply with section 16(6)(f) of 807 KAR 5:001, I prepared the
reconciliation in Schedule FR 16(6)(f). It shows the differences between the Test
Period average rate base and Test Period end capital that result from using 13-month
averages in rate base, certain balance sheet items not being included in rate base as
well as amounts included in rate base for particular categories that differ from the
amount included on the balance sheet.

V. O&M BUDGETING PROCESS

WHAT ARE THE OBJECTIVES OF THE COMPANY’S O&M BUDGETING
PROCESS?

The objectives of the Company’s O&M budgeting process are to: (1) formalize the
process of identifying the anticipated costs of operating and maintaining Atmos
Energy’s systems each year; (2) ensure that all policies and procedures associated
with the annual budgeting process are consistently adhered to by the functional
managers and officers; (3) assess the appropriateness of routine maintenance
requirements and non-capital expenditures proposed by the functional managers and

officers to ensure that the amounts are adequate to deliver safe, reliable and efficient

Direct Testimony of Gregory K. Waller Page 20

Kentucky / Waller




VS N

N 00 1 O i

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27

natural gas service to the Company’s customers; and (4) ensure that the O&M budget
properly reflects our strategic operational and financial plans. These objectives are
applicable to the Company as a whole as well as to its various division, state and
local level operations.

CAN YOU DESCRIBE THE COMPANY’S O&M BUDGETING PROCESS?
Yes. O&M costs are budgeted on a fiscal year basis, which begins on October 1 of
each year (consistent with the seasonal operations of our business) and runs through
September 30 of the following year. Preparation of opefating and construction
budgets for a fiscal year formally begins in late May of each year and culminates
with completion of final budgets in late August, just prior to the beginning of the
fiscal year. Budget preparation is based on meeting the four objectives described
above. Budgets are approved at multiple levels beginning with supervisors/managers
up through division leadership. Additional reviews are performed by corporate
executive operations management and their staff. High level reviews of the division
budgets are also performed by the Company’s senior executives who are presiding
members of the Company’s Management Committee. The Board of Directors must
review and approve the total Company budget before finalization and
implementation. This approval typically occurs in September of each year.
WHAT ROLE DOES THE O&M BUDGETING PROCESS PLAY IN THE
COMPANY’S FINANCIAL PLANNING?

Atmos Energy’s Planning and Budgeting Department is responsible for financial
planning at the enterprise level. That department receives direction from the Board
of Directors concerning forward-looking financial objectives for the Company.
Planning and Budgeting is responsible, with significant input and collaboration from
division leadership, for translating those enterprise targets into a financial plan for
each division and rate jurisdiction. It is the collaboration between Planning and

Budgeting and division leadership that ensures that all four of the objectives
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described above are met each year. Spending targets are established as a result of
this collaboration.

SO FAR YOU HAVE DESCRIBED THE O&M BUDGETING PROCESS.
CAN YOU EXPLAIN HOW THE BUDGET IS PREPARED WITHIN THE
PARAMETERS OF THIS PROCESS?

Yes. The O&M budget is prepared by type of cost element, such as labor, benefits,
transportation, rents, office supplies, etc. Within each cost element we budget
expenses at the sub-account level. The prior year’s actual costs, year-to-date actual
costs and budgeted costs for the remainder of the fiscal year are used as guidelines
for budgeting by functional managers and officers. The budgets are prepared using a
web-based software tool called Planlt. This tool allows cost center owners to enter
their budgets and for management to review budgets using a number of standard and
ad hoc reports.

ARE THESE BUDGETS PREPARED BY FERC ACCOUNT?

No. In our experience, FERC accounts do not provide a sufficient level of detail to
enable us to understand the costs within each account. For budgeting purposes (and
subsequent managing of expenses), we need more individualized expense types that
relate to the operation of each cost center. FERC accounts do not provide that level
of detail. However, we do identify our expenditures by FERC account as well as
expense type. This provides a timely analysis of the type of charges being expensed
by FERC account.

HOW DOES ATMOS ENERGY CONVERT ITS O&M BUDGET BY COST
ELEMENT INTO FERC ACCOUNTS?

To convert our budget and forecast to FERC accounts, prior year actual expenditures
are downloaded from the general ledger by FERC account and cost element. A
calculation is then made to determine within each cost element type the percentage of

spending attributable to each FERC account. Each percentage factor was then
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applied to the fiscal year 2018 budget and test period forecast by cost type to develop
a budget and Test Period forecast by FERC account.
V1. CONTROL AND MONITORING PROCESSES

DOES THE COMPANY EMPLOY ANY METHODOLOGY TO MONITOR
AND CONTROL O&M ACCORDING TO BUDGETED LEVELS?

Yes. Atmos Energy utilizes variance monitoring to ensure financial quality control of
O&M expenses by formalizing the analysis of variances by cost type and cost center.
On a quarterly basis, the Division presents actual to budget variances with
explanation to the Company’s Management Committee, SSU department heads,
select Board of Directors members and external auditors at a formal Quarterly
Performance Review. The goal is to keep all levels of management informed of our
O&M spending in comparison to budgeted amounts, in order to allow management
to react to unanticipated events on a timely basis.

ARE O&M VARIANCES EVALUATED MORE FREQUENTLY THAN ON A
QUARTERLY BASIS?

Yes. The Kentucky Mid-States Division Finance Department conducts a thorough
review of O&M actual to budget variances each month.

PLEASE DESCRIBE YOUR MONTHLY VARIANCE REVIEW PROCESS.

The process begins by examining, at the Division level, significant variances by cost
type (labor, benefits, materials, rents, etc.). Significant variances are researched until
an explanation is found. Reasonable explanations could include events that affected
the entire Division or a particular cost center or region. In some cases, clarifying
information is sought from cost center owners to explain unusual variances or
transactions. For some cost types, clarifying analysis is provided by SSU
departments. Iferrors are found, they are most often corrected in the current month’s
business. Occasionally, however, errors are discovered after the books are closed,

and, depending on materiality, they are corrected in the following month’s business.
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DOES ANYONE ELSE WITHIN THE DIVISION HAVE THE ABILITY TO
MONITOR OR REVIEW O&M VARIANCES?
In addition to the research conducted by the Division Finance Department, each cost
center owner has the ability to run variance reports throughout the monthly closing
process. Because cost center owners are held accountable for significant variances to
budget, they conduct their own research and often contact the Division Finance
Department when they find errors or have questions about the expenses that were
charged to their cost centers.
WHAT CONTROLS AND REPORTING ARE INVOLVED IN THE
MONTHLY CLOSE PROCESS REGARDING O&M VARIANCES?
Once the monthly books are closed, the SSU Financial Reporting department in
Dallas publishes (electronically) the monthly Atmos Energy Financial Package. This
package details the financial performance for Atmos Energy at the corporate and
division level. For each division, the report includes a comparative income
statement, operating statistics (volumes, total spending), and other financial details.
At the end of each quarter, narrative comments are provided by Division officers to
describe quarterly and YTD variances. Once complete, this Financial Package is
available to all Atmos Energy officers and Board members for review and is an
official Sarbanes-Oxley control document of the Company. On a quarterly basis,
once the package is complete, an online questionnaire generated by our Sarbanes-
Oxley Compliance Tool is completed certifying that the Division Finance
Department has conducted a thorough review of the Division’s financial performance
and the Financial Package and all matters addressed therein. The Company’s
external auditors look for this certification as evidence of Sarbanes-Oxley
compliance.

After meeting the Financial Package control requirement, the Division

Finance Department publishes (electronically) detailed O&M reports that include
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monthly and YTD variances for each cost center and these reports are then made
available to each cost center owner and their respective managers (managers,
Division Vice Presidents, and the Division President). This activity ensures that each
cost center owner receives the same information in the same format each month ina
timely fashion in order to make operational decisions and manage our operations
effectively and efficiently.

HAS THE O&M VARIANCE MONITORING AND CONTROL PROCESS
YOU HAVE DESCRIBED ENABLED KENTUCKY TO OPERATE
REASONABLY WITHIN ITS BUDGET EACH YEAR?

Yes. As the table below demonstrates, the Company’s actual O&M expenditures

over the past five years in Kentucky have tracked closely to overall budgeted

amounts.

Fiscal | Actual Budget | Over/(Under) | Variance
Year $ $ $ %
2016 $27,496 $26,191 $1,305 5.0%
2015 $27,922 $26,762 $1,160 4.3%
2014 $26,515 $26,804 ($289) 1L.1)%
2013 $25,509 24,913 $596 2.4%
2012 $23,540 $22,362 $1,178 53%

Dollars in thousands

DO YOU HAVE AN OPINION REGARDING THE SIGNIFICANCE OF THE
HISTORICAL DATA REFLECTED IN THE TABLE ABOVE?

Overall, I believe that these results indicate that we have been successful in our
annual budgets in projecting and managing our O&M expense to the extent those
expenses are within our control.

WHY IS THAT IMPORTANT?

This data demonstrates that the Company’s budgeting and control processes I have
described form a reasonable basis for purposes of the Company’s forecasted Test

Period O&M budget in this rate proceeding.
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WHAT ARE THE GOALS OF THE COMPANY’S PROCESS OF
CONTROLLING AND MONITORING CAPITAL EXPENDITURE
VARIANCES?

Variances from budgeted amounts are inherent in the process of making capital
expenditures. Our variance monitoring process exists to institute financial quality
control by formalizing the analysis of variances by budget category and
responsibility center in a process that identifies year-to-date spending variances.
The goal is to keep all levels of management informed of spending by category and
responsibility center relative to budgeted levels and to ensure that corrective action is
initiated on a timely basis. This supports decision-making related to the cost and
appropriate management of current and future capital projects.

PLEASE DESCRIBE THE, COMPANY’S PROCESS FOR CONTROLLING
AND MONITORING CAPITAL EXPENDITURE VARIANCES.

The Company’s process for controlling and monitoring capital expenditure variances
is utilized by each operating division as well as by Shared Services. At the division
level the Company’s capital budgeting system maintains projects in two broad
categories - Blanket Functionals and Specific Projects. The Blanket Functionals
include total capital authorizations of a similar type such as new services, leak repair,
short main replacements, small integrity/reliability projects, etc. Specific projects are
uniquely identified such as a specific highway relocation project, replacement of
work equipment, or some larger significant integrity/reliability project.

Once a project has been entered in the capital budget system a request for
authorization is submitted. If during the course of a project, field management
identifies that the costs of the project will exceed approved amounts, a request for
supplemental funding may be submitted. All expenditures above authorized

appropriation, as well as expenditures for unbudgeted projects or variances on
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budgeted and approved projects, must be approved at the appropriate levels within
the Company.

In FY2015 the Company began utilizing a monthly capital forecast module
through its accounting system PowerPlan. The forecast module is updated
throughout the month by Project Specialists, Operation Supervisors and Operatioﬁ
Managers as known and measurable changes occur. At the end of each month, the
forecast for that specific month is updated with actuals and closed to future charges
as part of the monthly closing process. Once current month actuals have posted, the
Project Specialists, Operations Supervisors and Operations Managers are given two
to three days to make final updates to their respective projects. Once complete, the
forecasts are reviewed by the Operations Supervisors, Operations Managers and the
VP Operations. A final review of the forecast is performed by the division Finance
Department. The VP of Finance communicates to the corporate Plant Accounting
Department that the forecast is approved. A snapshot of the forecast is then taken by
Plant Accounting for archiving. Upon completion of the snapshot the forecast
module is reopened for changes as they become known and measurable during the
course of the new month.

VII. FORECASTED TEST PERIOD O&M BUDGET
WHAT IS THE FORECASTED TEST PERIOD USED IN THIS RATE
APPLICATION?
The forecasted Test Period is April 1, 2018 through March 31, 2019.
HOW WAS THE FORECASTED TEST PERIOD BUDGET DEVELOPED?
The basis for the forecasted Test Period is our FY2018 budget. Consistent with our
normal annual budgeting timelines, this budget was prepared during the summer of
2017 and approved by the Board of Directors in September of 2017. This budget
was prepared in the manner [ described earlier. The forecasted Test Period includes

the last six months of FY2018 and the first six months of FY2019. I will describe the
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methodology used for the projection period in detail below. The FY2018 O&M
budget and forecasted Test Period projection were converted into FERC account

detail using the method described above.

Q. WHAT ARE THE COMPONENTS OF O&M FOR THE FORECASTED TEST
PERIOD?

A. The forecasted Test Period O&M is comprised of three parts: expenses incurred and
booked directly in Kentucky (rate division 009), allocated expenses from the
Division General Office (rate division 091), and allocated expenses from SSU
(comprised of rate divisions 02 and 012). I will describe the methodology used for
the projection for each of the three components.

Q. WHAT COMPRISES THE BASE PERIOD LEVEL OF COST FILED IN THIS
RATE APPLICATION?

A. The Base Period level of cost is January 1, 2017 through December 31, 2017. Itis
composed of six months of actual results through June 2017 and six months of our
FY2017 and FY2018 budgets.

Q. WHAT IS THE DIRECT O&M FOR THE BASE PERIOD?

A. $13,435,812.

Q. WHAT IS THE DIRECT O&M BUDGET FOR THE FORECASTED TEST
PERIOD?

A. $13,551,833.

Q. WHAT IS THE DIFFERENCE BETWEEN THE BASE PERIOD O&M AND
TEST PERIOD O&M?

A. The difference is an increase of $116,021 and reflects adjustments I have made for
labor and benefits, rent, other O&M and bad debt.

Q. PLEASE EXPLAIN YOUR ADJUSTMENT FOR LABOR AND BENEFITS.

A. The labor forecast for the forecasted Test Period is based on the Company’s approved
FY2018 budget. As part of the normal budgeting process, each employee’s total
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salary, expected capital / expense ratio and expected standby and overtime amounts
are included. While there is always a normal level of position vacancy at any given
point in time, we strive to fill open positions in a timely manner when and if filling
the position is justified by current workload. The Base Period level of total labor
expenditures represents a fully staffed level minus the normal level of vacancies and
employee levels are projected to remain relatively constant from the base period to
the test period. Base pay increases go into effect each October | and averaged 3.0%
for the increases that became effective October 1,2017. These increases are captured
as part of the FY2018 budget. An adjustment was made as part of the forecast to
account for an average wage increase of 3.0% to become effective October I, 2018.
The 3.0% is consistent with the average level of increases from the past several
years. Overall, labor expense is projected to increase $27,487 from the base period
to the test period.

Benefits are projected as a fixed benefit load percentage of labor expense plus
an amount for workers’ comp insurance. The Test Period benefits expense of
$1,741,158 is $75,500 lower than the base period.

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO RENT.

Unlike other O&M categories that are likely to increase with normal inflation, our
building rents are driven by leases already in place and can therefore be projected
with a high level of accuracy. Overall, direct Rent, Utilities and Maintenance is
projected to decrease $62,276 from the base period.

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO OTHER O&M.
Other O&M consists of all expenses except labor, benefits, rent and bad debt. In
filings involving forward looking test periods, the Company normally includes in
O&M its most recent budget without adjustments for the months where the budget
and test year overlap and applies an inflation factor to these O&M categories for

months when the forward looking test period extends beyond the Company’s budget.
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However, recognizing the Commission’s findings in Case No. 2013-00148,% T have
not inflated these O&M categories above budgeted levels in this proceeding.
PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO BAD DEBT.
Our goal is to keep bad debt no higher than 0.50% of residential, commercial and
public authority margin during any given year. We work vigorously to collect bad
debts and reduce the impact of bad debt expense on customers. To arrive at the bad
debt projection of $362,112, I calculated 0.50% of residential, commercial and public
authority margin from the revenue projection in the direct testimony of Company
witness Mr. Mark Martin. This projection is $7,799 lower than the Base Period.
WHAT IS THE AMOUNT OF THE DIVISION’S GENERAL OFFICE O&M
ALLOCATED TO KENTUCKY FOR THE BASE PERIOD?

$4,765,341.

WHAT IS THE AMOUNT OF THE DIVISION’S GENERAL OFFICE O&M
BUDGET ALLOCATED TO KENTUCKY FOR THE FORECASTED TEST
PERIOD?

$5,733,364.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE GENERAL
OFFICE BASE PERIOD AND FORECASTED TEST PERIOD AMOUNTS.
The difference is $968,022 and reflects adjustments [ have made for labor and
benefits, rent and other O&M. The budgeting process and forecast methodologies
are identical for both direct O&M and General Office O&M. Therefore, the
categories of adjustments made to forecast General Office O&M are also the same as

direct.

2 Case No. 2013-00148, Application of Atmos Energy Corporation for an Adjustment of Rates and Tariff
Modifications (Ky. PSC Apr. 22, 2014) at 16-17.
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WHAT IS THE AMOUNT OF SHARED SERVICES O&M ALLOCATED TO
KENTUCKY FOR THE BASE PERIOD?

$8,760,739.

WHAT IS THE AMOUNT OF THE SHARED SERVICES O&M BUDGET
ALLOCATED TO KENTUCKY FOR THE FORECASTED TEST PERIOD?
$8,279,037.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE SHARED
SERVICES BASE PERIOD AND FORECASTED TEST PERIOD AMOUNTS.
The difference is a decrease of $481,701. The SSU budget is prepared in a fashion
consistent with that of the Division. Once the SSU department heads complete,
submit and get approval for their budgets, the appropriate level of expenses are
allocated to the Kentucky rate jurisdiction per the methodologies described in Ms.
Laura Gillham’s testimony.

WHO MONITORS SHARED SERVICES BILLINGS TO THE DIVISION?
Shared Services expense billings are reviewed as part of our monthly close process
described earlier. The Division Finance Department is then responsible to contact
Accounting in Dallas and obtain an explanation for any significant variances.
WHAT IS THE TOTAL FORECASTED TEST PERIOD O&M THAT
RESULTS FROM THE SUM OF THE DIRECT, GENERAL OFFICE AND
SSU COMPONENTS?

$27,564,234.

DO THE FORECASTED O&M AMOUNTS DISCUSSED IN YOUR
TESTIMONY INCLUDE THE RATEMAKING ADJUSTMENTS
QUANTIFIED ON SCHEDULE C-2?

No. Schedule C-2 contains four ratemaking adjustments.

° Adjustment for Sales and Promotional Advertising Expenses
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The first adjustment removes $86,665 of sales and promotional advertising
from test year sales expense. It is quantified on Schedule F.4.

Adjustment for Regulatory Asset Amortization Expenses

The second adjustment adds $156,942 to test year administrative and general
expense to account for the first year’s expense of a proposed two-year
amortization of the expected costs pertaining to this case. The amounts are
quantified on Schedule F.6.

Adjustment for Expense Report Exclusion

The third adjustment removes $62,528 of certain expense repott items from
test year administrative and general expense. The Company’s goal is to
ensure that its Kentucky rates rest upon a sound foundation of unquestionable
costs. The Company is committed to achieving that goal even if it means
foregoing recovery of a certain amount of legitimate business expense in an
effort to ensure that there can be no question about what remains. The
expense report exclusion adjustment is made to exclude certain cost items of
which the Company does not intend to seek recovery from its customers in
this case. The excluded amounts are quantified on Schedule F.8 and occur in
Kentucky as well as the Division General Office and SSU.

Adjustment for Incentive Compensation

The fourth adjustment removes incentive compensation expenses associated
with all of its employees. This adjustment is $1,407,953. The Company
believes incentive compensation is a critical part of the ability to attract and
retain employees at competitive market rates, and should be included as a
recoverable O&M expense. Atmos Energy is not unique in making incentive
compensation part of the overall compensation pabkage that it provides to its
employees. The Company designs its total compensation package to be in

the middle of the job market in which we compete for talent. This means that
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there are as many companies offering total compensation above Atmos
Energy’s package as there are below it for comparable jobs. It is important to
understand that “total compensation” does not represent only base salary, but
also includes bonuses, benefits, retirement, etc. Because Atmos Energy falls
in the middle of the job market in terms of the overall compensation
packages, the Company believes the incentive compensation costs that are a
component of this overall compensation package are reasonable and should
be recovered as part of revenue requirement. In order to meet the Company’s
incentive pay criteria, Company employees must work together to ensure that
the Company operates efficiently and effectively. Efficient and effective
operations translate into lower costs and therefore into lower rates for
customers. Strong financial performance for the Company and fower rates
for customers are, therefore, not mutually exclusive. However, in recognition
of the Commission’s findings in Case No. 2013-00148%, I have removed this
expense in this proceeding and the proposed ARM methodologies for the sole
purpose of expediting the rate case process. This adjustment is quantified on
Schedule F.10.

Q. DO YOU BELIEVE THAT THE FORECASTED TEST PERIOD O&M
BUDGET YOU HAVE PRESENTED IS THE MOST REASONABLE
ESTIMATE OF COSTS FOR THE TEST PERIOD USED IN THIS
PROCEEDING?

A. Yes. It is the best estimate we have of the Kentucky jurisdiction’s future operating

and maintenance expenses.

3 See id, at 19-20.
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VIII. DEPRECIATION EXPENSE AND TAXES OTHER THAN
INCOME TAXES

WHAT IS THE DEPRECIATION EXPENSE FOR THE BASE PERIOD?
The amount of depreciation expense for the Base Period is $18,899,316.

WHAT IS THE DEPRECIATION EXPENSE FOR THE FORECASTED TEST
PERIOD?

The amount of depreciation expense for the forecasted Test Period is $21,561,512.
PLEASE DISCUSS THE DIFFERENCES BETWEEN THE BASE PERIOD
AND FORECASTED TEST PERIOD DEPRECIATION AMOUNTS.
Depreciation Rates for the forecasted Test Period are those approved in Case No.
2015-00343.* The depreciation rates are applied to the applicable categories of plant
for the Kentucky jurisdiction as well as the General Office and Shared Services
division, resulting in total depreciation expense. The amounts allocated from the
General Office and SSU to Kentucky are based upon the cost allocation methodology
more fully described in Ms. Laura Giltham’s testimony.

WHAT IS THE EXPENSE LEVEL FOR TAXES, OTHER THAN INCOME
TAXES FOR THE BASE PERIOD?

$4,830,375.

WHAT IS THE LEVEL OF TAXES, OTHER THAN INCOME TAXES FOR
THE FORECASTED TEST PERIOD?

$6,566,445.

PLEASE DISCUSS THE DIFFERENCES BETWEEN THE BASE PERIOD
AND FORECASTED TEST PERIOD.

The difference is an increase of $1,736,070. The components are itemized by type of
tax on Schedule C.2.3 F. For all months of the forecasted Test Period (April 1, 2018

- March 31, 2019), payroll taxes have been escalated from the base period to account

4 Case No. 2015-00343, Application of Atmos Energy Corporation for an Adjustment of Rates and Tariff
Modifications (Ky. PSC Aug,. 4, 2016), Order at 5.
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for base pay increases consistent with my labor forecast. The monthly accrual for
the Public Service Commission Assessment is based on the assessment rate and
projected Test Period revenues. The monthly ad valorem accrual for the test period
reflects the most recent budgeted accrual. The DOT transmission user tax has been
held constant from the Base Period. The amount of taxes allocated from the Division
General Office and SSU is based on the allocation methodologies discussed in the
Cost Allocation Manual.
IX. CONCLUSION

DO YOU BELIEVE THAT THE FORECASTED TEST PERIOD COST OF
SERVICE COMPONENTS YOU HAVE PRESENTED REPRESENT THE
MOST REASONABLE ESTIMATE OF COSTS FOR THE TEST PERIOD
USED IN THIS PROCEEDING?

Yes. The cost of service forecast is the best projection of the Company’s future cost
of service. The expenses and investments for which the Company seeks recovery
have been prudently budgeted and will be prudently incurred.

WHAT ARE YOU ASKING THE COMMISSION TO DO?

[ respectfully request that the Commission approve the Company’s revenue
requirement of $181,145,651 and resulting rates as proposed. I also respectfully
request that the Commission approve the ARM Tariff as proposed, including the
underlying rate making methodologies and filing time-frames and parameters.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes.
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Atmos Energy Corporation
Atmos Energy Mid States Div
Development of Allocation Factors
Effective October 1, 2016
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Sept'16 Direct ~ Percentof  ypgepi'1g  Percentof  ypgepttg  Percentof  grATSUh  MidStates
Property Plant &  MidStates Total O &M w/o MidStates O Avg Number of ~ MidStates account for Allocation
Div# Division Name Equipment Property 922 &M Customers Customers customers Percent
(1) (2} (3} (4) (5) (6) (7)

09 KENTUCKY 523,914,610 47.41074 14,584,340 51.45948 175,300 51.88386 91C09 50.25136
93 TENNESSEE 492,964,180 44.60994 11,243,940 39.67319 139,707 41.34934 91C93 41.87749
96 VIRGINIA 88,175,886 7.97932 2,513,125 8.86733 22,863 6.76680 91C96 7.87115
Total 1,105,054,675.25 100.00 28,341,405.41 100.00 337,870 100.00 100.00




O&M by Cost Element

Labor

Benefits

Employee Welfare
Insurance

Rent, Maint., & Utilities
Vehicles & Equip
Materials & Supplies
Information Technologies
Telecom

Marketing

Directors & Shareholders &PR
Dues & Donations

Print & Postages

Travel & Entertainment
Training

Outside Services
Provision for Bad Debt
Miscellaneous

Total O&M Expenses
Ratelaking Adjustments:

Advertising Adjustments

Club Expenses

Expense Report Exclusions

Leases

Reg v Asset A
Incentive Gompensation
Grand Total

Exhibit GKW-2
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14,801 13,231 (1,370) 74,862 69,293 {5,560) 31,680 39,933 8,252 121,134 122,457 1,323

2,756,510 2,970,827 214317 1,476,416 792,910 {683,506) 1,108,810 1,883,727 - 874,918 5,341,735 5,747 464 405,729
369,911 362,112 (7,799) - - - - - - 369,911 382,112 (7,799)

76,100 17,610 (58,590) {3,5085,783) {3,435,869) 160,124 (20,769) 50,723 71,482 (3,540,462) (3.367.435) 173,027

$  13,435812 § 13,651,833 & 115,021 $ 8,760,739 § 8,279,037 § {481,701) s 4765341 § 5,733,364 % 988,022 3 26,961,881 § 27,564,234 § 602,342
76,812 (76,812) (5,825) (5,825) (4.028) (4,028) (86.865) (86,665)

(21.173) 21,173) (19,723) (19,723) (21,632) (21,632) (62.528) (62,528)

156,942 156,942 - - 158,942 156,942

(47.468) (47,468) (6814,403) (814,403) (546,082) (546,082) (1,407,95%)  (1,407,953)

$ 13435812 § 13,563,322 § 127511 $ 8,760,739 § 7,438,086 $  (1,321,653) $ 4,765,341 $ 5,161,621 $ 396,280 $ 26,961,891 $ 26,164,628 $  (797,862)
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Atmos Energy Annual Review Mechanism (“ARM”) Proposal

I.  Annual ARM Filing and Forward Looking Rate Adjustment

a.

Atmos Energy (“Atmos Energy” or “Company”) shall make an annual revenue
requirement filing on or before December | of each year (“Annual ARM Filing”)
to the Kentucky Public Service Commission (“Commission™).

Certain required procedures, definitions, filings, and time frames relevant to the
Annual ARM Filing are stated in the ARM Tariff.

The Company shall provide, with each year’s Annual ARM Filing, the following
subset of Filing Requirements (“FRs”) as well as all relied-upon documents,
spreadsheets, and workpapers produced to support them. Nothing herein shall
limit the Commission staff, the Office of Attorney General, or any other
intervener from requesting additional data and/or documents after each Annual
ARM Filing, and the Company shall provide any such additional requested data
and/or document within 10 business days of such request.

ARM FILING REQUIREMENTS:

FR 16(1)(b)}(3)  Proposed Tariffs

FR 16(1)(b)}(4) Proposed Tariff Changes

FR I6(1)b)5)  Statement on Customer Notice

FR 16(7)(e) Statement of attestation (satisfied by “Certificate” described

in Section II. below)




FR 16(7)(u)

FR 16(8)(a)

FR 16(8)(b)

FR 16(8)(c)

FR 16(8)(d)
FR 16 (8)(e)

FR 16(8)()

FR 16(8)(g)

FR 16(8)(h)
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Method and amounts allocated during base period and
method and estimated amounts to be allocated during
forecasted test period

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

A jurisdictional financial summary for both the base period
and the forecasted period that details how the utility derived
the amount of the requested revenue increase

A jurisdictional rate base summary for both the base period
and the forecasted period with supporting schedules, which
include detailed analyses of each component of the rate base
Jurisdictional operating income summary for both base and
forecasted periods with supporting schedules which provide
breakdowns by major account group and individual account
Summary of jurisdictional adjustments to operating income
Jurisdictional federal and state income tax summaries
Summary schedules for the base and forecast periods of
various expenses

Analysis of payroll costs

Computation of gross revenue conversion factor
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FR 16(8)(i) Comparative income statements, revenue and sales statistics,
base period, forecast period and two (2) years beyond

FR 16 (8)(}) Cost of Capital Summary

FR 16 (8)(k) Comparative financial data

FR 16(8)(m) Revenue Summary

FR 16(8)(n) Bill Comparison

FR 17(1)(a)-(c¢) Notice of Annual Adjustment

FR 17(2)(b)3 Manner of Notification

FR 17(3)(b) Publisher Affidavits

FR 17(4)(a)-(j)  Notice Requirements

All Filing Requirements listed in part ¢ above shall be provided at the time that

the Company makes the Annual ARM Filing. The Company shall make its first

Annual ARM Filing on or before December 1, 2018.

Each Annual ARM Filing shall present financial data and ratemaking calculations

for a Historic Base Period and Forward Looking Test Year as defined and

calculated in the ARM Tariff and shall calculate a revenue sufficiency or

deficiency for the Forward Looking Test Year.

In each Annual ARM Filing, the Company shall utilize the Approved

Methodologies, as defined below.

Any rate adjustment resulting from an Annual ARM Filing, after review,

consideration, and adjustment of the tariff rates requested by such Annual ARM
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Filing by the Commission, shall be effective on bills rendered on and after April

The resulting revenue sufficiency or deficiency for the Forward Looking Test
Year shall be applied to all tariff rate classes, excluding existing Commission-
approved Special Contracts.

The Company shall file an annual reconciliation of actual results to the
Authorized Return on Equity, as more fully described as an Annual

Reconciliation below.

II. Representations and Warranties Made With Annual ARM Filing

a.

With each Annual ARM Filing, a Company officer shall, as of the date of each

Annual ARM Filing, affirmatively represent and warrant, upon information and

belief formed after reasonable inquiry, by signing a certificate (“Certificate™)

under oath:

i.  That the Company’s Annual ARM Filing has been prepared in accordance
with the Approved Methodologies, or that any deviation from or the
resolution of any ambiguities in the Approved Methodologies has been
affirmatively disclosed and explained in a document attached to such
affidavit;

ii.  That all New Matters (as defined below) have been affirmatively disclosed

and explained in a document attached to such affidavit;
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iii.  That the Variance Report (as defined below) includes all matters that are
required by the ARM Tariff and any related Commission order to be
disclosed in the Variance Report;

iv. That no Disallowed Items (as identified and described in Section V.b.iii.
below) have been included in the Company’s Annual ARM Filing;

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

vi. That, except as expressly disclosed in a separate schedule dedicated to such
disclosure attached to the Certificate, there have been no additions,
deletions, or modifications to the accounts or subaccounts used by the
Company to account for operating revenues and expenses since the
previous year’s ARM filing.

III. Allocation of Rate Change, If Any, After Annual ARM Filing, Among Customer
Classes and Rate Components

a.  The Forward Looking Test Year sufficiency or deficiency shall be distributed

among the tariff rate classes proportionate to the current margin of each class,

proportionate to the current base and volumetric components within each class

and otherwise consistent with the distribution methodology as reflected in the
Final Order from Case No. 17-00349.

IV. Definitions

a.  Annual Filing Date shall be the date the Company will make its Annual ARM

Filing. The Annual Filing Date shall be no later than December 1 of each year.
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Historic Base Period is defined as the twelve month period ending August 31 of
each year prior to each Annual Filing Date.

Forward Looking Test Year is defined as the twelve months beginning April 1
of each calendar year.

Approved Methodologies are defined as the methodologies used to calculate
each component of the Company’s cost of service and resulting revenue
deficiency / sufficiency. The Approved Methodologies are defined throughout
this Exhibit and are used in the Company’s revenue requirement model which
comprises FRs 16(8)(a) through 16(8)(k) of Case No. 2017-00349. The cost of
service ultimately approved by the Commission in Case No. 2017-00349, and the
ratemaking methodologies contained in the revenue requirement model
underlying and supporting the approved cost of service in Case No. 2017-00349,
shall become the “Approved Methodologies™ for the purpose of implementing
the ARM Tariff and all filings made the Company pursuant to the ARM Tariff.
New Matters refers to any issue, adjustment, and/or ambiguity in or for any
account, method of accounting or estimation, or ratemaking topic that would
directly or indirectly affect the Annual ARM Filing for which there is no explicit
prior determination in this Case No. 2017-00349 by the Commission regarding
the Company.

Authorized Return on Equity: The Authorized Return on Equity shall be as

included in the Commission’s Final Order in Case No. 2017-00349 or until a
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different return on equity is adopted by the Commission in a subsequent lgenerai

rate case.
Methodologies for Calculation of Annual Revenue Requirement and Resulting
Sufficiency or Deficiency for each Forward Looking Test Year. The revenue
requirement and resulting sufficiency or deficiency shall be calculated using the
ratemaking methodologies explicitly defined and set out in this Exhibit (“Approved
Methodologies™) or as modified by the Final Order in Case No. 2017-00349,
a. Billing Determinants and Revenue at Present Rates

i.  Forward Looking Test Year Billing Determinants - In calculating

Forward Looking Test Year Billing Determinants, the Company shall begin

with Historic Base Period sales and transportation volumes and bills. The
Company shall then adjust the billing determinants for normal weather,
annualized customer usage, customer growth and service contract changes
to arrive at Forward Looking Test Year Billing Determinants. The weather

adjustment shall be calculated using the weather data from the Paducah,

Evansville, Nashville, Louisville and Lexington weather stations to
normalize sales data using the basis for normal weather approved in Case

No.2017-00349. For industrial and transportation customers the Company

shall analyze individual customer usage and adjust volumes accordingly

based on any known and measurable changes expected for the Forward

Looking Test Year. For residential and commercial customer growth the



il

jii.

iv.
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Company shall use a three year average, with the last year being the Historic
Base Period, to calculate prospective customer growth adjustments.
Forward Looking Test Year Revenues - Forward Looking Test Year
Revenues shall be calculated by multiplying the Forward Looking Test Year
Billing Determinants by the rates effective at the end of the Historic Base
Period.

Weather Normalization - The weather adjustment shall be calculated
using the weather data from the Paducah, Nashville (TN), Evansville (IN),
Louisville and Lexington NOAA weather stations to normalize actual usage
for all residential, firm commercial and public authority
customers. Monthly degree days shall be calculated from the 16th of the
previous month to the 15th of the current month to approximate cycle-
billing. The basis for Normal HDDs correlates to those approved in Case
No. 2017-00349.

Other Revenues - The Company shall forecast Miscellaneous Service
Revenue (Account'4880) equal to those revenues for the Historic Base
Period. Late Payment Fees (Forfeited Discounts, Account 4870) for a three
year period (the third year being the Historic Base Period) are compared to
total revenues for residential, commercial and public authority sales to

determine the ratio of Late Payment Fees to sales revenues. This ratio is
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applied to the forecast sales revenues of residential, commercial and public
authority classes to forecast Late Payment Fee revenues.

v. Cost of Gas - The Company shall calculate Gas Costs by applying
NYMEX futures prices to projected market purchases, then projecting
quarterly Gas Cost Adjustments, recognizing storage injection and
withdrawal plans.

Operations and Maintenance Expense (“O&M”). Total O&M excluding Cost

of Gas shall be comprised of expenses incurred directly in the Company’s

Kentucky operations and expenses allocated from the three rate divisions that

allocate expenses to Kentucky (Division 091, the Kentucky/Mid-States General

Office; Division 002, Shared Services General Office; and Division 012, Shared

Services Customer Service). The forecast for O&M shall be developed

independently for each of the four rate divisions using the forecast methodologies

defined below. For divisions 091, 002 and 012, the appropriate amount of
expense shall be allocated to the Kentucky operation as described in the

Company’s Cost Allocation Manual (“CAM”).

i.  Labor - Labor expense shall be equal to the Company’s most recently
completed and approved budget for the months of the Forward Looking
Test Year for which the budget is available. Labor expense shall be
forecasted using an inflation factor to adjust the months of the Forward

Looking Test Year that extend beyond the Company’s most recently




18
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completed budget. The inflation factor shall be the Company’s budgeted
average target common merit increase from its most recently completed
budget. The development of the O&M forecast shall be consistent for each
entity that allocates costs to Kentucky. For divisions 091, 002 and 012, the
appropriate amount of expense shall be allocated to the Kentucky operation
as described in the Company’s CAM.

Non-Labor (except bad debt expense) -- Non-labor O&M expense types
other than bad debt expense and other than specifically noted below shall
be equal to the Company’s most recently completed budget for the months
of the Forward Looking Test Year for which the budget is available. For
each remaining month of the Forward Looking Test Year, O&M expense
types other than bad debt eXpense and other than specifically noted below
shall be equal to the amount budgeted in that same calendar month in the
most recently completed budget. The development of the O&M forecast
shall be consistent for each entity that allocates costs to Kentucky. For
divisions 091, 002 and 012, the appropriate amount of expense shall be
allocated to the Kentucky operation as described in the Company’s CAM.

Disallowances - The Company shall remove from O&M amounts related
to promotional advertising (as calculated on Schedule F.4); incentive
compensation (as calculated on Schedule F.10); and certain expense report

amounts (as calculated on Schedule F.8). In years in which the Company
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plans to construct or purchase a new building, forecasted avoided lease
expense shall be removed (as calculated on Schedule F.9).

Bad Debt Expense - The Company shall calculate and include in O&M
0.5% of expected residential, commercial énd public authority gross
margins as calculated on Schedule C.2.2 B 09 and C.2.2 F 09 of the revenue
requirement model.

Rate Case Expense - The Company shall include an annual amount of
$156,942 in the Forward Looking Test Year O&M to account for a 2 year
amortization of the estimated rate case expenses for this Case. Upon
completion of this Case, the Company shall defer accumulated rate case
expenses and begin amortizing the actual balance at $13,079 per month
until the actual balance is fully amortized. In the Forward Looking Test
Year following the full amortization of the rate case expense balance, the
Company shall cease to include in O&M an adjustment for rate case
expense. The Company shall include in its normal operating budget an
estimated amount for legal expenses as it would any other O&M expense.
Legal expenses associated with prosecuting the Company’s Annual ARM
Filing are expected to be annually recurring and significantly lower than
the level required to prosecute a traditional rate case. The annual expense
incurred for such legal expenses shall be subject to the annual reconciliation

described below just like any other O&M expense.
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¢.  Taxes, Other than Income Taxes
i.  Total Taxes, Other than Income Taxes shall be comprised of taxes incurred
directly in the Company’s Kentucky operations and taxes allocated from
the three rate divisions that allocate expenses to Kentucky (Division 091,
the Kentucky/Mid-States General Office; Division 002, Shared Services
General Office; and Division 012, Shared Services Customer Service). The
forecast for Taxes, Other than Income Taxes shall be developed
independently for each of the four rate divisions. For divisions 091, 002

and 012, the appropriate amount of taxes shall be allocated to the Kentucky

operation as described in the Company’s CAM. The forecast for Taxes,

Other Than Income Taxes shall be comprised of the Company’s most

recently completed budget for each type of tax with the following three

exceptions:

1. Payroll taxes (FICA, FUTA, SUTA) shall be inflated at the same rate
as labor O&M for months in the Forward Looking Test Year that

extend beyond the most recently completed budget;

2.  The monthly accrual for ad valorem taxes shall be the Company’s
most recent monthly accrual for estimated ad valorem taxes due; and
3. The PSC fee shall be calculated by multiplying the most recent PSC
fee rate times gross revenues forecasted for the Forward Looking Test

Year.
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Depreciation and Amortization Expense

ii.

Depreciation and Amortization Expense for each Forward Looking Test
Year shall be calculated within the Company’s plant forecast described
below. Depreciation expense shall be calculated by multiplying the
approved rate for each account by the projected account balance for each
month. The depreciation rates used to calculate depreciation expense are
those most recently approved by the Commission for Kentucky and each of
the entities allocable to Kentucky. Depreciation expense allocable to
Kentucky shall be done in accordance with the Company’s CAM.

Prudent rate making and accounting requires that depreciation rates be
updated periodically. The Company’s practice is to conduct depreciation
studies and update rates in its various operating divisions and entities
housing shared assets (including the Kentucky Mid-States General Office
and SSU) every 4-6 years. The Company does plan to conduct depreciation
studies in the future consistent with this practice and prudent accounting
and rate making procedures. In the event it conducts a depreciation study
for its Kentucky operations or any of the entities that house shared assets
that support Kentucky operations, the Company shall, within 30 days of
completing the study, file the depreciation study with the Commission, and
provide a copy to the Office of Attorney General, and ask that the rates

contained in the study be approved for its next annual review. Following
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any appropriate discovery and rebuttal, and conditioned upon approval by
the Commission of new rates, the Company shall calculate depreciation
expense using the newly approved rates in its subsequent Annual ARM
Filing. To assist with review, the Company shall file any new depreciation
study when it is completed, rather than waiting until it makes the next
Annual ARM Filing.
Rate Base -- The rate base shall include projected thirteen month averages for
each of the following components. Each component shall be forecasted
consistent with the methodologies described in each section below.
i.  Original Cost of Plant
1. The forecast of monthly gross plant balances shall begin with the
actual plant balances at the end of the Historic Base Period. Plant
additions for the period between the end of the Historic Base Period
and end of the Forward Looking Test Year are made up of projected
and budgeted plant additions from the Company’s monthly
projections and most recently completed capital budget. Plant
additions are comprised of three components:
a. the capital spending for Kentucky;
b. the amount allocated to Kentucky resulting from capital

spending by the KY/Mid-States Division’s general office; and
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c. the amount allocated to Kentucky resulting from capital
spending by the Company’s Shared Services (SSU) during the
Forward Looking Test Yeat.

2. Four components of SSU that house shared plant assets, the Charles
K. Vaughan Center (CKV), the Greenville data center (Greenville),
Atmos Energy/Atmos Marketing (AEAM) and Align Software
(ALGN) shall use allocation percentages that recognize the unique
nature and use of those assets and that are consistent with the
Company’s workpapers.

3. The capital forecast shall be converted to plant account (“300
account™) detail for the purpose of projecting additions, retirements,
depreciation expense, accumulated depreciation and resulting net
plant at the required level of detail. Projected plant retirements shall
be based on the level of retirements recorded during each Historic
Base Period.

Accumulated Depreciation and Amortization - Accumulated

depreciation and amortization for each Forward Looking Test Year shall be

forecast within the Company’s plant projection described in the preceding
section and shall incorporate the most recently approved depreciation rates.

The forecast shall begin with actual per books accumulated depreciation

balances at the end of the Historic Base Period. For each month between




iii.
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the end of each Historic Base Period and the end of each Forward Looking
Test Year, the forecast shall add projected depreciation expense and deduct
the same retirements that were projected for gross plant. Depreciation
expense shall be calculated by multiplying the approved rate for each
account by the projected account balance for each month.

Construction Work in Progress (“CWIP”) - The balance of CWIP at the
end of each Historic Base Period shall be projected to remain constant
through the end of each Forward Looking Test Year as capital spending is
offset by completing projects and placing assets in service.

Storage Gas Investment - The Company shall calculate storage gas
investment by applying NYMEX futures prices to projected market
purchases, then projecting quarterly Gas Cost Adjustments, recognizing
storage injection and withdrawal plans.

Cash Working Capital - The Company shall calculate cash working
capital requirements by multiplying its total O&M by 1/8%as shown on
Schedules B.4.2 B and B.4.2 F.

Materials and Supplies - The balance of materials and supplies at the end
of each Historic Base Period shall be projected to remain constant through

the end of each Forward Looking Test Year.
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Prepayments - The balance of prepayments at the end of each Historic
Base Period shall be projected to remain constant through the end of each
Forward Looking Test Year.

Regulatory Assets - The unamortized balance of actual rate case expense
incurred in Case No. 2017-00349 (described in Section V.b.v. above) shall
be included as a regulatory asset. Following the full amortization of this
regulatory asset, there will be no others included unless as ordered by the
Commission in a future proceeding.

Accumulated Deferred Income Tax - Accumulated Deferred Income
Taxes (“ADIT”) shall be forecasted consistent with Schedules B.5.B and
B.5.F and supporting workpapers and relied-upon files and shall be based
on forecasted plant additions and currently enacted tax law. The forecast
of monthly ADIT balances shall begin with the actual ADIT balances at the
end of the Historic Base Period. The forecast of book plant additions and
book depreciation for the period between the end of the Historic Base
Period and end of the Forward Looking Test Year shall be consistent with
the amounts described above in Sections V.e.i and V.e.ii. To arrive at tax
plant additions, the tax repairs basis adjustment shall be estimated based on
the type of projected book plant additions and prior period deductible
percentages. In periods for which bonus depreciation has been enacted, the

bonus depreciation basis adjustment shall be estimated based on the type of
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projected book plant additions. Projected tax plant additions shall be used
to compute tax projected depreciation in accordance with the current
MACRs rates. The difference between projected book plant additions and
projected tax plant additions results in projected fixed asset cost ADIT. The
difference between projected book accumulated depreciation and projected
tax accumulated depreciation results in projected fixed asset accumulated
ADIT. ADIT balances for Kentucky and each rate division allocable to
Kentucky shall include both liability and asset balances including NOLCs
but excluding any estimated amount for over/under recovery of gas cost in
order to normalize the tax effect of over/under recovery of gas cost to zero.
ADIT shall include a ratemaking adjustment to remove non-utility related
ADIT associated with any consolidated tax net operating loss. So long as
the Company is in an NOL position, the incremental change in the NOLC
balance shall be forecasted consistent with the presentation on Schedule
B.5.F.

Customer Advances for Construction - The balance of customer
advances for construction at the end of each Historic Base Period shall be
projected to remain constant through the end of each Forward Looking Test

Year.
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f. Rate of Return

i.  Capital Structure - The Company’s capital structure shall be calculated

annually and be made up of:
1. Thirteen-month average equity balance for the Historic Base Period

2. Thirteen-month average long term debt (“LTD”) balance for the

Historic Base Period
3.  Twelve-month average daily short term debt (“STD”) balance for the
Historic Base Period

ii. Cost of Debt - Cost of Long Term Debt shall be calculated annually as it is

calculated on Schedules J.3 B and J.3 E. Cost of Short Term Debt shall be
calculated annually as it is calculated on Schedules J.2 B and J.2 F.
iii. Return on Equity - The Authorized Return on Equity shall be as included

in the Commission’s Final Order in Case No. 17-00349 or until a different

return on equity is adopted by the Commission in a subsequent general rate

case
g.  Other Methodologies Adopted - To the extent that ratemaking methodologies
are not described in this Exhibit but are consistent with any methodology

described in this Exhibit, the methodologies used in the Company’s revenue

requirement model and supporting workpapers and relied-upon files in this Case
No. 2017-00349 may be utilized in calculating and evaluating the Company’s

annual revenue requirement and resulting sufficiency or deficiency; provided,
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however, that to the extent that any such methodology is or could be interpreted
as ambiguous or contradictory, no methodology shall be inferred with respect to

the item or process that is ambiguous or contradictory.

VI. Annual Reconciliation of Actual Results to Authorized Return on Equity

a.

On or before July 1 of each year, the Company shall file with the Commission,
and shall provide a copy to the Office of Attorney General, a reconciliation of
actual results (“Annual Reconciliation”) to the Authorized Return on Equity for
the Forward Looking Test Year immediately completed.

The Annual Reconciliation shall include a calculation of actual cost of service,
determined in accordance with the Approved Methodologies, for the Forward
Looking Test Year immediately completed; using the same revenue requirement
model used in each Annual ARM Filing, substituting actual results in place of
previously forecasted data for all aspects of cost of service, excluding revenue
calculations. Actual cost of service shall be compared with actual booked
revenue, ignoring the revenue impact of any prior year reconciliation, to
determine the revenue requirement (“Anmual Reconciliation Revenue
Requirement’) necessary to adjust the actual return on equity to the Authorized
Return on Equity for the Forward Looking Test Year immediately completed, all
determined in accordance with the Approved Methodologies. Interest will be

added to the Annual Revenue Reconciliation Revenue Requirement (whether
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positive or negative). The interest rate shall be the overall cost of capital as stated
on Schedule A.1 of the Annual ARM Filing compounded for 2 years.

Rates shall be calculated to produce a net rate adjustment comprised of the
Annual Reconciliation Revenue Requirement from the most recently completed
Forward Looking Test Year and the revenue sufficiency/deficiency for the
ensuing Forward Looking Test Year, all determined in accordance with the
methodologies set forth herein and as approved and adopted by the Commission.
The resulting rates shall be effective on bills rendered on and after April 1 of each
year. All tariff rates (except Special Contract rates, which shall not be affected)
shall be adjusted in proportion to the relative base revenue share of each class as
described above.

The first Annual Reconciliation Revenue Requirement filing shall occur on July
[, 2019, and shall cover the Forward Looking Test Year ended March 31, 2019,
The resulting Annual Reconciliation Revenue Requirement shall be incorporated

into the Company’s December 1, 2019 Annual ARM Filing.

VII. Variance Report and ARM Review

a.

As part of its Annual ARM Filing, Atmos Energy shall prepare and file with the
Commission, with a copy to the Office of Attorney General, a Variance Report
(“Variance Report”) that identifies and explains each and every Atmos Energy
operating revenue and expense account and/or subaccount for which the

Kentucky amount (including amounts allocated to Kentucky) either:
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i.  exceeds the prior year’s amount (based on amounts as filed by Atmos
Energy in the Annual ARM Filing) by 5% and $30,000; or
ii. exceeds the amount (based on amounts as filed by Atmos Energy in the
Annual ARM Filing) in such account and/or subaccount in the third
preceding year by 10% and $60,000; or
iii. has been, when compared with the accounts and/or subaccounts existing on
the Effective Date of the ARM Tariff and/or used in the calculations
referenced herein, added or deleted or modified in form or substance in any
way.
As to any account and/or subaccount (and including without limitation any
process related directly or indirectly to any such account or subaccount) included
on a Variance Report, subject to the Commission’s rule of discovery, the
Commission, interveners and/or Office of Attorney General shall have the right
in its discretion to request additional information and an explanation from Atmos
Energy. Atmos Energy agrees to provide any such information or explanation
requested within ten busingss days of such request. The Office of Attorney
General, further, has the right in its discretion to bring such account and/or
subaccount (or related process) to the attention of the Commission and to request
the Commission to review and consider such account and/or subaccount (or

related process).
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I.  INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME, TITLE, AND BUSINESS ADDRESS.

My name is James H. Vander Weide. I am President of Financial Strategy
Associates, a firm that provides strategic and financial consulting services to
business clients. My business address is 3606 Stoneybrook Drive, Durham, North
Carolina 27705.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND
PRIOR ACADEMIC EXPERIENCE.

I graduated from Cornell University with a Bachelor’s Degree in Economics and
from Northwestern University with a Ph.D. in Finance. After joining the faculty of
the School of Business at Duke University, I was named Assistant Professor,
Associate Professor, Professor, énd then Research Professor. I have published
research in the areas of finance and economics and taught courses in these fields at
Duke for more than thirty-five years. [ am now retired from my teaching duties at
Duke. A summary of my research, teaching, and other professional experience is
presented in Exhibit JVW-1, Appendix 1.

HAVE YOU PREVIOUSLY TESTIFIED ON FINANCIAL OR ECONOMIC
ISSUES?

Yes. As an expert on financial and economic theory and practice, I have participated
in more than five hundred regulatory and legal proceedings before the public
service commissions of forty-five states and four Canadian provinces, the Federal
Energy Regulatory Commission, the National Energy Board (Canada), the Federal

Commumications  Commission, the Canadian Radio-Television and
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Telecommunications Commission, the United States Congress, the National
Telecommunications and Information Administration, the insurance commissions
of five states, the Iowa State Board of Tax Review, the National Association of
Securities Dealers, and the North Carolina Property Tax Commission. In addition,
I have prepared expert testimony in proceedings before the United States District
Court for the District of Nebraska; the United States District Court for the District
of New Hampshire; the United States District Court for the District of Northern
Illinois; the United States District Court for the Eastern District of North Carolina;
the Montana Second Judicial District Court, Silver Bow County; the United States
District Court for the Northern District of California; the Superior Court, North
Carolina; the United States Bankruptcy Court for the Southern District of West
Virginia; the United States District Court for the Fastern District of Michigan; and
the Supreme Court of the State of New York.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I have been asked by Atmos Energy Corporation (“Atmos Energy” or “the
Company”) to prepare an independent appraisal of its cost of equity capital and to
recommend a rate of return on equity that is fair, that allows Atmos Energy to attract
capital on reasonable terms, and that allows Atmos Energy to maintain its financial
integrity.

II. SUMMARY OF TESTIMONY

HOW DO YOU ESTIMATE ATMOS ENERGY’S COST OF EQUITY?
Iestimate Atmos Energy’s cost of equity by applying several standard cost of equity

methods to market data for a proxy group of utility companies of comparable risk.
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WHY DO YOU APPLY YOUR COST OF EQUITY METHODS TO A
PROXY GROUP OF COMPARABLE RISK UTILITIES RATHER THAN
SOLELY TO ATMOS ENERGY?

I apply my cost of equity methods to a proxy group of comparable risk companies
because standard cost of equity methods, such as the discounted cash flow (DCF),
risk premium, and capital asset pricing model (CAPM) require inputs of quantities
that are not easily measured. Because these inputs can only be estimated, there is
naturally some degreé of uncertainty surrounding the estimate of the cost of equity
for each company. However, the uncertainty in the estimate of the cost of equity
for an individual company can be greatly reduced by applying cost of equity
methods to a sample of comparable companies.

Intuitively, unusually high estimates for some individual companies are
offset by unusually low estimates for other individual companies. Thus, financial
economists invariably apply cost of equity methods to a group of comparable
companies. In utility regulation, the practice of using a group of comparable
companies, called the comparable company approach, is further supported by the
United States Supreme Court standard that the utility should be allowed to earn a
return on its investment that is commensurate with returns being earned on other
investments of similar risk. See Bluefield Water Works and Improvement Co. v.
Public Service Comm’n. 262 U.S. 679, 692 (1923) and Federal Power Comm’n v.

Hope Natural Gas Co., 320 U.S. 561, 603 (1944).
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WHAT COST OF EQUITY DO YOU FIND FOR YOUR COMPARABLE
COMPANIES IN THIS PROCEEDING?

On the basis of my studies, I find that the cost of equity for my comparable
companies is 10.3 percent. This conclusion is based on my application of standard
cost of equity estimation techniques, including the DCF model, the ex ante risk
premium approach, the ex post risk premium approach, and the CAPM, to a broad
group of utilities of comparable business risk.

WHAT IS YOUR RECOMMENDATION REGARDING ATMOS
ENERGY’S FAIR RATE OF RETURN ON COMMON EQUITY?

[ conservatively recommend that Atmos Energy be allowed a fair rate of return on
common equity equal to 10.3 percent.

WHY IS YOUR RECOMMENDED RETURN ON EQUITY
CONSERVATIVE? |

My recommended return on equity is conservative because the financial risk of my
comparable companies, which is based on the equity ratio resulting from the market
values of their equity and debt, is less than the financial risk of the lower equity
ratio in Atmos Energy’s ratemaking capital structure, which is based on its book
values of equity and debt.

DO YOU HAVE EXHIBITS ACCOMPANYING YOUR TESTIMONY?
Yes. I have prepared or supervised the preparation of Exhibit JVW-1 consisting of
nine schedules and five appendices that were prepared by me or under my direction

and supervision.
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HI. ECONOMIC AND LEGAL PRINCIPLES

HOW DO ECONOMISTS DEFINE THE REQUIRED RATE OF RETURN,
OR COST OF CAPITAL, ASSOCIATED WITH PARTICULAR
INVESTMENT DECISIONS SUCH AS THE DECISION TO INVEST IN
NATURAL GAS UTILITY PLANT AND EQUIPMENT?

Economists define the cost of capital as the return investors expect to receive on
alternative investments of comparable risk.

HOW DOES THE COST OF CAPITAL AFFECT A FIRM’S INVESTMENT
DECISIONS?

The goal of é firm is to maximize the value of the firm. This goal can be
accomplished by investing only in that plant and équipment with an expected rate
of return that is equal to or greater than the cost of capital. Thus, a firm should
continue to invest in plant and equipment only so long as the return on its
investment is greater than or equal to its cost of capital.

HOW DOES THE COST OF CAPITAL AFFECT INVESTORS’
WILLINGNESS TO INVEST IN A COMPANY?

The cost of capital measures the return investors can expect on investments of
comparable risk. The cost of capital also measures the required rate of return on
investment because rational investors will not invest if they expect a return that is
less than the cost of capital. Thus, the cost of capital is a hurdle rate for both
investors and the firm.

DO ALL INVESTORS HAVE THE SAME POSITION IN THE FIRM?

No. Debt investors have a fixed claim on a firm’s assets and income that must be

paid prior to any payment to the firm’s equity investors. Since the firm’s equity
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investors have a residual claim on the firm’s assets and income, equity investments
are riskier than debt investments. Thus, the cost of equity exceeds the cost of debt.
WHAT IS THE OVERALL OR AVERAGE COST OF CAPITAL?

The overall or average cost of capital is a weighted average of the cost of debt and
cost of equity,‘ where the weights are the percentages of debt and equity in a firm’s
capital structure.

CAN YOU ILLUSTRATE THE CALCULATION OF THE OVERALL OR
WEIGHTED AVERAGE COST OF CAPITAL?

Yes. Assume that the cost of debt is 7 percent, the cost of equity is 13 percent, and
the percentages of debt and equity in the firm’s capital structure are 50 percent and
50 percent, respectively. Then the weighted average cost of capital is expressed by
0.50 times 7 percent plus 0.50 times 13 percent, or 10.0 percent.

HOW DO ECONOMISTS DEFINE THE COST OF EQUITY?

Economists define the cost of equity as the return investors expect to receive on
alternative equity investments of comparable risk. Since the return on an equity
investment of comparable risk is not a contractual return, the cost of equity is more
difficult to measure than the cost of debt. However, as I have already noted, there
is agreement among economists that the cost of equity is greater than the cost of
debt. There is also agreement among economists that the cost of equity, like the
cost of debt, is both forward looking and market based.

HOW DO ECONOMISTS MEASURE THE PERCENTAGES OF DEBT
AND EQUITY IN A FIRM’S CAPITAL STRUCTURE?

Economists measure the percentages of debt and equity in a firm’s capital structure
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by first calculating the market value of the firm’s debt and the market value of its
equity. Economists then calculate the percentage of debt by the ratio of the market
value of debt to the combined market value of debt and equity, and the percentage
of equity by the ratio of the market value of equity to the combined market value
of debt and equity. For example, if a firm’s debt has a market value of $25 million
and its equity has a market value of $75 million, then its total market capitalization
is $100 million, and its capital structure contains twenty-five percent debt and
seventy-five percent equity.

WHY DO ECONOMISTS MEASURE A FIRM’S CAPITAL STRUCTURE
IN TERMS OF THE MARKET VALUES OF ITS DEBT AND EQUITY?
Economists measure a firm’s capital structure in terms of the market values of its
debt and equity because: (1) the weighted average cost of capital is defined as the
return investors expect to earn on a portfolio of the company’s debt and equity
securities; (2) investors measure the expected return and risk on their portfolios
using market value weights, not book value weights; and (3) market values are the
best measures of the amounts of debt and equity investors have invested in the
company on a going forward basis.

WHY DO INVESTORS MEASURE THE EXPECTED RETURN AND RISK
ON THEIR INVESTMENT PORTFOLIOS USING MARKET VALUE
WEIGHTS RATHER THAN BOOK VALUE WEIGHTS?

Investors measure the expected return and risk on their investment portfolios using
market value weights because: (1) the expected return on a portfolio is calculated

by comparing the expected value of the portfolio at the end of the investment period

Direct Testimony of James H. Vander Weide PH.D. Page 7

Kentucky / Vander Weide




10

11

12

13

14

IS5

16

17

18

19

20

21

22

23

to its current value; (2) the risk of a portfolio is calculated by examining the
variability of the end-of-period return on the portfolio about the expected value;
and (3) market values are the best measure of the current value of the portfolio.
From the investor’s point of view, the historical cost, .or book value of the
investment, is irrelevant for the purpose of assessing the required return and risk on
their portfolios because if they were to sell their investments, they would receive
market value, not historical cost. Thus, the return can only be measured in terms of
market values.

IS THE ECONOMIC DEFINITION OF THE WEIGHTED AVERAGE
COST OF CAPITAL CONSISTENT WITH REGULATORS’
TRADITIONAL DEFINITION OF THE AVERAGE COST OF CAPITAL?
No. The economic definition of the weighted average cost of capital is based on the
market costs of debt and equity, the market value percentages of debt and equity in
a company’s capital structure, and the future expected risk of investing in the
company. In contrast, regulators have traditionally defined the weighted average
cost of capital using the embedded cost of debt and the book values of debt and
equity in a company’s capital structure.

ARE THE ECONOMIC PRINCIPLES REGARDING THE FAIR RETURN
FOR CAPITAL RECOGNIZED IN ANY UNITED STATES SUPREME
COURT CASES?

Yes. These economic principles, relating to the supply of and demand for capital,
are recognized in two United States Supreme Court cases: (1) Bluefield Water

Works and Improvement Co. v. Public Service Comm’n. of W. Va.; and (2) Federal
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Power Comm’n v. Hope Natural Gas Co. In Bluefield Water Works, the Court
stated:

A public utility is entitled to such rates as will permit it to earn a
return upon the value of the property which it employs for the
convenience of the public equal to that generally being made at the
same time and in the same general part of the country on investments
in other business undertakings which are attended by corresponding
risks and uncertainties; but it has no constitutional right to profits
such as are realized or anticipated in highly profitable enterprises or
speculative ventures. The return should be reasonably sufficient to
assure confidence in the financial soundness of the utility, and
should be adequate, under efficient and economical management, to
maintain and support its credit, and enable it to raise the money
necessary for the proper discharge of its public duties. [Bluefield
Water Works and Improvement Co. v. Public Service Comm ’'n. 262
U.8. 679, 692 (1923).]

The Court clearly recognizes here that: (1) a regulated firm cannot remain
financially sound unless the return it is allowed to earn on the value of its property
is at least equal to the cost of capital (the principle relating to the demand for
capital); and (2) a regulated firm will not be able to attract capital if it does not
offer investors an opportunity to earn a return on their investment equal to the
return they expect to earn on other investments of the same risk (the principle
relating to the supply of capital).

In the Hope Natural Gas case, the Court reiterates the financial soundness
and capital attraction principles of Bluefield Water Works:

From the investor or company point of view it is important that there

be enough revenue not only for operating expenses but also for the

capital costs of the business. These include service on the debt and

dividends on the stock... By that standard the return to the equity

owner should be commensurate with returns on investments in other

enterprises having corresponding risks. That return, moreover,

should be sufficient to assure confidence in the financial integrity of

the enterprise, so as to maintain its credit and to attract capital.

[Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591,
603 (1944).]
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The Court clearly recognizes that the fair rate of return on equity should be:
(1) comparable to returns investors expect to earn on other investments of similar
risk; (2) sufficient to assure confidence in the company’s financial integrity; and

(3) adequate to maintain and support the company’s credit and to attract capital.

IV. BUSINESS AND FINANCIAL RISKS

HOW DO INVESTORS ESTIMATE THE EXPECTED RATE OF RETURN
ON SPECIFIC INVESTMENTS, SUCH AS AN INVESTMENT IN ATMOS
ENERGY?

Investors estimate the expected rate of return in several steps. First, they estimate
the amount of their investment in the company. Second, they estimate the timing
and amounts of the cash flows they expect to receive from their investment over
the life of the investment. Third, they determine the return, or discount rate, that
equates the present value of the expected cash receipts from their investment in the
company to the current value of their investment in the company.

ARE THE RETURNS ON INVESTMENT OPPORTUNITIES, SUCH AS AN
INVESTMENT IN ATMOS ENERGY, KNOWN WITH CERTAINTY AT
THE TIME THE INVESTMENT IS MADE?

No. The return on an investment in ATMOS ENERGY depends on the Company’s
expected future cash flows over the life of the investment, as discussed above. Since
the Company’s expected future cash flows are uncertain at the time the investment

is made, the return on the investment is also uncertain.
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YOU NOTE THAT INVESTORS REQUIRE A RETURN ON
INVESTMENT THAT IS EQUAL TO THE RETURN THEY EXPECT TO
RECEIVE ON OTHER INVESTMENTS OF SIMILAR RISK. DOES THE
REQUIRED RETURN ON AN INVESTMENT DEPEND ON THE RISK OF
THAT INVESTMENT?

Yes. Since investors are averse to risk, they require a higher rate of return on
investments with greater risk.

WHAT FUNDAMENTAL RISK DO INVESTORS FACE WHEN THEY
INVEST IN A COMPANY SUCH AS ATMOS ENERGY?

Investors face the fundamental risk that their realized, or actual, return on
investment will be less than their required return on investment.

HOW DO INVESTORS MEASURE INVESTMENT RISK?

Investors generally measure investment risk by estimating the probability, or
likelthood, of earning less than the required return on investment. For investments
with potential returns distributed symmetrically about the expected, or mean,
return, investors can also measure investment risk by estimating the variance, or
volatility, of the potential return on investment.

DO INVESTORS DISTINGUISH BETWEEN BUSINESS AND FINANCIAL
RISK?

Yes. Business risk is the underlying risk that investors will earn less than their
required return on investment when the investment is financed entirely with equity.
Financial risk is the additional risk of earning less than the required return when the

investment is financed with both fixed-cost debt and equity.
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WHAT ARE THE PRIMARY DETERMINANTS OF A NATURAL GAS
UTILITY’S BUSINESS RISK?

The business risk of investing in natural gas utilities such as Atmos Energy is
caused | by: (1)demand uncertainty; (2)operating expense uncertainty;
(3) investment cost uncertainty; (4) high operating leverage; and (5) regulatory
uncertainty.

HOW DOES DEMAND UNCERTAINTY AFFECT A NATURAL GAS
UTILITY’S BUSINESS RISK?

Demand uncertainty affects a natural gas utility’s business risk through its impact
on the variability of the company’s revenues and its return on investment. The
greater the uncertainty in demand, the greater is the uncertainty in the company’s
revenues and its return on investment.

WHAT CAUSES THE DEMAND FOR NATURAL GAS DISTRIBUTION
SERVICES TO BE UNCERTAIN?

Demand uncertainty is caused by the sensitivity of demand to: (1) the state of the
economy and population growth; (2) fluctuations in temperatures during the peak
heating season; (3) changes in rates; (4) customer efforts to conserve energy;
(5) the ability of customers to switch to alternative sources of energy such as
electricity or propane; (6) customer use of more efficient appliances; and
(7) potential service interruptions due to accidents or natural disasters.

WHY ARE A NATURAL GAS UTILITY’S OPERATING EXPENSES
UNCERTAIN?

Operating expense uncertainty arises as a result of variability in (1) purchased gas
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costs; (2) pipeline capacity costs; (3) crﬁployee—related costs such as salaries and
wages, pensions, and insurance; (4) maintenance and materials costs; (5) customer
billing and accounting expenses; and (6) bad debt expenses.

WHY ARE A NATURAL GAS UTILITY’S INVESTMENT COSTS
UNCERTAIN?

The natural gas utility business requires large investments in the storage and
distribution facilities required to deliver natural gas to customers. The future
amounts of required investment in storage and distribution facilities are uncertain

due to uncertainty regarding: (1) long-run demand; (2) costs of complying with

'environmental, health, and safety laws and regulations; (3) costs to maintain and

replace aging plant and equipment; and (4) costs required to assure adequate natural
gas supply to meet forecasted demand.

YOU NOTE ABOVE THAT HIGH OPERATING LEVERAGE
CONTRIBUTES TO THE BUSINESS RISK OF NATURAL GAS
UTILITIES. WHAT IS OPERATING LEVERAGE?

Operating leverage is the increased sensitivity of a company’s earnings to sales
variability that arises when some of the company’s costs are fixed.

HOW DO ECONOMISTS MEASURE OPERATING LEVERAGE?
Economists typically measure operating leverage by the ratio of a company’s fixed
expenses to its operating margin (revenues minus variable expenses).

WHAT IS THE DIFFERENCE BETWEEN FIXED AND VARIABLE
EXPENSES?

Fixed expenses are expenses that do not vary with output, and variable expenses
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are expenses that vary directly with output. For natural gas utilities, fixed expenses
include the fixed component of operating and maintenance costs, depreciation and
amortizatibn, and taxes. Variable expenses include fuel costs and the variable
component of operations and maintenance costs.

DO NATURAL GAS UTILITIES EXPERIENCE HIGH OPERATING
LEVERAGE?

Yes. As noted above, operating leverage increases when a firm’s commitment to
fixed costs rises in relation to its operating margin on sales. The relatively high
degree of fixed costs in the natural gas utility business arises primarily from: (1)
the average natural gas utility’s large investment in fixed, long-lived plant and
equipment; and (2) the relative “fixity” of a natural gas utility’s operating and
maintenance costs. High operating leverage causes the average natural gas utility’s
operating income to be highly sensitive to demand and revenue fluctuations.
HOW DOES OPERATING LEVERAGE AFFECT A COMPANY’S
BUSINESS RISK?

Operating leverage affects a company’s business risk through its impact on the
variability of the company’s profits or income. Generally speaking, the higher a
company’s operating leverage, the higher is the variability of the company’s
operating profits.

DOES REGULATION CREATE UNCERTAINTY FOR NATURAL GAS
UTILITIES?

Yes. Rates for natural gas distribution services are generally set by state regulatory

authorities in a manner that provides natural gas distribution companies an
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opportunity to recover prudently incurred operating expenses and earn a fair rate of
return on their prudently incurred investment in property, plant, and equipment.
Investors’ perceptions of the business and financial risks of natural gas utilities are
strongly influenced by their views of the quality of regulation. Investors are aware
that regulators in some jurisdictions may be unwilling at times to set rates that allow
companies an opportunity to recover their cost of service in a timely manner and
earn a fair and reasonable return on investment. [nvestors are also aware that, even
if a company presently has an opportunity to earn a fair return on its investment in
property, plant, and equipment, there is no assurance that they will continue to have
such an opportunity in the future. If investors perceive that regulators may not
provide an opportunity to earn a fair rate of return on investment, investors may
demand a higher rate of return for natural gas utilities operating in such
jurisdictions. If investors perceive that regulators are likely to continue to provide
an opportunity for a company to earn a fair rate of return on investment, investors
will view the risk of earning a less than fair return as minimal.

YOU NOTE THAT FINANCIAL LEVERAGE INCREASES THE RISK OF
INVESTING IN NATURAL GAS UTILITIES SUCH AS ATMOS ENERGY.
HOW DO ECONOMISTS MEASURE FINANCIAL LEVERAGE?
Economists generally measure financial leverage by the percentages of debt and
equity in a company’s market value capital structure. Companies with a high
percentage of debt compared to equity are considered to have high financial

leverage.
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WHY DOES FINANCIAL LEVERAGE AFFECT THE RISK OF
INVESTING IN A NATURAL GAS UTILITY’S STOCK?
High debt leverage is a source of additional risk to utility stock investors because it
increases the percentage of the firm’s costs that are fixed, and the presence of higher
fixed costs increases the variability of the equity investors’ return on investment.
CAN THE RISKS OF INVESTING IN NATURAL GAS UTILITIES SUCH
AS ATMOS ENERGY BE DISTINGUISHED FROM THE RISKS OF
INVESTING IN COMPANIES IN OTHER INDUSTRIES?
Yes. The risks of investing in natural gas utilities such as Atmos Energy can be
distinguished from the risks of investing in companies in many other industries in
several ways. First, the risks of investing in natural gas utilities are increased
because of the greater capital intensity of the natural gas utility business and the
fact that most investments in natural gas facilities are largely irreversible once they
are made. Second, unlike returns in competitive industries, the returns from
investment in natural gas utilities are largely asymmetric. That is, there is little
opportunity for natural gas utilities to earn more than the required return, and a
significant chance that the utilities will earn less than the required return.

V. COST OF EQUITY ESTIMATION METHODS
WHAT METHODS DO YOU USE TO ESTIMATE ATMOS ENERGY’S
COST OF EQUITY?
I use several generally accepted methods for estimating the cost of equity for Atmos
Energy. These are the DCF, the ex ante risk premium, the ex post risk premium,

and the CAPM. The DCF method assumes that the current market price of a firm’s

Direct Testimony of James H. Vander Weide PH.D. Page 16

Kentucky / Vander Weide




10

11

12

13

14

15

16

17

18

19

20

21

22

23

stock is equal to the discounted value of all expected future cash flows. The ex ante
risk premium method assumes that an investor’s expectations regarding the equity
risk premium can be estimated from data on the DCF expected rate of return on
equity compared to the interest rate on long-term bonds. The ex post risk premium
method assumes that an investor’s expectations regarding the equity-debt return
differential are influenced by the historical record of comparable returns on stock
and bond investments. The cost of equity under both risk premium methods is then
equal to the expected interest rate on bond investments plus the expected risk
premium. The CAPM assumes that the investor’s required rate of return on equity
is equal to an expected risk-free rate of interest plus the product of a company-
specific risk factor, beta, and the ekpected risk premium on the market portfolio.
A. DISCOUNTED CASH FLOW METHOD
PLEASE DESCRIBE THE DCF MODEL.
The DCF model is based on the assumption that investors value an asset because
they expect to receive a sequence of cash flows from owning the asset. Thus,
investors value an investment in a bond because they expect to receive a sequence
of semi-annual coupon payments over the life of the bond and a terminal payment
equal to the bond’s face value at the time the bond matures. Likewise, investors
value an investment in a firm’s stock because they expect to receive a sequence of
dividend payments and, perhaps, expect to sell the stock at a higher price sometime
in the future.

A second fundamental principle of the DCF method is that investors value

a dollar received in the future less than a dollar received today. A future dollar is
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valued less than a current dollar because investors could invest a current dollar in
an interest earning account and increase their wealth. This principle is called the
time value of money.

Applying the two fundamental DCF principles noted above to an investment
in a bond leads to the conclusion that investors value their investment in the bond
on the basis of the present value of the bond’s future cash flows. Thus, the price of
the bond should be equal to:

EQUATION 1

C C C+F
Py = — — +- —
(1+0) (A+1) (1+1)

where:

Py = Bond price;

C = (ash value of the coupon payment (assumed for notational
convenience to occur annually rather than semi-annually);

F = Face value of the bond;

i = The rate of interest the investor could earn by investing her
money in an alternative bond of equal risk; and

n = The number of periods before the bond matures.

Applying these same principles to an investment in a firm’s stock suggests that

the price of the stock should be equal to:

EQUATION 2
P = D1 + Dz + LR Mﬂ.
s 1+ k) (1 + k) A+ k)"
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where:
Ps = Current price of the firm’s stock;

D1, D2..Dn

Il

Expected annual dividend per share on the firm’s stock;

Pn = Price per share of stock at the time the investor expects to sell

the stock; and
k = Return the investor expects to earn on alternative investments
of the same risk, i.e., the investot’s required rate of return.

Equation 2 is frequently called the annual discounted cash flow model of stock
valuation. Assuming that dividends grow at a constant annual rate, g, this equation
can be solved for , the cost of equity. The resulting cost of equity equation is £ =
Di/Ps + g, where k is the cost of equity, D; is the expected next period annual
dividend, Ps is the current price of the stock, and g is the constant annual growth
rate in earnings, dividends, and book value per share. The term D./Py is called the
expected dividend yield component of the annual DCF model, and the term g is
called the expected growth component of the annual DCF model. As in the case of
the price of a bond, the price of a stock is related to the timing, magnitude, and
relative risk of the expected cash flows.
ARE YOU RECOMMENDING THAT THE ANNUAL DCF MODEL BE
USED TO ESTIMATE ATMOS ENERGY’S COST OF EQUITY?
No. The DCF model assumes that a company’s stock price is equal to the present
discounted value of all expected future dividends. The annual DCF model is only a
correct expression for the present value of future dividends if dividends are paid

annually at the end of each year. Because the companies in my comparable group
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all pay dividends quarterly, the current market price that investors are willing to
pay reflects the expected quarterly receipt of dividends. Therefore, a quarterly DCF
model should be used to estimate the cost of equity for these firms. The quarterly
DCF model differs from the annual DCF model in that it expresses a company’s
price as the present value of a quarterly stream of dividend payments. A complete
analysis of the implications of the quarterly payment of dividends on the DCF
model is provided in Exhibit JVW-1, Appendix 2. For the reasons cited there, I
employed the quarterly DCF model throughout my calculations, even though the
results of the quarterly DCF model for my companies are approximately equal to
the results of a properly applied annual DCF model (in which the end-of-year
dividend is estimated by multiplying the current annual dividend by the factor one
plus the growth rate).

PLEASE DESCRIBE THE QUARTERLY DCF MODEL YOU USE.

The quarterly DCF model I use is described on Exhibit JVW-1, Schedule 1 and in
Appendix 2. The quarterly DCF equation shows that the cost of equity is: the sum
of the future expected dividend yield and the growth rate, where the dividend in the
dividend yield is the equivalent future value of the four quarterly dividends at the
end of the year, and the growth rate is the expected growth in dividends or earnings
per share.

HOW DO YOU ESTIMATE THE, QUARTERLY DIVIDEND PAYMENTS
IN YOUR QUARTERLY DCF MODEL?

The quarterly DCF model requires an estimate of the dividends, di, do, d3, and ds,

investors expect to receive over the next four quarters. I estimate the next four
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quarterly dividends by multiplying the previous four quarterly dividends by the
factor, (1 + the growth rate, g).

CAN YOU ILLUSTRATE HOW YOU ESTIMATE THE NEXT FOUR
QUARTERLY DIVIDENDS WITH DATA FOR A SPECIFIC COMPANY?
Yes. In the case of Atmos Energy, the first company shown in Exhibit JVW-1,
Schedule 1, the last four quarterly dividends are equal to 0.42, 0.45, 0.45, and 0.45.
Thus dividend di is equal to 0.449 [.42 x (1 + .07) = 0.449] and dividends d>, ds,
and ds are equal to 0.482 [0.45 x (1 +.07) = 0.482]. (As noted previously, the logic
underlying this procedure is described in Appendix 2.)

HOW DO YOU ESTIMATE THE GROWTH COMPONENT OF THE
QUARTERLY DCF MODEL?

T use the analysts® estimates of future earnings per share (EPS) growth reported by
I/B/E/S Thomson Reuters.

WHAT ARE THE ANALYSTS’ ESTIMATES OF FUTURE EPS GROWTH?
As part of their research, financial analysts working at Wall Street firms
periodically estimate EPS growth for each firm they follow. The EPS forecasts for
each firm are then published. Investors who are contemplating purchasing or selling
shares in individual companies review the forecasts. These estimates represent
three- to five-year forecasts of EPS growth.

WHAT IS I/B/E/S?

I/B/E/S is a division of Thomson Reuters that reports analysts’ EPS growth
forecasts for a broad group of companies. The forecasts are expressed in terms of a

mean forecast and a standard deviation of forecast for each firm. Investors use the
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mean forecast as an estimate of future firm performance.

WHY DO YOU USE THE I/B/E/S GROWTH ESTIMATES?

[ use the I/B/E/S growth rates because they: (1) are widely circulated in the
financial community, (2) include the projections of reputable financial analysts
who develop estimates of future EPS growth, (3) are reported on a timely basis to
investors, and (4) are widely used by institutional and other investors.

WHY DO YOU RELY ON ANALYSTS’ PROJECTIONS OF FUTURE EPS
GROWTH IN ESTIMATING THE INVESTORS’ EXPECTED GROWTH
RATE RATHER THAN LOOKING AT HISTORICAL GROWTH RATES?
I rely on analysts’ projections of future EPS growth because there is ;:onsiderabie
empirical evidence that investors use analysts’ forecasts to estimate future earnings
growth.

HAVE YOU PERFORMED ANY STUDIES CONCERNING TﬁE USE OF
ANALYSTS’ FORECASTS AS AN ESTIMATE OF INVESTORS’
EXPECTED GROWTH RATE, G?

Yes. I prepared a study with Willard T. Carleton, Professor Emeritus of Finance at
the University of Arizona, which is described in a paper entitled “Investor Growth
Expectations and Stock Prices: Analysts vs. History,” published in the Spring 1988
edition of The Journal of Portfolio Management.

PLEASE SUMMARIZE THE RESULTS OF YOUR STUDY.

We performed a correlation analysis to identify the historically oriented growth
rates which best described a firm’s stock price. We then performed a regression

study comparing the historical growth rates and retention growth rates with the
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average I/B/E/S analysts’ forecasts. In every case, the regression equations
containing the average of analysts® forecasts statistically outperformed the
regression equations containing the historical growth and retention growth
estimates. These results are consistent with those found by Cragg and Malkiel, the
early major research in this area (John G. Cragg and Burton G. Malkiel,
Expectations and the Structure of Share Prices, University of Chicago Press, 1982).
These results are also consistent with the hypothesis that investors use analysts’
forecasts, rather than historically oriented growth calculations, in making decisions
to buy and sell stock. The results provide overwhelming evidence that the analysts’
forecasts of future growth are superior to historically-oriented growth measures in
predicting a firm’s stock price. I note that researcﬁers at State Street Financial
Advisors updated my study in 2004, and their results continue to confirm that
analysts’ growth forecasts are superior to historically-oriented growth measures in
predicting a company’s stock price.

WHAT PRICE DO YOU USE IN YOUR DCF MODEL?

I use a simple average of the monthly high and low stock prices for each firm for
the three-month period ending June 2017. These high and low stock prices were
obtained from Thomson Reuters.

WHY DO YOU USE THE THREE-MONTH AVERAGE STOCK PRICE IN
APPLYING THE DCF METHOD?

I use the three-month average stock price in applying the DCF method because
stock prices fluctuate daily, while financial analysts® forecasts for a given company

are generally changed less frequently, often on a quarterly basis. Thus, to match the
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stock price with an earnings forecast, it is appropriate to average stock prices over
a three-month period.

DO YOU INCLUDE AN ALLOWANCE FOR FLOTATION COSTS IN
YOUR DCF ANALYSIS?

Yes. [ include a five percent allowance for flotation costs in my DCF calculations.
A complete explanation of the need for flotation costs is contained in Appendix 3.

PLEASE EXPLAIN YOUR INCLUSION OF FLOTATION COSTS.

All firms that have sold securities in the capital markets have incurred some level
of flotation costs, including the costs of underwriters’ commissions, legal fees, and
printing expense, for example. These costs are withheld from the proceeds of the
stock sale or are paid separately, and must be recovered over the life of the equity
issue. Costs vary depending upon the size of the issue, the type of registration
method used gnd other factors, but in general these costs range between three and
five percent of the proceeds from the issue [see Ihmoo Lee, Scott Lochhead,
Jay Ritter, and Quanshui Zhao, “The Costs o<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>