
COMMONWEALTH OF KENTUCKY 
BEFORE THE PUBLIC SERVICE COMMISSIO zl \*! 

IN THE MATTER OF: 

RATE APPLICATION OF ) Case No. 2009-00354 
ATMOS ENERGY CORPORATION ) 

PETITION FOR ADJUSTMENT OF RATES 

Atmos Energy Corporation ("Atmos"), by counsel, pursuant to KRS 

278.180 and KRS 278.190 submits the attached revised tariffs and 

documentation requirements of 807 KAR 5:OOl , and proposes that certain 

gas rates and revised tariff provisions for its Kentucky division become 

effective on December I , 2009. 

I. Atmos 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 delivers natural gas 

to approximately 3.1 million residential, commercial, industrial and 

public-authority customers in twelve states. It 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 Franklin, 

Tennessee (KentuckyIM id-States). Atmos' Kentucky/M id-States 
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Division, in addition to serving customers in Kentucky, provide natural 

gas distribution service in Tennessee, Virginia, Georgia, Missouri, 

Illinois and Iowa. 

2. Atmos’ Kentucky office is located at 3275 Highland Pointe 

Dr. Owensboro, KY 42303. The President of the Atmos’ Kentucky/Mid- 

States Division is J. Kevin Akers. Atmos’ articles of incorporation are 

filed as FR lO(l)(b)(3) in Volume 2. Its current Certificate of Good 

Standing is filed as FR lO(l)(b)(5) in Volume 2. 

3. Atmos serves approximately 172,300 customers in central 

and western Kentucky. The customer base includes residential, 

commercial and industrial customers. 

4. Atmos’ Annual Reports including the 2008 report are on file 

with the Commission as required by 807 KAR 5:006§3(1). 

5, Notice of Intent to file a rate application was delivered to the 

Executive Director and the Attorney General on September 1,2009. A copy 

of that notice is filed as FR lO(2) in Volume 2. 

6. In this application, Atmos gives notice of a 4.8% or $9.5 

million, increase in its total revenues. This represents a 6.6% increase in 

the average residential customer‘s bill. The actual increases by amount 

and percentage are listed in the schedule attached as FR 10(10)(n) in 

Volume 6. 

7. This filing is based upon a fully forecasted test year using a 
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base period of January, 2009 through December, 2009 and a forecast 

period of April, 2010 through March 201 I. 

8. Because of declining return on equity and inadequate revenue 

to continue to provide the quality of service required by the Commission and 

demanded by our customers, it is necessary to seek additional revenue and 

to revise the business practices that have been historically followed. 

Atmos must attempt to find new ways of serving traditional residential 

customers and to continue to adapt to the changing competitive markets. 

Atmos is also experiencing a significant decline in residential customer 

volumes related to energy conservation. To meet these challenges, Atmos 

is proposing tariff changes to increase its revenues, stabilize revenue over 

the long term and allow the opportunity to provide all customers the quality 

of service and competitive rates that they deserve. A more detailed 

explanation of the need for the rate adjustment is provided in the 

testimony filed as FR 10(9)a, Volume 1. 

9. In addition to the adjustment of distribution rates to rebalance 

the fixed and variable elements in the distribution rates to more accurately 

reflect the underlying cost characteristics of service, the Company is 

proposing: (1) Pipeline Replacement Program; and (2) Modification of 

the GCR to allow recovery of uncollected gas costs through the GCR 

mechanism. 

I O .  The company is also proposing several 

language changes to delete unused transportation services 

tariff 

and clarify 
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existing language for consistency as shown in FR IO(l)(b)8, Volume 2. 

Atmos is providing notice of this filing to its customers and 11. 

interested parties by publication in newspapers of general circulation 

and posting in each of Atmos local offices for public inspection. A copy 

of the notice is in contained in FR I O  (3) Volume 2. 

12. Atmos requests that the Commission allow the 

proposed rate changes to take effect without delay. 

13. Atmos also requests a deviation pursuant to 807 

KAR 5:006(27) from any rule, regulation or other requirement that might 

otherwise delay or impede the review and approval of this petition. 

14. AH filing requirements of 807 KAR 5:OOl are 

attached. The schedule of those requirements, the volume and tab 

number is as follows: 

Filing Requirement 

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; 

required. 

including the annual report for the most recent 
calendar year, are on file with the commission in 
accordance with 807 KAR 5006, Section 3(1) 

Prepared testimony of each witness supporting its 

---_I_ ~ - .  
A statement of the reason the adjustment is 

A statement that the utility's annual reports, 
-.-.I-----I_ 

I Witness Volume No. 
1 

.~ 
2 

2 
- .._-- 

Akers 

p- 
Meziere -I 

LawlRegulation 
Section 10(9)(a) 

Section I O( I ) (  bg?j- 
Section ' i O ( l ) ( b m -  
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Akers 

Akers 

~ - -  

LawlRegulation 
Section 10(l)(b)(3) 
and (5) 

Section 1 O(l)(b)(4) 

Section 10(l)(b)(5) 

Section lO(I)(b)(6F1 

Section ~@Tj@@j- 

Section 1 O(l)(b)(8) 

Section 10(l)(b)(9) 

-- 
.~ Section 1 O(2) 

Section 10(3)(a) 

Section 10(3)(b) 

-- 
Section 10(3)(c) 

Section 10(3)(d) 

Section lO(4) 

Filing Requirement 
If the utility is incorporated, a certified copy of the- 
utility's articles of incorporation and all amendments 
thereto or out of state documents of similar import. 
If the utility's articles of incorporation and 
amendments have already been filed with the 
Commission in a prior proceeding, the application 
may state this fact making reference to the style 
and case number of the prior proceeding and a 
certificate of good standing or certificate of 
authorization dated within sixty (60) days of the 
date the application is filed. 
- -- 
If applicant is a limited-cartnership, a certified copy 
of the limited partnership agreement if the 
agreement was filed with the PSC in a prior 
proceeding, a reference to the style and case 
number of the prior proceeding 

If applicant is incorporated or is a limited 
partnership, a certiicate of good standing or 
certificate of authorization dated within sixty (60) 
days of the date the application is filed. 

A certified copy of a certificate of assumed name as 
required by KRS 365.01 5 or a statement that such 
a certificate is not necessary. 
The proposed tariff in form complying with 807 KAR 
5:Oll with an effective date not less than thirty (30) 
days from the date the application is filed. 
Proposed tariff changes shown either by providing 
present and proposed tariffs in comparative form or 
indicating additions by italized inserts or 
underscoring and striking over deletions in a copy 
of the current tariff. 

A statement that customer notice has been given in 
compliance with subsections (3) and (4) of this 
section with a copy of the notice. 

_" ..--- -_...... _--I_ ---___-_ 

__-I 

Notice of intent 
Amount of change requested in dollar amounts and 
percentage for each customer classification to 
which change will apply. 
Present and proposed rates for each customer 
class to which change would apply. 
Electric, gas, water and sewer utilities -the effect 
upon average bill for each customer class to which 
change will apply. 
Local exchange companies - include effect upon 
average bill for each customer class for change in 
basic local service. 
If copy of public notice included, did it meet 
requirements? 

-. ---.I- 

...-_ 

Volume No. 
2 

2 

2 

2 

_. __. 

2 

2 
2 

2 

2 

2 

2 
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LawlReg u la t ion -~ 
Section I O(5) 

Filing Requirement 

upon application by a utility for a general 
adjustment in rates shall be advertised by the utility 
by newspaper publication in the areas that will be 
affected in compliance with KRS 424.300. 

Financial data for forecasted period presented as 
pro forma adjustments to base period. 
Forecasted adjustments shall be limited to the 12 
months immediately following the suspension 
period. 
Capitalization and net investment rate base shall be 
based on a 13 month average for the forecasted 
period. 
The utility shalprovide a reconciliation of the rate 
base and capital used to determine its revenue 
requirements. 
Most recent capital construction budget containing 
at minimum 3 year forecast of construction 
expenditures 
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; 

preceding filing date, base period and forecasted 
period; 

of Kentucky aperations providing: 1. That forecast 
is reasonable, reliable, made in good faith and that 
all basic assumptions used have been identified 
and justified; 2. That forecast contains same 
assumptions and methodologies used in forecast 
prepared for use by management, or an 
identification and explanation for any differences; 
3. That productivity and efficiency gains are 
included in the forecast; 

Notice of hearing scheduled by the commission 

-. - 

and monthly budget for the 12months 

Attestation signed by utility’s chief officer in>arge 

g%on 10(8)(a) 

Volume No. __. 

2 

2 

2 
~ 

2 

- 
2 

2 

2 

2 

-- 
2 

=on 10(8)(b) - 

- 
Section 10(8)(c) 

Section 10(8)(f) 

Section 10(9)(b) 

Section I 0(9)(c) 

Section 10(9)(d) 

- 
Section 10(9)(e) 

Section 10(9)(f) 2 I For each major construction project constituting 5% 
or more of annual construction budget within 3 year 
forecast, following information shall be filed: 1 I 

Date project began or estimated starfing dafe; 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 total costs incurred 
exclusive and inclusive of AFUDC or Interest 
During Construction Credit; 
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Witness 

3. Statement of cash flows; 
4. 
the forecasted rate of return; 

Revenue requirements necessary to support 

Napier 

2 
2 
-- 

Waller 

5. 
(electric); 

Load forecast including energy and demand 

6. Access line forecast (telephone); 
7. Mix of generation (electric); 
8. Mix of gas supply (gas); 
9. Employee level; 
IO .  Labor cost changes; 
I I. Capital structure requirements; 
12. Rate base; 
13. Gallons of water Droiected to be sold (water): 

_-"- 

-_-_--I _l_l_-____ - ~ -  
- 
__._"_ 

-- 
Waller 

2 

2 
2 
2 
2 
2 
2 
2 
2 

-- 

-._ 

Felan 

14. Customer forecast (gas, water); 
15. MCF sales forecasts (gas); 
16. Toll and access forecast of number of calls and 
number of minutes (telephone); and 

provided 
17. A detailed explanation of any other information 

Most recent FERC or FCC audit reports; 
Prospectuses of most recent stock or bond 
offerings; 
Most recent FERC Form 1 (e1ectric);'FERC Form 2 
(gas), or the Automated Reporting Management 
Information System 
Annual report to shareholders or members and 
statistical supplements for the most recent 5 years 
prior to application filing date; 
Current chart of accounts if more detailed than 
Uniform System of Accounts chart; 

providing financial results of operations in 
comparison to forecast; 

narrative explanations, for the 12 months prior to 
base period, each month of base period,'and 
subsequent months, as available; 

_I__- - 

-- 

Latest 12 months of the monthly managerial reports 

Complete monthly budget variance reports, with 

Felan 

2 
2 
2 

2 

2 
2 

3 

_" 

-- 

- 

- 

~ - -  
3 

I 

3 

3 

3 

Felan 

NA 
- 

NA 
NA 
G Smith 

Waller 
Sherwood 
Felan 

Waller - 
"I 

NA 
G Smith 
G Smith 

-~ 
_-.__ .- 

-.__ 
NA 

NA 

G Smith 
Meziere 

Meziere 

Meziere 

Meziere 

Waller 
_I_-_- 

Waller 

LawfRegulation 
Section 10(9)(g) 

Section 10(9)(h) 

-- 
Section I O( 9)( h) 

Section I 0 ( 9 ) ( h r  
Section 10(9)(h) 
Section I 0 ( 9 ) ( t i i ~  

Section 10(9)( h) 

Section 10(9)( h) 
Section 10(9)(h) 
Section 10(9)(h) 
Section 10(9)(h) 
Section 10(9)(h) 
Section 10(9)(h) 
Section 10(9)(h) 
Section 10(9)( h) 
Section 1 O(9Mh) 

-- 

.- 

- 
-- 

-__. 

Section 10(9)(h) 
Section 10(9)(h) 

-_ 

Section 10(9)( h) 

Section 10(9)(i) 
Section 10(9)(j) 

I 

Section 10(9)(k) 

Section 1 O( 9)( I) 

Section 10(9)(m) 

Section 10(9)(0) 

-- FiiiG Requirement --'-e NO. 
For all construction projects constituting less than 
5% of annual construction budget within 3 year 
forecast, file aggregate of information requested in 
paragraph (9 3 and 4 of this subsection; 

Financial forecast for each of 3 forecasted years 
included in capital construction budget supported 
by underlying assumptions made in projecting 
results of operations and including the following 
information: 
1" Operating income statement (exclusive of 
dividends per share or earnings per share); 

- .--_- 
2 

2 

2. Balance sheet I 2 
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-- 
Witness 

Meziere 
Filing Requirement 

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

recent 5 quarters; 

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 

Quarterly reports to the stockholders for the most 

Summary of latest depreciation study with 
-------- 

MTziere 

---___. 

Volume No. 
3 

_-- 

.- 
3 

3 Waller 

-- 
Napier 

Meziere 

- 
Raab 

LawlReg ulation 
Section ’zO(9)(q) 

Section 10(9)(r) 
II-- 

Section 10(9)(s) 

Section 10(9)(t) 

Section 10(9)(u) 

Section 10(9)(v) 

style; 
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 
to run program 

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 aflocated 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. AI1 facts relied upon, 
including other regulatory approval, to demonstrate 
that each amount charged, allocated or paid during 
base period is reasonable; 

”-.”-----*- 

- 
If gas, electric orwater utility with annual gross 
revenues greater than $5,000,000, cost of service 
study based on methodology generally accepted in 
industry and based on current and reliable data 
from single time period; and 

3 
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-- 
Witness 

NA 

Meziere 

Felan 

Felan 

Waller,mith 

.- 
Felan 

Waller 

~. 
Waller 

I 

LawlRegulation 
Section 10(9)(w) 

_-- 
Section I O( I O)(b) 

Section 1 O( I O)(c) 

Section 10(10)(d) 

Section 1 O( 1 O)(e) 

- 
Section I O (  I O)(f) 

-I. 

Section l O ( 1  O)(g) 

" ~ - - -  Filing Requirement ____~.---  
Local exchange carriers with fewer than 50,000 
access lines need not file cost of service studies, 
except as specifically directed by PSC. Local 
exchange carriers with more than 50,000 access 
lines shall file: 1. Jurisdictional separations study 
consistent with Part 36 of the FCC's rules and 
regulations; and 2. Service specific cost studies 
supporting pricing of services generating annual 
revenue greater than $1,000,000 except local 
exchange access: a.Based on current and reliable 
data from single time period; and b.Using generally 
recognized fully allocated, embedded, or 
incremental cost 

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 6 
quarters; 

Jurisdictional financial summary for both base and 
forecasted periods detailing how utility derived 
amount of requested revenue increase; 
Jurisdictional rate base summary for both base and 
forecasted periods with supporting schedules which 
include detailed analyses of each component of the 
rate base; 

Jurisdictional operating income summary for both 
base and forecasted periods with supporting 
schedules which provide breakdowns by major 
account group and by individual account; 
Summary of jurisdictional adjustments to operating 
income by major account with supporting schedules 
for individual adjustments and jurisdictional factors; 
Jurisdictional federal and stak income tax 
summary for both base and forecasted periods with 
all supporting schedules of the various components 
of jurisdictional income taxes; 
Summary schedules for both base and forecasted 
periods (utility may also provide summary 
segregating items it proposes to recover in rates) of 
organization membership dues; initiation fees; 
expenditures for country club; charitable 
contributions; marketing, sales, and advertising; 
professional services; civic and political activities; 
employee parties and outings; employee gifts; and 
rate cases; 

.-_)-_. 

--_I_. -- 

- --.-- 

--...-. 

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

Volume No. 
3 

4 & 5  

6 

- 
6 
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___.. 
Witness 

Felan Computation of gross revenue conversion factor for 

-- 
Meziere, Waller, 
Smith 

6 

--_- 
Sherwood 

Meziere, Waller, 
Felan, G Smith 

G Smith 

G Smith 

-- 
G Smith 

Akers 

____--._-. 

LawlReguIation - 
Section 10(10)(h) 

Section 1 O( IO) (  i) 

Section I o(.ro)(i)- 

Section lO(lO)(k) 

Section 1 O( IO)(  I) 

Section I O( 1 O)(n) 

Section 1 O( 1 I) 

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

Cost of capital summary for both base and 
forecasted periods with supporting schedules 
providing details on each component of the capital 
structure 
Comparative financial dagand earnings measures 
for the 10 most recent calendar years, base period, 
and forecast period; 
Narrative description and explanation of all 
proposed tariff changes; 
Revenue summary for both base and forecasted 
periods with supporting schedules which provide 
detailed billing analyses for all customer classes; 
and 

Typical bill comparison under present and 
proposed rates for all customer classes. 
A request for waiver of any of the provisions of 
these filing requirements must set forth the specific 
reasons for the request. The commission shall 
grant the request for waiver upon good cause 
shown by the utility. In determining whether good 
cause has been shown, the commission may 
consider. a. Whether other information which the 
utility would provide if the waiver is granted is 
sufficient to allow the commission to effectively and 
efficiently review the rate application; b. Whether 
the information which is the subject of the waiver 
request is normally maintained by the utility or 
reasonably avaifabfe to it from the information 
which it maintains; and c. The expense to the utility 
in providing the information which is the subject of 
the waiver request. 

-- --_ 

” - ~ - -  

-- 

----11 ---- 

~ - - - -  - - _ _ - ~ _  

6 

6 

6 
-.-I 

6 

6 

15. Based on the information provided and in compliance 

with all filing requirements of KRS 278 and 807 KAR 5:OOl et seq., 

Atmos requests that the Commission issue an order finding the proposed 

rates and tariis fair, just and reasonable. 
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Submitted by: 

Douglas Walther 
Atmos Energy Corporation 
P.0, Box 650205 
Dallas. TX 75265 

Mark R. Hutchinson 
Wilson, Hutcherson & 
Poteat 
61 I Frederica St. 

b 4 4  West ToddStreet 
Frankfort, KY 4060 1 

Attorneys for Atmos 
Energy Corporation 

Certificate of Service: 

I certify that a copy of this application was delivered to the Attorney General, 
Office of Rate Intervention, 1024 Capital Center Dr., Frankfort, KY 40601 on the 
day of 8 October, 2009. 

I 
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Commonwealth of Kentucky 

County of Daviess 

VERIFICATION 

I ,  Mark Martin, after being duly sworn under oath, state that I am Vice 
President of Rates & Regulatory Affairs, a division of Atmos Energy Corporation 
and that I am authorized to submit this application on behalf of the Company and 
that the information and statements contained in the Application are true of my 
own knowledge except as to those matters stated on information and belief, and 
as to those matters I believe them to be true. 

SUBSCRIBED AND SWORN to before me by on this t h q l t h  day of 
October, 2009. 

A 

flbU&, /5;J&/ My Commission expires: -- 

12 





Atmos Energy Corp.; Kentucky/Mid-States Division 
Kentucky Jurisdiction Case No. 2009-00354 
Forecasted Test Period Filing Requirements 

FR 10(9)(a) 
Description of Filing Requirement: 

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. 

Response: 
Please refer to the testimony of J. Kevin Akers. 







BEFORE TFE KENTUCKY PUBLIC SERVICE COMMISSION 
FRANKF’ORT, KENTUCKY 

Ism: 

PETITION OF ATMOS ENERGY ) 
CORPORATION FOR APPROVAL OF ) 
ADJUSTMENT OF ITS RATES AND ) 
REVISED T A W  ) DOCKET NO. 2009-00354 

PRE-FILED TESTIMONY OF KEVIN AKERS 
ON BEHALF OF ATMOS ENERGY CORPORATION 

1 

2 

3 Q- 

4 A. 

5 

6 

7 Q- 

8 

9 A. 

10 

11 

12 

13 

14 

15 

16 

I. POSITION AM) OUALJFICATIONS 

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

My name is Kevin Akers. I am President of the Kentucky~id-States Division of Ahnos 

Energy Corporation (“Atmos” or “Company”). My business address is 810 Crescent 

Centre Drive, Suite 600, Franklin, Tennessee 37067. 

PLEASE BFUEFLY DESCRIBE YOUR EDUCATIONAL AND PROFESSIONAL 

BACKGROUND, AND CURRENT RESPONSIBILITIES. 

I earned a Bachelor of Science degree in Petroleum Engineering from The TJniversity of 

Alabama in 1987. From 1988 to August of 1991, T worked for the Indiana IJtility Regu- 

latory Commission as a Gas Engineer. I joined Amos Energy Corporation, in our Ken- 

tucky Division, in August of 1991 as an Engineer. I held positions of increasing respon- 

sibility before being named Regional Vice President of Operations in 1997. In that 

position, I was responsible for safety, maintenance, construction, and customer service. 

From 1999 to 2001, I also served as Chairman of the Atmos Utility Operations Council 

which has the responsibility for developing and executing the Company’s best practices 

Direct Testimony of  Kevin Akers Page 1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 Q. 

11 A. 

12 

13 Q. 

14 

15 A. 

16 

17 

18 

19 

20 

21 

22 

23 

regarding environmental, safety compliance, technical, supply chain and operating stan- 

dards. From 2001 to 2002, I was Regional Vice President of Operations for our northern 

region in the Louisiana Division. In December 2002, I was named the President of Mis- 

sissippi Valley Gas Company, now the Mississippi Division. As President of Atmos' 

Mississippi Division, I had responsibility for customer services, operations, regulatory 

and community relations and the financial performance of this division. Jn May of 2007, 

I was named the President of the RentuckyMd-States Division, My responsibility cov- 

ers customer services, operations, regulatory and community relations and the financial 

perfomance of the seven (7) states that make up this division. 

HAW YOU EWR TESTIFIED BEFORE THIS COMMISSION? 

No. However, I have provided testimony before the Georgia Public Service Commission 

and the Tennessee Regulatory Authority. 

ARE: YOU SPONSORING ANY OF THE FILING REQIJIRElkENTS IN TEiIS 

CASE, AND, IF SO, WHICH REQUIREMENTS? 

I iun sponsoring the following filing requirements: 

FR lO(l)(b) 

FR 1 O( l)(b)( 1) 

FR 1 O( l)(b)(3) 

FR 10(l)(b)(5) 

FR 10(1)@)(9) 

FR lO(2) Notice of Intent 

FR 10(3)(a-i) 

FR 10(4)(c) Manner of Notification 

Application Supported by a Fully Forecasted Test Period 

Statement of Reasons 

Certified Copy of Articles of Incorporation 

Certificate of Good Standing 

Statement on Customer Notice 

Form of Notice to Customers 

Direct Testimony of Kevin Akers Page 2 



1 

2 

3 

4 

5 

6 

7 

8 

9 Q* 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

FR 10(4)(c)(3) 

FR 10(4)(d) Publisher Affidavits 

FR 10(4)(f) 

FR lO(5) Notice of Hearing 

FR 1 0(9)(a) 

F’R 10(9)(e) 1-3 

FR 1 0( 1 l)(a-c) 

Notice of Publication in Newspapers of General Circulation 

Notice to Customers Posted in Utility Places of Business 

Statement of Officer in Charge of Kentucky Operations 

Statement of Attestation 

Request for Waiver of Certain Filing Requirements 

JI. PURPOSE AND SUMMARY OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR ‘IXSTIMONY? 

My direct testimony has three primary purposes. First, I will briefly describe the Com- 

pany’s operations in Kentucky and the recent history of its rate proceedings before this 

Commission. Second, I will describe the principal factors requiring Atmos to file this 

rate application and address Company’s efforts to achieve improvements to its efficiency 

and productivity. Finally, I will introduce the other witnesses who will be providing sup- 

port for the requested rate increase. 

HI. ATMOS’ OPERATIONS IN KENTUCKY 

CAN YOU PROVIDE THE COMMISSION WITa A GENJ3RAL DESCRIPTION 

AND BACKGROUND OF ATMOS’ OPERATIONS IN KENTUCKY? 

Yes. We have a Kentucky-based work force of approximately 220 employees providing 

safe and reliable service to a customer base of residential, commercial and industrial con- 

sumers approaching 170,000. Our utility plant in Kentucky includes over 3,900 miles of 

transmission and distribution lines. 

Direct Testimony of Kevin Akers Page 3 



1 Q* 

2 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 Q. 

PL,EASE PROVIDE A BRIEF DESCRIPTION OF ATMOS ENERGY’S CORPO- 

RATE STRTJCTIm AND HOW IT ENABLES ATMOS TO BE AN EFFICIENT, 

LOW COST PROVIDER OF NATURAL GAS. 

Atmos is the largest pure natural gas distribution company in the United States. It deliv- 

ers gas to approximately 3.1 million residential, commercial, industrial and public- 

authority customers in 12 states. Atmos 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 Frank- 

lin, Tennessee (I(entucky/Mid-States division). In addition, Atmos has an operating divi- 

sion consisting of a regulated intrastate pipeline that hc t ions  only within the state of 

Texas. 

Atmos’ corporate offices are located in Dallas, Texas and provide services such as ac- 

counting, legal, human resources, rate administration, procurement, information technol- 

ogy and customer support centers. These centralized services are shared with the other 

Atmos 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 ser- 

vices that would be required if each division was a stand-alone company. Atmos 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. PRINCXPAL FACTORS FOR TEUS RATE APPLICATION 

WHY DID THE COMJPANY FILE TIIIS CASE? 
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13 
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The Company is requesting that the Commission approve new distribution rates that will 

provide revenues equal to our cost of service, including a reasonable return on invest- 

ment. 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. 

WHXN DID THE COMPANY’S CIJRRl3NT RATES BECOME EFFECTIVE? 

The Company’s current rates were established by the Commission in Docket No. 2006- 

00464, which was filed on December 28,2006, and decided by the Commission’s Order 

dated July 3 1,2007. The 2006 rates were designed to produce a revenue increase in the 

amormt of $5,500,000 in accordance with the Commission Order. The revenue require- 

ment that Atrnos requested in the 2006 rate case was $10,405,936. 

ARE THE DISTRJBUTION RATES CIJRRENTLY JN EFFECT PROVIDING 

SUFFICIENT =VENUES? 

No. Although Atmos operates very efficiently and is proud to have the lowest distribu- 

tion charges for residential customers of d e  major natural gas providers in Kentucky 

(please see Normal Residential Bills chart), our current rates are not providing a fair re- 

turn on the Company’s investments. 
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Normal Residential Bills 
(October 2008 -September 2009) 

$1,400r-- --1 

8 

9 

10 Q. 

11 

Amos Energy A 0 C a 

Amos’ present calculated rate of return on rate base is only 5.88%. Two primary factors 

contribute to the current revenue deficiency. First, because of changes in the market, our 

authorized rates will not produce in the coming year a level of revenues equal to that au- 

thorized in our previous rate case. Second, as discussed in the testimony of Company 

witnesses Christopher Felan and Greg Waller, the cost of providing service has increased. 

Consequently, we me seeking timely and adequate rate relief in order to maintain the cur- 

rent high-quality, safe and reliable service OUT customers expect. 

WHAT RATE OF RETURN ON RATE BASE IS ATMOS REQIJESTING IN THIS 

RATE APPLICATION? 
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Atmos is asking the Commission to approve new rate schedules that would increase 

revenues to provide an overall rate of return on rate base o f  9.00% on the test year rate 

base o f  $184,697,058- 

WHAT IS TLiE AMOUNT OF THE RATE ZNCREASE: THAT ATMOS IS SEEK- 

ING IN THIS RATE APPLICATION? 

Atmos is seeking approval to increase its rates to recover approximately $9,486,033 in 

additional revenues. For an average residential customer, the total bill increase would be 

$4.20 per month. 

HOW DO YOU SUGGEST THAT NEW RATES RECOVER THE DISTRIBU- 

TION REVENUE INCREASE? 

Although rate design issues are addressed in greater detail in the testimony of others, it is 

very important that this Commission not increase the amount o f  revenue that is at risk of 

recovery through volumetric rate components. Virtually all of a natural gas local distri- 

bution company's costs of service (other than the costs of gas, which are not recovered in 

base distribution rates) are fixed, as opposed to variable. By fixed, I mean that the costs 

do not increase or decrease as the volume of natural gas delivered to our customers in- 

creases or decreases. At the same time, under OUT existing rate structure, the majority of 

distribution rate revenues are recovered through volumetric rate components. Conse- 

quently, I believe that the Commission should approve the proposed rate design which 

improves the ratio between margins recovered through monthly charges and volumetric 

rates by a modest 7%, thereby malcing the company less affected by customer conserva- 

tion and efficiency efforts. 
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Q. CAN YOU DESCRIBE THE CHANGES JN MARKET CONDITIONS THAT 

GrvE RISE TO THIS RATE JTLING? 

A. Yes. We have experienced a decline in both the amount of natural gas used by 

our customers and in our customer base. Our industrial and transportation Customers 

have especially been affected by the recession. Those most affected were our customers 

in the automotive industry and their related suppliers. As more fully described by Com- 

pany witness Mr. Gary Smith, the gross margin for our industrial sales and transportation 

customers is more than $1,000,000 lower than reflected in Case 2006-00464. The num- 

ber of new customer meter sets we experienced declined by over 20% from Fiscal Year 

(FY) 2008 to the end of FY 2009. The number of residential ciistomers on OUT system 

continues to decline and has dropped by nearly 500 from Fiscal Year 2008 to Fiscal Year 

2009. The number of commercial customers on our system has declined by nearly 130 

during the same period. As more fully described by Company witness Mi. C~ary Smith, 

we also continue to experience a declining use-per-customer trend €or residential, com- 

mercial and public authority customers. Thus, even if our costs of providing service were 

as low today as the commission determined to be appropriate in Docket No. 2006-00464 

our existing rates would cause the Company to under recover. 

Q. YOU STATED THAT MOST NATURAI, GAS DISTRTBUTION CONlPANTES IN 

THIS COUNTRY ARE EXPERIENCING SIMILAR DECLINING USEPER- 

CIJSTOMER AND DECLINING NUMBER OF CUSTOMERS. HAVE OTEJER 

COIMMISSIONS APPROVED RATE M E W S M S  OR RATE DESIGNS THAT 

ADDFESS TRESE ISSUES? 
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Yes, however, Atmos is not proposing such a mechanism in this proceeding. Various 

innovative rate mechanisms and rate designs have been adopted across the nation to ad- 

dress these issues. Decoupling mechanisms, which are rate mechanisms that permit a 

natural gas distribution company to collect authorized levels of revenue without regard to 

the volume of natural gas delivered, have been approved in 18 jurisdictions. Similar pro- 

posals are currently pending in 2 jurisdictions as of the date of this fling. Moreover, 8 

companies within 6 jurisdictions have approved rate stabilization plans, wherein adjust- 

ments are made to address the differences, if any, between the authorized level of reve- 

nues and the amounts actually collected. 

FLAW SUCH MECFIAMSMS BEEN SUCCESSFULL IN JURISDICTIONS 

THAT ATMOS SERVES? 

Yes. Specific examples of actions taken in other jurisdictions where the Company oper- 

ates would include Mississippi, Louisiana, Texas and Virginia. In Mssissippi and in 

Louisiana, utilities file prescribed information based on an annual period for review. De- 

pending on the utility, its respective tariffs and the Commission Staff’s findings, a rate 

stabilization factor is adjusted to provide for additional revenue or to return additional 

revenue to the customer. In most of the Company’s Texas service territory, the Company 

makes an annual filing with the regulatory authority pursuant to a Rate Review Mecha- 

nism (RRM) tariff. The regulatory authority reviews the Company’s filing and rates are 

subsequently adjusted. The RRM is currently in the second year of a three year trial pe- 

riod. Similar to the approaches in Mississippi, Louisiana and Texas, Virginia requires 

utilities to file prescribed information based on an annual period for review. Rates are 
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adjusted asymmetrically downward only. If a utility is under-earning, it can file an expe- 

dited case for relief as an alternative to a general rate application. 

DO YOIJ RELIEVE, A S I M I L A R  MECHANISM WOULD RE APPROPRIATE 

FOR THE COIMPANY’S KENTIJCJCY OPERATIONS? 

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

Company operates would provide for a regularly scheduled rate review that will be less 

costly and adjust the rates annually in a more expedited manner to actually achieve the 

result contemplated by the Com.mission’s rate orders. We respectfUlly request that the 

Commission continue to study and explore the relative merits of these mechanisms 

through a cooperative efTort involving the Stag Atmos and other interested parties. 

IS ATMOS SEEKLNG APPROVAL OF A PIPE RIEPIAACEMENT PROGRAM IN 

THIS FILING? 

Yes. As described in more detail by Company witness Mr. Napier, our delivery system 

has approximately 250 miles of bare steel transmission and distribution main and service 

lines. We are proposing a systematic approach to replace this aging infrastructure over a 

fifteen year period. This program will allow Atmos to continue providing safe and reli- 

able service to ow 170,000 customers while providing the Company with a mechanism to 

reflect the program costs in a timely manner. 

IS ATMOS SEEKING APPROVAL TO RECOVER GAS COSTS INCLIJDED IN 

UNCO1,LECTIBLE ACCOUNTS TFIROUGH THE MONTEILY GAS COST AD- 

JUSTMENT (GCA)? 

Yes. As described more fully by Company witness Mr. Gary Smith, the Company is 

currently authorized .to recover a certain amount for uncollectible accounts in base rates. 

This method of recovery will inevitably cause Amos to either under collect or over col- 
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lect these costs because they can never been estimated with complete accuracy, particu- 

larly given the recent volatility in gas costs. Further, I believe that the recovery of these 

costs via the GCA eliminates the risk that the amount set in base rates is not reflective of 

current or future periods. 

PURSUANT TO I(AR 5:001(9)(a), PLEASE EXPLAIN HOW THE COMPANY Q. 
WORKS TO ACRIEVE LMPROVEIMlENTS IN ITS EFFICIENCY AND PRO- 

DUCTIVIY. 

In Case No. 2006-00464, we described in detail the substantial investments that the 

Company has made over the past several years to ensure that it provides the best and 

most efficient customer service possible. The investments in these technologies include 

our Customer Support Center, Banner billing software, Information Technology software 

and Business Process changes. Each of these investments has served to enable the Com- 

pany to be more productive and provide the best possible service at the lowest possible 

price. These enhancements facilitate customer service through the streamlining of billing 

inquiries and service orders, allow for efficient billing and processing of customer pay- 

ments and provide support to the Company’s Customer Support Center. This technology 

continues to provide ratepayers with many benefits including: 

A. 

- Availability of customer service representatives 24 hours a day, seven days a 

Enhances ability to respond quickly to leaks and other safety related events. 

Faster response to service requests. 

More efFicient use of labor and materials. 

Ability for customers to make check and credit card payments by telephone. 

Enhancements to Company’s ability to monitor quality of customer service. 

week. 
- 
- More accurate bills. 

- 
- 
.. 
- 

Q. 
AND IMPROVED CIJSTOMER SERVICE? 

HAVE TFfiESE E m C E m N T S  CONTRIBUTED TO MORE EFFICIENT 

A. The investment that the Company has made in enhanced technology has been a 

driving force behind its continued success as a low-cost, high-quality provider o f  natural gas 

Yes. 
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2 

3 

4 costs and operate efficiently. 

5 

service and the Company is continuing to experience the benefits of this investment as evidenced 

by the fact that it has the lowest distribution charge for residential ciistomers of any of the major 

natural gas providers in Kentucky. The Company is continuing striving to find ways to lower 

6 V. INTRODUCTION OF lVITNESSES 

7 Q. PLEASE IDENTIFY TEIE OTEI3ER WITNESSES SPONSORING TESTIMONY IN 

8 THIS PROCEEDING? 

9 A. In addition to my testimony, Atrnos will present the direct testimony and exhibits of 8 

10 witnesses. 

11 Gary L. Smith, Director of Rates & Regulatory Affkirs for Atmos Energy Corpo- 

12 ration, is filing testimony providing a overview of the Company’s customer base in Ken- 

13 tucky and market trends since 2006; describing the methods used to forecast Company’s 

14 revenues and volumes as they relate to the base period and test period in this case; pre- 

15 senting the test period forecast of revenues and volumes; and presenting the rates and 

16 various tarig changes proposed by the Company including a Pipeline Replacement Pro- 

17 gram and the recovery of bad debt gas costs through the Gas Cost Adjustment (“GCA”) 

18 mechanism. 

19 Gregory K. Waller, Vice President of Finance for the KenSuckyMd-States Divi- 

20 sion, is presenting testimony concerning the Operating and Maintenance (O&M) expense 

21 budgeting process used by the Company; the control and the monitoring of O&M vari- 

22 ances by the Company; the forecasted test year budget for O&M, depreciation expense, 

23 

24 

and taxes other than income taxes incurred directly by the Company’s Kentucky opera- 

tions as well as allocated to Kentucky from the Kentucky / Mid-States General Office and 
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Shared Services [Jnit; and the necessity for the Pipe Replacement Program (PW) &om a 

financial perspective and the annual process to be followed in the PRP. 

Christopher Felan, Manager of Rates and Regulatory Aff?i&s for Atmos Energy 

Corporation, is responsible for the calculation of Company’s revenue deficiency and rate 

base. He also presents certain ratemaking adjustments to the Company’s case. 

Earnest B. Napier, Vice President Technical Services of the KY/Mid-States Divi- 

sion provides testimony regarding the Company’s capital expenses and the engineering 

and operational aspects of the pipe replacement program. 

Daniel Mezierre, Director of Accounting Services for Atmos Energy Corporation, 

is filing testimony regarding the historic books and records of the Company and the in- 

tegrity of the financial Momation in this case. He also provides testimony concerning 

the Company’s Cost Allocation Manual (CAM), which describes the methodology for 

shared services cost allocations. 

Laurie M. Sherwood, Vice President, and Treasurer of Atmos, sponsors the Com- 

pany’s capital structure and cost of debt for use in setting rates in this proceeding. 

Dr. James Vander Weide testifies regarding Atmos’ cost of capital and recom- 

mends a rate of return that is appropriate to be used in setting rates for Atmos in this pro- 

ceeding. 

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

cost of service study. 

‘VI. CONCLUSION 

DO YOU HAVE ANY CLOSING RIEM.ARKS? 
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10 A. 

Yes. ‘It is my opinion that the rates requested in this filing are just, reasonable, and in the 

public interest and I would encourage the Commission to provide prompt and adequate 

rate relief. The costs of providing service in Kentucky have increased, dong with the 

costs of other goods and services since our last rate adjustment. At the same time, both 

the distribution revenue per customer and the number of customers have continued to de- 

cline. The Company’s ability to continue to provide safe, reliable distribution service re- 

quires new rates that will produce revenue, including a reasonable return on the Com- 

pany’s investment, consistent with the requests contained in this application. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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I. INTRODUCTION 

PLEASE S T A m  YOUR NAME, POSITION AND BUSINESS ADDRESS. 

My name is Gary L. Smith  I am Director - Rates and Regulatory Affairs for 

Atraos Energy Corporation (L(Atxnos Energy” or the “Company”). My business 

address is 5420 LRJ Freeway, Dallas, Texas, 75240. 

PLEASE BRIEFLY DESCRTRE YOUR CURRENT RESPONSTBILITIJ3S, 

AND PROFESSIONAL AND EDUCATIONAL BACKGROUND. 

In March 2008, I assumed my current position, In this role, I am responsible for 

planning and implementing strategies to assure that the Company’s tariffs and 

services provide a reasonable opportunity to achieve profitability. Previausly, I 

served briefly as Director of Customer Revenue Management in Dallas. Prior to 

that, through May 2007, I served as Vice President-Marketing and Regulatory 

Affairs for the Company’s Kentucky/Mid-States operations, where 1 was 

responsible for rates and regulatory affairs, as well as for directing the marketing 

plans and strategies for natural gas utility markets in that division. 

I am a 1983 graduate of the University of Kentucky, with a Bachelor of 

Science degree in Civil Engineering. I have worked for Atmos Energy 

Corporation or its predecessor, Western Kentucky Gas Company, since 1984, 
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serving in a variety of technical and supervisory positions. In 1998, I was named 

Vice President-Marketing for the Kentucky Division and added the 

responsibilities of Vice President-Regulatory Affairs in 2003. I have also served 

on numerous corporate-wide c o k t t e e s ,  and am a past-chair of Atmos Energy’s 

Utility Marketing Council, a group responsible for corporate wide market 

development policies. I have been active in numerous civic and community 

organizations and associations relating to the natural gas industry. 

Recently, I served as chairman of the Utilization Technology 

Development, NFP Corporation and previously served as chair of the Strategic 

Marketing Committee for the American Gas Association. 

FLAW YOIJR EVER SITBMITTED TESTIMONY BEFORE THE 

KENTUCKY PUBLIC SERVICE COMMISSION? 

Yes, I have served as witness in a number of Caes  in recent years, including the 

Kentucky division’s most recent comprehensive rate case (KPSC Case No. 2006- 

00464), in which I served as witness responsible for revenues and rate design. 

Other Kentucky cases included an application for approval of a third party gas 

supply agreement (KPSC Case No. 2006-00194), an extension of the Company’s 

performance based ratemaking (‘TBR”) tariff (KPSC Case No. 2005-0032 I), an 

extension of the Company’s WNA mechanism (KPSC Case No. 2005-00268), an 

extension of a demand-side management (‘DSM’) program (KPSC Case No. 

2005-005 15), annual hedging plans (KPSC Case Nos, 2006-00177, 2005-001 75 

and 2004-00142), and an extension of the margin loss recovery mechanism 

(KPSC Case No. 2003-00305). 

In 1999, I served as the witness responsible for revenues and rate design in 

a comprehensive rate case (KIPSC Case No. 1999-070). In 1997, I participated as 

a witness in a hearing on the matter of “Petitions of Western Kentucky Gas 

Company for Approval and Confidential Treatment of a Special Contract 

Submitted to the Kentucky Public Service Commission”, KPSC Case Numbers 

1996-096, 1996-1 13,1996-185,1996278, 1996-295 and 1996-424. 
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HAVE YOU TESTIFIED ON MATTERS BEFORIE OTHER STA'IX 

REGULATORY COMMISSIONS? 

Yes, before the Georgia Public Service Commission, the Tennessee Regulatory 

Authority, the Kansas Corporation Commission, the h4ssow-i Public Service 

Commission, and the Railroad Commission of Texas. 

ARE YOU SPONSORING ANY OF THE FILING RElQUIREMENTS IN 

THIS CASE, AND, IF SO, WHICH RIEQULRE~NTS? 

I am sponsoring the following filing requirements: 

FR 1 O( l)(b)7 

FR 1 O( l)(b)8a 

FR 10(9)(c) 

FR 10(9)(h)l 

FR 10(9)(h)8 

FR 10(9)(h)14 

FR 10(9)(h)15 

FR 10(9)(i) 

FR 1 O( 1 O)(c) 

FR 10(1O)(d) 

FR lO(lO)(i) 

FR. lO(lO)(k) 

FR 10(10)(1) 

FR 10(1O)(m) 

FR 10(1 0)(n) 

Proposed T d i n  compliance with 807 KAR 5:Oll 

Present and Proposed Tariff5 in Comparative Form 

Factors Used in Preparing the Utility's Forecast Period 

(Revenued Volumes) 

Operating Income Statement (Revenues) 

Mix of Gas Supply 

Customer Forecast 

Mcf Sales Forecast 

Most Recent FERC or FCC Audit Reports 

Operating Income Summary for Both the Base Period and 

Forecasted Period (Revenue) 

Summary of Jurisdictional Adjustments 

Comparative Income Statements 

Comparative Financial Data for Ten (10) Most Recent 

Calendar Years, the Base Period and Forecasted Period (Sales 

Volumes) 

Narrative Description and Explanation o f  All Proposed Tariff 

Changes 

Revenue Summary for Both the Rase Period and Forecasted 

Period 

Typical Bill Comparison T Jnder Present and Proposed Rates for 

All Customer Classes 
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DO YOU ADOPT THESE FILING REQUIREMIZNTS AND MAKE THEM 

PART OF YOUR TESTMONY? 

Yes. 

WHAT IS T€€E PURPOSE OF YOIJR PREPARED DIRECT TESTIMONY 

IN THIS PROCEEDING? 

My testimony has four primary purposes: (1) to provide an overview of Atrnos 

Energy's service area in Kentucky, its customer base, and market trends we have 

experienced since 2006; (2) to describe the methods used to forecast Atmos 

Energy's revenues and volumes as they relate to the base period and test period in 

this case; (3) to present the test period forecast of revenues and volumes; and, (4) 

to present the rates and various tariff changes we propose, including a Pipe 

Replacement Program and the recovery of bad debt gas costs through the Gas 
Cost Adjustment ("') mechanism. 

TI. OVERVIEW OF SERMGX AREA AND CUSTOMER BASE 

WEUT ARl3 TFlE COMPANY'S PRIMARY Q B J E C m S  IN ITS 

KENTUCKY OPERATIONS? 

Our primary objective is to meet or exceed the expectations of our customers, 

shareholders, employees, reguIators and other key stakeholders. 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 lowest or second lowest in the state. We strive to provide excellent 

customer service, provide safe and reliable delivery of natural gas service, be a 

good corporate citizen in the communities we serve, and for this state in which we 

have operated since 1934. 

PLEASE DESCRIBE TFE MAKEUP OF ATMOS ENERGY'S CuRRF,NT 

C'IJSTOMER BASE IN KENTIJCKY. 
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Atmos Energy currently serves 172,300 customers throughout its service area 

extending from western to central Kentucky. Residential class customers account 

for the vast majority of meters, at approximately 152,900. Atmos Energy’s 

natural gas deliveries totaled 40.6 Bcf per year during the 12-month period ending 

June 2009. 

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

class customers, with industrial sales and transportation volumes accounting for 

nearly 60% of Atmos Energy’s annual throughput during that 12-month period. 

The region served by Atmos Energy is somewhat economicalIy dependent on the 

well-being of these industries, as is Atmos Energy through its requirements for 

operating margin under current rate designs. 

Although the industrial class accounts for the majority of total annual 

deliveries, it is important to note that it is the residential class that primarily drives 

Atmos Energy’s growth capital investment, constituting the vast majority of the 

Company’s annual funding requirements for the extension of pipelines. 

HAS THE COMPANY EXPERENCED GROWTH IN RECENT YEARS? 

No. Core markets of residential, commercial and public authority sales have not 

exhibited growth in recent years. While Atmos Energy invests capital to extend 

service to more than 1000 newly constructed homes and businesses each year, 

we are actually losing existing customers at a rate greater than these additions. As 

indicated in the graph an Chart GLS-1 below, despite the addition of customers to 

our system each year referenced earlier in my response, the average number of 

active residential customers has dropped more than 3000 since fiscal year 2000. 

In the past four years, the rate of net loss has been nearly 400 residential 

customers per year. Losses in commercial customer counts are also evident in the 

past two years. 
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Average Actke Residential Customers 

FY 2000 FY 2~10.1 FY 2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 I 
Residential customers also continue to exhibit a decline in average, weather 

normalized usage, which the Company first noted in its 1999 comprehensive rate 

case filing. Chart GLS-2 below shows the average weather adjusted residential 

usage for the same period. 

Chart GLS-2 

Average Residential Consumption, in Mcf 
(Weather Normalied) 

I FY 2000 FY2001 FY2002 FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 

In recent months, the Company has experienced a dramatic downturn in 

the industrial and transportation markets. The general economic downturn has 
been especially difficult for automotive-related industries and durable goods 

manufacturers and suppliers that comprise our base of large consumers. I will 
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summarize these markets later in testimony as I contrast our proposed billing 

determinants with those authorized in Case No. 2006-00464. 

Basically, I believe the experiences of the past several years have 

demonstrated that our customers do have choices - ranging from conservation to 

suspension of service altogether. I will describe more fully the impact of these 

and other consequences later in this testimony, as it relates to revenue forecasts 

and rate design. However, I conclude that it is more important than ever that the 

Company’s interests be aligned with those of our customers. 

III. PROCESS OF FOREXASTLNG OF REVENUE23 AND VOLUMES 

PLEASE DESCRIBE YOXR ROLE IN TJ3E PORECASTING OF 

REVENUES AND VOLKJMES FOR ATMOS ENXRGY’S BUDGETS. 

Prior to assuming my current role, I have had primary responsibility for 

forecasting the volumes and revenues in Atraos Energy’s annual budget for its 

Kentucky operations. The process of developing these forecasts has become 

increasingly more refined over time. 

PLEASE DESCRISE TF€E GOALS OF FORECASTING REVENUIE ANI) 

VOLI JMES. 

The goal of revenue forecasting, kndamentally, is to provide an assessment of 

expected revenues for business planning purposes. The primary emphasis of the 

“revenue” budgeting 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 

mechanism, are calculated only as a final step in the process, to forecast gross 

revenues. 

Revenue forecasting is an essential element of Amos Energy’s financial 

planning and affects our level of operating and maintenance expenses, capital 

investment, and cash flow requirements. 
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Q. 

A. 

Q* 

A. 

Q. 
A. 

Q- 
A. 

WHAT TYPES OF FACTORS ARE CONSIDERED IN ATMOS 

ENERGY’S REVENUE AND GROWTH FORECASTING PROCESS? 

The forecast process can be segregated into two steps. The first step is an analysis 

of revenue trends over recent years to determine a baseline reference. The second 

step is consideration of factors and issues expected to affect the budget period. 

First, the analysis o f  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 axe “weather- 

normalized” for each customer class. The HDD is a measure of the dif5erence 

between average daily temperature and a 65 degree Fahrenheit base. Tipon 

completing the analysis of historic data, customer growth and class usage trends 

may be identified. 

Second, consideration is given to any factors that could either continue or 

alter historical trends. These factors include: 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. 

negative affect upon historical revenue streams. 

WHAT TTME: PEFUOD TYPICALLY FORMS TRIE BASIS FOR 

REVENIJE AND VOLUME FORECASTS? 

Forecasts are typically prepared for Atmos Energy’s fiscal year, which runs from 

October 1 to the following September 30. 

W A T  IS THE BASE PERIOD FOR THIS CASE? 

The base period is January 2009 through December 2009. 

WHAT IS TJ3E FORECASTED TEST PERIOD FOR THIS CASE? 

The forecasted test period for this case is April 1,2010 to March 31, 201 I .  This 

period is largely determined by the date of our filing. 

Considered individually, these factors may have either a positive or 
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Q. DID THE COMPANY UTILIZE ITS TYPICAL R1EvlEME: BUDGETING 

PROCESS TO DEWCLOP TEE BASE PERIOD AM, FORECASTED 

TEST PERIOD REVIENUES? 

No. Although the simple two-step process of historical review and consideration 

of forward-looking factors is the same, the mntxal 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, 2009. This 12-month period serves as a 

“reference period” upon which forward-looking adjnstments may be applied, 

ultimately resulting in a forecast of billing determinants for the test year period of 

April l,2010toMarch31,2011. 

HOW WAS TEE DATA POR TEE FUXFEFUXNCE PERIOD GATHEmD? 

The unadjusted data for the reference period reflects the actual billing units and 

margins for all services during the twelve months ending June 30, 2009. This 

data was gathered Erom billing system reports for that period. Exhibit GLS-1 

attached hereto provides the actual monthly billing units and volumes by class of 

service for the reference period ending June 30,2009. 

WHAT STEPS WERE TAKEN TO FORECAST THE FIJTIJRE TEST 

YEAR FROM TRE BASELINE REFERENCE PERIOD? 

First, the Company assessed appropriate pro-€orma adjustments to the reference 

period to: 1) reflect known and measurable service contract changes, load 

changes, new plant and plant closings, and 2) adjust fjnn residential, commercial 

and public authority volumes to correlate to normal HDD’s. 

A. 

Q. 
A. 

Q. 

A. 

Then, forward-looking adjustments were considered to account for: 1) net 

customer growth or losses, and 2) changes in firm residential, commercial and 
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public authority classes attributable to long-standing conservation and energy 

efficiency trends. 

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

Exhibit GLS-2 attached hereto. 

Q. PLEASE DESCRIBE THE ADJUSTMENTS TO THE REFERENCE 

PERIOD, INCLUDING KEY ASSUMPTIONS, FOR ITWUSTRIAL 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 customer added midway through the 

reference period would not be representative of its forecast test period 

requirements. Adjustments were also made for plant closings, expansions or 

reductions, and contract changes altering a customer’s service type or rate 

schedule. These adjustments ensured that known, measurable and anticipated 

changes in industrial sales and transportation were reflected in our test period 

forecast, Exhibit GLS-3 attached hereto summarizes the impact of industrial 

contract and volume changes, by service type. 

A. 

Q. PLEASE DESCRIBE THE PROCESS EMPLOnD TO DETERMINE TElE 

ADJUSTMENT FOR ‘WEATHER VARIANCES DURING TIrI3E 

REFERENCE PERIOD. 

Adjusting for variances fram normal weather is a common practice. The 

methodology for determining composite degree days was based on a process 

instituted originally in Case No. 1999-070, with the composite calculated 

weighting weather data from Paducah, Lexington and Louisville, KY, Evansville, 

IN and Nashville, TN. The composite normal heating degree days were based 

upon the same weighting of the five weather stations, applying the National 

Oceanic and Atmospheric Administration (‘WOAA”) normal HDDs as reported 

for the 30-year period of 1971 to 2000. Exhibit GLS-4 attached hereto 

summarizes the monthly weather adjustment to the reference period resulting 

fiom the 2.8% warmer than normal period. Pages 2-4 of Exhibit GLS-4 provide 

A. 
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Q- 

A. 

Q. 

A. 

Q. 

A. 

details of the calculations of the respective weather adjustment for the weather 

sensitive residential, commercial and public authority classes. 

HOW ARE WEATIIER NORMALIZATION ADJUSTMENT (“WNA”) 

REVENUES FACTORED INTO THE WIEATI-IIER ADJIJSTMENT? 

For this purpose, WNA revenues are ignored The weather adjustment calculates 

the normalized volumes associated with normal weather, which will be priced out 

to demonstrate weather normalized revenues. Actual WNA revenues compensate 

for only a portion of those variances; those occurring during the ‘WNA billing 

months of November 1 through April 30 each winter. The weather adjustment is 

intended to normalize the entire 12 month period. 

PLEASE DESCRIBE IN DETAIL T€lE RIXSTORICAL DATA 

CONSIDERED IN THE REWNUE AND VOLIJME FORECASTING 

PROCESS. 

To assess key historical trends necessary for the forecast, h c i a l  statistics for 

nearly 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 fiom normal weather, based 

on the current HDD composite and normal basis. 

Based on the historical data, trends were noted for the customer coimt, net 

annual growth and weather normalized adjusted volumes per customer for 

residential, commercial and public authority classes. 

PLEASE DISCUSS THE HISTORICAL TRENDS OBSERVED AND THE 

ASSfTMPTIONS IJSED IN THE DEVELOPMENT OF THE FORECAST 

TEST PERIOD BUDGET STARTING WITH NET CUSTOMER 

GROWTH. 
As stated earlier, core markets of residential, commercial and public authority 

sales have not exhibited growth in recent years. In the past four years, the rate of 

net loss has been nearly 400 residential customers per year. Based upon this 

recent trend, we have assumed an annual loss of 400 residential customers from. 

the reference period to the test year. Despite modest recent losses in commercial 
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customer counts, we have assumed 0 net commercial and public authority 

customer changes from the reference period to the test year. 

WHAT IS THE ASSTJMPTION FOR PUTTTRE DECLINING USE TRENDS 

AS IT RELATES TO TFE TEST YEAR? 

In Cases 1999-070 and 2006-00464, Atmos Energy noted the long-stauding trend 

of declining customer usage. Chart GLS-2, shown earlier in testimony, 

demonstrates that the trend has continued. The trend-line for the past nine years 

shows an average decline of approximately 1.6 Mcf per year per residentid 

customer. For purposes of forecasting hfme periods, we have assumed an 

annualized rate of decline o f  1.5 Mcf per year per residential customer. Rased on 

similar analyses of commercial and public authority usage trends, we have 

included annualized rates of decline of 3 Mcf and 6 Mcf per customer 

respectively for those classes of iim sales. 

WEIAT WERIC THE ASSUMFTIONS FOR SERVICE CHARGES AND 

TFIE LATE PAYMENT FEES? 

We forecast the transaction-based service charges to remain flat, equal to the 

experience in the twelve month reference period ending June 2009. 

Q. 

A. 

Q. 

A. 

Late payment fees were first adopted in Case 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. Rased upon the correlation for the past few years, we estimate 

late payment fees at a ratio equal to 0.87% of the total projected residential, 

commercial and public authority class revenues. 

HOW WERE GAS COSTS PROJECTED FOR TFlE TEST YEAR? 
Based upon the sales volumes projected, projected gas supply prices as stated in 

current NYh4EX futures, and applying the Company's seasonal plans for storage 

injections and withdrawdls, we modeled the forward periods to estimate the gas 

costs to be recovered through future GCAs. This method was first created in 

conjunction with Case 1999-070, and has been refined over time to simulate 

interstate pipeline demand and commodity costs, retention and other items 

Q. 
A. 
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recoverable through the GCA. This model was also utilized in the determination 

of storage cost balances for forward periods. 

Tv. TEST PERIOD FORECASTS OF REVENUES AMD VOLUMES 

WAS THE FOFtECASTING PROCESS PREVIOUSLY DESCRIBED "ITJlC 

BEST METHOD TO USE FOR THE DEVELOPMENT OF THE TEST 

YEAR. VOLUME AND REYEME FORECAST IN TEUS 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. Again, Exhibit GLS-2 attached hereto summarizes each step of 

the process and applies current rates to the derived billing determinants. Exhibit 

GLS-5 summarizes the billing determinants for each month of the test year. 

AFmR ADJUSTMlENTS FROM T€JE REFERENCE PERIOD, WHAT IS 

TITlE PROJECTED FINANCIAL PEWORMANCE OF TEIE COMPANY 

IN TEDC FORECASTED TEST YEAR? 

Atmos Energy's forecast of total gross profit for the forecasted period is $53.7 

million. At this level of revenue, the Company wauld e m  a 4.94% return on 

shareholder equity, well below investor expectations of 1 1 .OO% as set forth in the 

testimony of Dr. Vander Weide. An additional gross profit of nearly $9.5 million 

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

PLEASE COMPARE FORECASTED REVENUES TO THE REVENUES 

APPROVED N CASE NO. 2006-00464. 

The Company has seen a universal decline in grass margin by class of service. In 

Case No. 2006-00464, the approved gross margin was $55,569,508. Our test year 

forecast in this Case, at current rates, produces an annual gross margin of 

$53,704,975. 

As shown in the table below, core market sales to residential, commercial 

and public authority classes is nearly $400,000 below the gross margin set in the 

previous Case. Oross margin for industrial sales and transportation is more than 
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$1,000,000 lower than reflected in Case 2006-00464. And, other revenues 

attributable to service charges and late payment fees are nearly $400,000 lower 

than established in Case 2006-00464. 

Case 2006- Case 2009- 
00464 00353 Change --- 

Residential Sales $29,247,887 $28,99 1,906 ($255,981) 
Commercial Sales 10,580,878 10,552,716 (28,162) 
Public Authority Sales 1,879,247 1,764,360 (1 14,887) 
Industrial Sales 1,052,714 727,5 16 (325,198) 
Transportation 10,060,116 9,3 12,9 10 (747,206) 
Other Revenue 2.748.666 2,355,566 13 93,100) 
Total 5 5,569,508 53,704,975 (1,864,533) 

PLEASE REVIEW THE. CHANGES Izy TNDUSTIUAL SALES AND 
TRcUVSPORTATION MARKETS SINCE CASE 2006-00464. 

As stated earlier in testimony, the Company has seen a dramatic decline in the 

industrial sales and transportation markets. The approved billing units in the prior 

case included 27.6 Rcf per year for industrial sales and transportation services; the 

forecast test year in this Case reveals a volume of only 23.3 Rcf. 

V. PROPOSED RATES AND RATE STRUCTURES 

W U T  ARE THE PRlMARY RATE DESIGN OBJECTIVES OF ATMOS 

ENJ3RGY IN THIS CASE? 

As stated earlier in my testimony, Atmos Energy’s primary objective is to meet or 

exceed expectations of our customers, shareholders, employees, regulators and 

other key stakeholders. More specifically, we wish to retain our heritage as a 

low-cost efticient natural gas service provider and provide excellent customer 

service, safe and reliable delivery of natural gas, and be a good corporate citizen 

in the Kentucky communities we serve. Our rate design should support these 

objectives. 
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To that end, Amos Energy is proposing certain rate design features which 

remove avoidable uncertainties for customers, shareholders and regulators 

inherent to our traditional rate stnictures. 

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

1)  Introduce a Pipe Replacement Program mechanism to replace existkg 

infrastructure that has served its useful life. 

2) RebaIance the fixed and variable elements in our distribution rates to more 

accurately reflect the underlying cost characteristics of our service; mitigate 

the depletion in revenue caused by declining residential and commercial 

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

3) Remove the gas cost portion of bad debt write-offs from base rate expenses to 

recovery through the GCA. Gas costs have varied dramatically from year to 

year, due both to price and weather-driven customer volumes. Since bad debt 

write off expenses tend to track the level of gas costs, setting a static expense 

level for bad debt gas costs in this Case introduces unnecessary recovery risks 

for our customers and the Company. 

PLEASE EXPLAIN Tl3E OBJECTIVE OF THl3 PROPOSED PIPE 

REPLACEMENT PROGRAM l M E C m S M .  

First of all, we propose this fbture mechanism because we believe it supports the 

company’s historic legacy of operating a safe and reliable system in Kentucky 

while maintaining excellent customer service. 

The Pipe Replacement Program (“PRP”) mechanism would, in essence, 

provide a mechanism to replace all existing bare steel within the Company’s 

system. The Company has already replaced all cast iron facilities. The PRP 

would also include replacement of service lines, curb valves, meter loops, and any 

mandated relocates. The Company plans to replace such assets over a fifteen (1 5) 

year period. The PRP anticipates a beginning date of April 1,201 1 and estimates 

a cost of approxhately $124 million. Annual replacement cost may vary fiom 

year-to-year depending on size and location of the pipe replaced. Annual capital 

investment is expected to start at nearly $7 million. 
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WIBU DOES “E COMPANY BELIEVE THE PRP IVIECHANISM IS 

NECESSARY? 

We believe the PRP mechanism will provide benefits to the customer by avoiding 

the costly and resource-intensive process necessary to review adjustments through 

the traditional rate case process replacing it instead with a simple, straightforward 

and financially transparent process. 

Company witness Napier describes the technical benefits of the focused 

Pipe Replacement Program. 

DOES T€IE COMMlSSION HAVE AUTHORITY TO APPROVE SUCH A 

MECIBLhNXSM? 
Yes. Kentucky Revised Statutes Chapter 278.509 states that “. ..the Commission 

may allow recovery of costs for the investment in natural gas pipeline 
replacement programs which are not recovered in the existing rates of a regulated 

utility. No recovery shall be allowed unless the costs shall have been deemed by 

the Commission to be fair, just, and reasonable.’’ The Commission first approved 

such a program for The Union Light, Heat and Power Company (now Duke 

Energy Kentucky, Inc.) in Case Number 2001-092 on January 3 1,2002 for a three 

year term. The program was renewed in Case Number 2005-00042 on December 

22,2005. The Commission approval in Case Number 2005-00042 was upheld by 

the Kentucky Court of Appeals in Kentucky Public Sewice Commission and Duke 

Energy Kentucky, Inc. v. CommonweaIth of Kentucky, ex rel., Greg Stumbo (Ky. 

App. Ct. 2007-CA-001635-MR) on November 7, 2008. Most recently, the 

Commission approved a similar program for Columbia Gas of Kentucky, Inc. in 

Case Number 2009-00141 on September 18,2009. 

PLEASE EXPLAIN TJ3E CALCULATION OF THE ANNUAL PRP 

ADJIJSTMENT. 

The computation i s  a calculation of the return on the net change in plant 

investment attributable to the program, converted to an annual revenue 

requirement amount using traditional ratemaking theory and financial data to be 

approved in this proceeding. The annual adjustment wil l  be calculated by 
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determining the changes in return on rate base and recovery of expense associated 

with the PRP program. The first part of the annual adjustment calculation will 

determine the change in return on rate base associated with incremental PRP- 

related investments. The authorized rate of return, adjusted for income taxes as 

determined in this case, will be applied to the incremental PRP net rate base to 

calculate the allowed return on P W  related rate base. The second part of the 

annual adjustment calculation will determine the change in operating expenses 

associated with P W  related investments. The net change in return on rate base 

and recovery of expense associated with the PRP will be reflected in the PRP 

Rider. Any adjustments related to prior PRP filings would be added to or 

subtracted from the net change for the current year. 

WHAT 

AND MAINTENANCE COSTS? 

The Company expects that, over time, the PRP will result in a reduction in the 

Company’s operating and maintenance expense for those facilities that are 

replaced. The annual revenue requirement mechanism proposes to immediately 

pass on to customers the net reduction in maintenance costs which result f?om the 

program. 

HOW DOES T m  COMPANY PROPOSE TO TREAT DEPRECIATION 

EXPENSE IJNDER TEJE PRP RIDER? 
The aunual revenue requirement mechanism will reflect the depreciation expense 

on the new PRP-eligible plant that the Company installs to replace the existing 

facilities, and reflect the reduction in depreciation expense attributable to the 

mains and services that are removed from service. Depreciation expense on the 

PRP related plant will be calculated at approved depreciation rates. 

PLEASE PROVIDE AN EXAMPLE OF TBOE PRP CALCULATION. 

Below is an example calculation, based upon an incremental $6.75 million PRP 

investment:. 

THE EFFECTS OF THE PKP ON ATMOS’ OPERATING 
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1 Gas Plant $6,750,000 
2 Depreciation & Amortization ReSeNe (I 62,9501 
3 Net Gas Plant 6,587,050 
4 
5 Accumulated Deferred Income Taxes (1 74,550) 
6 Total Rate Base 6,412,500 
7 
8 Rate of Return [line 221 9.00% 
9 Required Operating Income [line 6 * line 81 577,125 
10 Operating Income At Present Rates [line 321 33,222 
11 
12 Deficiency [line 9 + line I O ]  61 0,347 
13 Tax Factor [line 401 61 .loo% 
14 Total Proposed Rate Adjustment $998,931 

Atmos Energy Corporation 
SAMPLE RATE ADJUSTMENT FOR PRP 

revenues determined in this Case). 

These calculations, applied to the preceding example, would result 

following rate adjustments: 

in the 

Monthly 
Customer Distribution 
Charge Charge per Mcf 

(3-1 , Residential $0.34 
G-1 , Non-residential 1.03 

G-2 Interruptible 5.07 $0.01 10 
T-3 Transporation 5 29  0.01 56 

0.0147 --I-. T-4 Transportation 5.07 _-- 
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ARE THERE O T m R  FXNANCIAL BENEFITS OF THE PRP THAT ARE 

NOT QfJANTIFIED XN THE RIDER? 

Yes. Any reduction in Lost & IJnaccounted for gas attributable to the facilities 

being replaced would automatically accrue to customers through the Company’s 

GCA mechanism. 

PLEASE EXPLAIN WHY TELlE COMPANY IS NOT PROPOSING A 

CUSTOIMER RATE STABILI2ATION MECHANISM AS IT DID IN THX, 

COMPANY’S PREVIOUS RA’IX CASE APPLICATION? 

W l e  the Company still believes that a rate stabilization mechanism represents 

the optimal process and the best mecha.nism for itself as well as its customers, the 

Company wanted to focus this case on the more pressing issue which is capital 

investment for aging inkastructure. 

PLEASE EXPLAIN WHY THE COMPANY IS PROPOSING TFIAT TFlE 

GAS COST COMPONENT OF UNCOLLECTIBLES SHOfJLD RE 

RECOVERED THROUGH THE GCA AS OPPOSED TO BASE RATES. 

Historically, prior to our 1999 rate case, gas prices were relatively stable over 

time. IJncollectibles expenses, in the context of a rate case, based upon test 

period uncollectibles expense or an average of such expenses over several years 

were generally considered to be a representative level of expense that the 

Company would experience on a going-forward basis. However, with the gas 

supply price volatility experienced in the past decade, averaging or projecting the 

appropriate level of uncollectibles to be included in the Company’s base rates is 

certain to produce a result that is either too high or too low. Neither scenario 

benefits the consumer or the Company. For deficiency calculation purposes, the 

Company has included $909,895 for recovery of uncollectible expense. The 

calculation of this amount is explained in the testimony of Company witness Greg 

Waller. If the Company’s proposal to recover these costs through the GCA is not 

accepted and actual uncollectibles are higher than calculated in this proceeding, 

then the Company will not have the opportunity to recover the excess 

uncollectible amount without filing another general rate case and including the 
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Q. 

A. 

Q* 

A. 

Q. 

A. 

higher amount in base rates. On the other hand, if uncollectibles are lower than 

calculated in this proceeding then customers will not have the opportunity to 

benefit from the lower amount and will pay more than the actual uncollectible 

amount because base rates are not set retroactively. 

DOES TFfE COMPANY EIAW THIS TYPE OF RECOVERY IN OTEER 

JURISDICTIONS? 

Yes. The Company is currently allowed recovery of the gas cost portion of bad 

debt in Tennessee, Virginia, Kansas, West Texas and Mid-Tex jurisdictions. 

These authorizations for moving recovery of these costs from base rates to the 

GCA have all come in recent years, since gas cost volatility has become an 

increasing challenge. Atmos Energy also has similar proposals pending in its 

Mississippi and Colorado jurisdictions. 

WHY SHOULD THE UNCOLLECTIBLE PORTION OF GAS COSTS BE 

TREATED DIFFERENTLY THAN OTRER EXPENSES 

TRADITIONAI,LY INCLUDED IN THIF: COMPANY’S COST OP 

SERVICE? 
There is a clear distinction between the uncoIIectible portion of gas costs and 

other expenses included in a company’s cost of service. The total bad debt 

expense is directly related to the total billings for residential, commercial and 

public authority accounts, which is largely driven by gas costs. Gas costs have 

exhibited much greater volatility in recent years due to national market issues 

beyond our local contsol. Providing for recovery of these gas costs through the 

GCA seems logical and eliminates the risk for customers and the Company that 

the level of expense set in base rates is too high or too law in future periods. 

WOULD ALLOFVING RECOWRY OF THESE COSTS THROUGH THE 

GCA CREATE A DISINCENTIVE FOR COMPANY TO AGGRESSIVELS 

PURSUE Tl3B RECOVERY OF BAD DEBTS? 

Absolutely not. Allowing recovery of the gas cost portion of bad debt does not 

create an incentive for the utility to deemphasize the collection of bad debts for 

two reasons. First, the Company would continue to have $218,323 included in its 
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became lax and more write-offs were to occur, the Company would be exposed to 

incremental margin losses above those included in our base rates. Second, 

pursuant to the Company’s proposal, when less than 100% of a written-off 

account is subsequently collected, priority is given to the gas cost portion and 

therefore the Company will still experience the loss of margin. Therefore, the 

Company would retain every incentive to remain vigilant and maintain tight 

collection practices. 

HOW DOES GIVING PRIORITY TO THJZ GAS COST PORTION OF 

BAD DEBT IMPACT THE COMPANY AND THE CUSTOMER? 

I will explain it with a brief example. Assume for purposes of the example that 

the Company has written off an account totaling $1,000. Of this amount, $200 is 

margin a d  $800 is gas cost. Subsequent to the account being written off, the 

customer agrees to pay $800 to have service restored. The Company would then 

put the customer on a payment plan for the remaining $200. Pursuant to the 

Company’s proposal, when the customer pays the $800, priority would be given 

to the gas cost that had been written off7 and thus this amount would be credited 

back to the PGA in its entirety for the PciA customer’s benefit. The Company 

would still be at risk for the $200 of associated margin. 

Q. 

A. 

Q. PLEASE SUMcMLARIm YOUR TESTIMONY ON THE ISSUE OF 

RECOVERY OF THE: GAS COST COMPONENT OF BAD DEBT 

THROUGH T€€E PGA. 

The historical practice o f  addressing the gas cost component of uncoUectibles in 

base rates no longer makes sense in this era of volatile gas costs. There is no 

reasonable mechanism to predict on a going forward basis what these 

uncollectibles will be based on past experience. We believe the Company’s GCA 

is intended to provide recovery of 100% of the costs it prudently incurs in 

procuring gas for its customers, no more, no less. Therefore, the Company 

believes that it should be authorized to recover the gas cost component of 

uncollectibles through its GCA mechanism. 

A. 
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Q. 
A. 

Q. 

A. 

Q* 

A. 

Q. 

A. 

ITAS THX COMCMISSION APPROVED A SIlMILAR PROPOSAL? 

Yes. 

Kentucky, Inc. in Case Number 2009-00141 on September 18,2009. 

The Commission approved a similar proposal by Columbia Gas of 

IS THE COMPANY PROPOSING ANY CHANGES TO ITS SPECIAL 

CHARGES? 

No. The Company updated its special charges in its 2006 rate case. The 

Company believes that since only a few years have past, existing charges are 

sufficiently recovering the respective service costs. 

HOW DID YOIJ DETER_MIIlVE THE MGNNER IN WHICH THE 

REVENUE DEFICIENCY WOULD BE SPREAD TO CLASSES AND TO 

FIXED ANI) VARIABLE BILLING COMPONENTS? 

Company witness Raab provided a Class Cost of Service study required pursuant 

to the Miniarum 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) can bear some portion of the 

requested increase. 

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

variable components, I believe that the mjority of the increase should be 

reflected in the fixed customer charge component of rates. 

WHY IS IT APPROPROPRLATE TO PLACE TFIE lMAJORITY OF THE: 

INClREASE IN TEJE FIXED MONTHLY CIJSTOMER CHARGE? 
The predominance of system costs are fixed and therefore are not tied to changes 

in overall volumetic deliveries. In fact, Mr. Raab’s analysis confirms this 

statement. 

Nevertheless, the Company is seeking to reflect new rates that retain 

volumetric (per Mcf) rates that are similar, or even slightly higher, than current 

and traditional rate structures. The Company proposes to recover most of the 

requested increase in the fixed monthly customer charges, while only modestly 
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increasing volumetric distribution charges. In this structure, the Company’s 

financial exposure to further conservation and energy efficiency improvement is 

not lessened, but also is not materially increased. 

WHAT IS TEE RIWULTING EFFECT OF ATMOS ENERGY’S 

PROPOSED RA’IES COMPARED TO C1JRRENT RATES FOR THE 

AVERAGE RESIDENTIAL, CO”MXRCI& AND INDUSTRIAL 

CUSTOMERS RESPECTJYELY? 

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 $4.20, a 6.6% 

increase over current rates. Commercial class customers average monthly charges 

increase $5.25, a 2.1% increase over current rates, and the industrial sales and 

transportation class average monthly charges increase $105, a 3.2% increase over 

current rates. The test year revenues at proposed rates are summarized on Exhibit 

GLS-6 attached hereto (in a format comparable to Exhibit GLS-2) and Exhibit 

GLS-7 provides the proposed monthly revenues (in a format comparable to 

Exhibit GLS-5). 

A m  THERE ANY CHANGES JJV T€E PROPOSED TARIFF LN 
ADDITION TO THOSE RELATED TO THE SIJBjECTS NOTED 

ABOVE? 

Yes. First, I want to address proposals by the Compauy to discontinue certain 

service options which are not widely utilized, are uneconomic, and create 

unnecessary administrative challenges. We proposed to discontinue the Storage 

Transportation (“T-1”) service, which, at this time has no subscriber. In fact, the 

Company is unaware of any T-1 subscribers in recent history. Similarly, we 

propose to eliminate the General Transportation (“T-2”) service option which 

does not have any customer subscribers at this time. The Company will continue 

to offer transportation service through the existing options of T-3 and T-4. 

Second, the Company proposes to adopt its WNA tariff as a permanent 

feature. The RNA has existed for nearly ten years and has performed well over 
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the period. KPSC Case No. 2005-00268 approved the WNA tariff under an 

extension through October 2010. 

PLEASE EXPLAIN THE COMPANY’S PROPOSAL TO 

PROSPECTIVELY ASSUME OFVNERSHIP OF THE “YARD LINE” 

FROM TFJE CUSTOMERS PROPERTY LINE TO TEDE METER 

The Company is seeking a Deviation fi-om 807 KAR 5022, Section 9(17)(a), 

parts 1 and 2, which states that the Customer is responsible for installation and 

maintenance of the connection fiom the property line to the place of consumption. 

Such a Deviation has previously been granted to Columbia Gas and Delta 

Natural Gas. 

WHY IS THE COMPANY SEEKJNG TFES DEVIATION AT THIS TIME? 

We believe it is appropriate to implement this change in conjunction with the 

proposed Pipe Replacement Prog-ram. We expect that we Will encounter instances 

where it will be necessary to replace all piping upstream of the meter at the time 

we are replacing a distribution main under the PRP. The Company’s assumption 

of full responsibility for the installation and maintenance of the yard line will 

streamline these eEorts. 

WILL THE COMPANY ASSUMlE OWNERSELUP OF EXISTING YARD 

LINES? 

No. The Company proposes to operate and maintain existing yard lines but will 

not own those facilities until such time as repair or replacement is necessary. 

PLEASE CONTINUE TO DESCRIBE OTHER TAIUJ?F CHANGES 

PROPOSED IN THIS CASE. 

There are a number of tariff language changes that are proposed for purposes of 

improved clarify and consistency. All of these changes, as well as changes 

resulting fiom the rate and service changes described previously, can be readily 

distinguished on the side-by-side tariff comparisons in FR lO(l)@)Sa. A few 

examples of the tariff changes include: 

standardization of cashout language in each of the tariffs subject to 

these provisions. 
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. adclition of a volumetric qualifjring limit for Interruptible Sales Service 

(G-2). All existing interruptible customers would be grandfathered to 

enable the customers to make a thoughtful choice on whether or not to 

change t d f  services. 

incorporate a definition of M a x i m u  Daily Quantity (MDQ) for 

transportation customers in the tariff. Currently, a customer’s MDQ is 

agreed upon and practiced, but not specifically addressed in the tariff. 

. 

VI. CONCLTJSION 

DO YOU BELIEVE TI%T THE FOREXASTS YOIJ HAVE PWPARICD 

FOR THE TEST PERIOD REVENUE BUDGET AND PRESENTED IN 
THIS CASE REPRESENT THE MOST IREASONABLE BASIS OF 

REVENUES AND VOLUMES FOR THE SETTING OF RATES IN THIS 

PROCEEDING? 

Yes. These are the very best estimates we have of Atmos Energy’s fuhue 

revenues and volumes and T believe these are the projections to be relied upon in 

the setting ofrates. 

ARE TEE RATES AND RATES STRUCTURES PROPOSED BY ATMOS 

ENERGY THOSE RATES WHICH WlLL, IN TOTAL, BEST SERVE THE 

NEEDS OF ATMOS ENERGY’S RATEPAYERS AND SHAREXZOLDERS 

IN C O N T m G  TFlX FIIGH QUALITY AND EFFICIENT SERVICE 

ATMOS ENERGY’S CUSTOMERS NOW ENJOY? 

Yes. Our proposal is the best overall rate design to sustain A h o s  Energy 

financially in the years ahead and are the rates consistent with the highest quality 

and most efficient service we can provide. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes. 
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COMMONWALTH OF KENTUCKY 

E3EFOR.E THE PUBLIC SERVICE COMMISSION 

IN THE MATTER OF ) 
RATE APPLICATION OF ) Case No. 2009-00354 
ATMOS ENF5RGY CORPORATION ) 

CERTIFICATE AND AFFIDAVIT 

The Affiant, Gary L. Smith, being duly sworn, deposes and states that the 
prepared testimony attached hereto and made a part hereof, constitutes the 
prepared direct testimony of this affiant in Case No. 2009-00354, in the Matter of 
the Rate Application of Atmos Energy Corporation, and that if asked the questions 
propounded therein, this affiant would make the answers set forth in the attached 
prepared direct pre-filed testimony. 

Affiant fiirther states that he will be present and available for cross 
examination for such additional direct examination as may be appropriate at any 
hearing in Case No. 2009-00354 scheduled by the Commission, at which time 
affiant will further reaffirm the attached testimony as his direct testimony in such 
case. 

SUBSCRIBED AND SWORN to before me by 

day of oc/f)/>(J-/- , 2009. 

on this the 

My Commission Expires: I C 4  





BEFOm THE PUBLIC SERVICE COMMlSSION 

COMMONWEALTH OF KENTUCKY 

IN TEE MATTJ3R OF ) 
1 

1 
ATMOS ENERGY CORPORATION 1 

RAm APPLICATION BY Case No. 2009-00354 

TESTIMONY OF GREGORY K. WALLER 

1 

2 

3 Q. 
4 A. 

5 

6 

7 Q* 
8 A. 

9 

10 

1 1  

12 

13 

14 

15 Q. 

16 A. 

17 

18 

19 

I. INTRODUCTION 

PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

My name is Gregory R. Waller. I am Vice President of Finance for the KentuclcyMd- 

States Division of Atmos Energy Corporation ~ ( ‘ A ~ o s ’ ’  or the “Company”). My 

business address is 810 Crescent Centre Drive, Suite 600, Franklin, TN 37067. 

PLEASE STATE YOUR EDUCATION AND PROFESSIONAL BACKGROUND. 
I received a Bachelor of Arts degree in economics from Dartmouth College in 1994 and 

an MBA degree f?om the University of Texas in 2000. I worked as a management 

consultant fi-om 1994 to 2003 at Harbor Research in Boston, MA (19941996) and 

Towers P e d  in Dallas, TX (1997 - 2003). I joined Atmas Energy in 2003 in the 

Planning and Budgeting Department in Dallas. 1 became Vice President of Finance for 

the Mid-States Division in November, 2005 and added Kentucky to my scope of 

responsibility in April, 2006.’ 

WHAT ARE YOUR RESPONSIBILITIES AT ATMOS? 

I am responsible for monitoring and analyzing the financial performance of the 

Kentucky Mid-States Division, and implementing necessary actions based on those 

results. I also direct the development of the Division’s annual budget. Other 

responsibilities include establishing and maintaining policy, procedures, and controls to 
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Q. 

A. 

Q. 

A. 

ensure compliance with Corporate Accounting policies, Generally Accepted 

Accounting Principles (GAAP), and regulatory requirements. 

HAVE YOU TESTIFIED BEFORE THIS OR ANY OTHER. REGULATORY 

COMMISSION? 

Yes. I filed testimony before #.is Commission in Case No. 2006-00464. I have 

testified before the Tennessee Regulatory Authority in 2006 and filed testimony in 

Company rate proceedings in Tennessee in 2007 and 2008, Virginia in 2008, and 

Georgia in 2008 and 2009. 

ARE YOU SPONSORlCNG ANY OF THE FILING REQUIREMENTS IN THIS 

PROCEEDING? 

Yes. I am sponsoring the following filing requirements: 

FR. 10(8)(a) 

FR lO(9)(c) 

FR 10(9)(d) 

FR I ap)(h) 1 

FR 10(9)(h)9 

FR 10(9)(h)lO 

FR 10(9)(n) 

FR 10(9)(0) 

Forecasted financial data presented as pro forma adjustments to 

the base period 

Forecasted adjustments limited to twelve (12) months 

immediately following the suspension period 

Description of all factors used in preparation of the forecast test 

period - income statement, operation and maintenance expenses, 

employee and labor expenses 

Annual and monthly budget for the 12 month period preceding 

filing date, the base period and the forecast period. 

Operating income statement 

Employee Level 

Labor cost changes 

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 (1 2) months immediately prior to the 

base period, each month of the base period, and any subsequent 

months, as they become available. 

‘Wivision” as used in my testimony means the Company’s Kentucky/Mid-States Division. “Kentucky” when 
used in my testimony, unless indicated otherwise, refers exclusively to the Company’s operations in Kentucky. 
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FR 10(9)(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; 

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 djustments to operating income 

Summary schedules for the base and forecast periods of various 

expenses 

Analysis of payroll costs 

Comparative income statements, revenue and sales statistics most 

recent five years, base period, forecast period and two (2) years 

beyond 

Comparative financial data and earnings measures 

FR lO(lO)(c) 

T;R 10(1O)(d) 

FR 1 O( 1 O)(f) 

FR 1 O( 1 O)(g) 
FR lO(lO)(i) 

10(10)@) 
DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE THEM A 

PART OF YOUR TESTIMONY? 

Yes. 

WHAT IS T€lE PURPOSE OF YOUR TESTIMONY? 

My testimony will describe: 

1. The Operating and Maintenance expense (O&M) budgeting process used by Atmos 

Energy 

2. The process of control and monitoring of O&M variances 

3. The forecasted test year budget for O&M, depreciation expense, and taxes other than 

income taxes, and 

4. The necessity of the Pipe Replacement Program (PRP) fkom a financial perspective 

and the annual process to be followed in the PRP. 
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Q. MBAT TEIE OBJECTIVES OF TFIE C!Ol!”AN’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’ 

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 do not exceed a level necessary to deliver safe, reliable and efficient 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 YOTJ DESCRIBE TFlE 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 operating and construction budgets 

for a fiscal year formally begins in late May of each year and culminates with 

completion of final budgets in Iate 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 supervisor/managers up through division 

IeadersEp. 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? 

A. 

Q. 
A. 

Q. 
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Atmos’ Planning and Budgeting Department is responsible for financial planning at the 

enterprise level. That department receives direction fiorn the Board of Directors 

concerning forward-looking financial objectives for the Company. Planning and 

Budgeting is responsible, with significant input and collaboration firom 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 described above are met 

each year. Spending targets are established as a result of this collaboratioa 

WEIAT IS YOUR ROLE I N  TE€IS PROCESS? 

My role is to facilitate the budget process within the KentuckyMid-States Division that 

confirms the Operational feasibility of the targets and produces an O&M budget 

consistent with the Company’s processes and goals described above. My department 

communicates certain budget guidelines such as average wage increase percentages and 

anticipated benefits rates to managers and supervisors (cost center owners). Each cost 

center owner is responsible for building his or her department’s budget and submitting 

it for review by me and approval along the appropriate approval chain. My department 

provides support to and often asks for clarifjhg information from cost center owners as 

needed to explain significant variances firom the prior year. In addition, we budget 

several items on behalf of the entire Division such as bill print fees, insurance costs, bad 

debt provision, etc. An iterative process involving Division leadership (including 

myself), my department and the cost center owners ultimately produces an O&M 

budget that meets the needs of our operations, ensures that we operate safely, reliably 

and efficiently, and allows our Division to contribute to the financial success of Atmos. 

This process is used to develop the direct O&M budget for Kentucky, as well as the 

Division’s general office O&M budget. A portion of the Division’s general office 

O&M budget, as hereinafter discussed, is allocated to Kentucky in accordance with the 

allocation methods addressed in the direct testimony of Company witness Daniel M. 

Meziere. 

ARE YOU FAMILIAR WITH THE COMPANY’S SHARED SERVICES 

GROUP? 

Direct Testimony of Greg Waller Page 5 
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A. 

Q. 

A. 

Q* 

A. 

Q. 
A. 

Q. 

A. 

Yes. The Company’s Shared Services [Jnit (often referred to as SSU) provides central 

support functions to the Division, including Kentucky, such as accounting, legal, tax, 

information technology, customer support (call center, billing, collections), etc. 

ARE YOU INVOLVED WITH THE PREPARATION OF THE SSU O&M 

BUDGET? 

Only insofar as the amounts which are budget by SSlJ departments impact the O&M 

budgets for the Division and for Kentucky, as well as interfacing with appropriate SSU 

department heads with respect to any additional services which may be required fiom 

SSU for the Division or for Kentucky. 

SO FAR YOU F I A n  DESCRIBED THE O&M BUDGETING PROCESS. CAN 

YOU EXPLAIN HOW THE BUDGET IS PREPARED WITEIN 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 P l d t .  This tool allows cost center owners to enter their budgets 

and allows my department and Division management to review budgets using a number 

of standard and ad hoc reports. 

ARE THESE BUnGETS 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 individualized expense types that relate to 

the operation of each cost center. FE;RC accounts do not provide that level of detail. 

However, when we spend, we do identifl 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 CONVERT ITS 0&M BIJDGET BY COST EI.,EMENT 

INTO FERC ACCOUNTS? 

To convert our budget and forecast to FERC accounts, prior year actual expenditures 
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were downloaded from the general ledger by FERC account and cost element. A 

calculation was then made to deternine within each cost element type the percentage of 

spending attributable to each FERC account. Each percentage factor was then applied 

to the fiscal year 2010 budget and test period forecast by cost type to develop a budget 

and test period forecast by FERC account. 

HAVE THEW BEEN ANY ORGANIZATIONAL CHANGES SINCE THl.Z 

COMPANY’S LAST RATE FTLING IN KENTIJCKY? 

Yes. The Customer Service Organization (‘CCSO”) was set 11, as a part of the 

Company’s SSU. The CSO organization is designated as Division 12. The complete 

SSU common cost allocation process from SSU to the Division and then ultimately to 

the operating rate divisions within the Division (although briefly described above) is 

more particularly described in Cost Allocation Manual attached to Mr. Meziere’s 

testimony. 

El. O&M CONTROL AND MONITORING 

DOES THE COMPANY EMPLOY ANY METHODOLOGY TO MONITOR 

ANI) CONTROL O&M ACCORDING TO BUDGETED LEVELS? 

Yes. Atmos 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, we present our Division’s 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. 

A m  O&M VARIANCES EVALUATED MORE FREQUENTLY THAN ON A 

QIJAl2TERLY BASIS? 

Yes. My department conducts a thorough review of O&M actual to budget variances 

each month. 

PLEASE DESCDE YOUR MONTHLY VARIANCE REVIEW PROCESS. 
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We begin 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, clarifjhg information is sought 

&om cost center owners to explain unlxsual variances or transactions. For some cost 

types, clarifying analysis is provided by SSU departments. Lferrors are found, they are 

most often corrected in the current month’s business. Occasionally, however, errors are 

discovered aRer the books are closed, and, depending on materiality, they are corrected 

in the following month’s business. 

DOES ANYONE ELSE WCTIE-LUV THE DIVISION F3AW THZ AJ3ILITY TO 

MOMTOR OR RJWlEW O&M VAFUANCIES? 

In addition to the research conducted by my department, each cost center owner has the 

ability to run variance reports throixghout the monthly closing process. Because cost 

center owners are held accountable for significant variances to budget, they conduct 

their own research and often contact my department when they find errors or have 

questions about the expenses that were charged to their cost centers. 

PVRAT CONTROLS AND REPORTING ARIi: INVOLVED IN T€XE MONTHJJY 

CLOSE PROCESS REGARDING O&M VARIANCES? 

Once the monthly books are closed, the SSU Financial Reporting department in Dallas 

publishes (electronically) the monthly Atmos 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) page, O&M detail page, balance sheet highlights page and 

financial highlights page. The financial highlights page reports the Division’s monthly 

and year-to-date (”D) performance versus budget for net income, gross profit, direct 

O&M and capital spending. I provide narrative comments on this page to describe our 

monthly and YTD variances. Once complete, this Financial Package is available to all 

Atmos officers and Board members for review and is an official Sarbanes Oxley control 

document of the Company. Once the package is complete, I complete an. online 

questionnaire generated by our Sarbanes Oxley Compliance Tool certifjring that my 

department has conducted a thorough review of the division’s financial performance 
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Fiscal Actual Budget Over/flJnder) Variance 

Year $ $ $ % 

2009 $24,329 $884 3.8% 
$23,445 ----.--I_-.-- 

-1-1_.-.-- 

and the Financial Package and addressed all matters therein. The Company's external 

auditors look for this certification as evidence of Sarbanes Oxley compliance. 

After meeting the Financial Package control requirement, my department publishes 

(electronically) detailed O&M reports that include monthly and YTD variances for each 

cost center and these reports are then made available to each cost center owner and their 

respective managers (managers, Division Vice Presidents, Division President). This 

activity ensures that each cost center owner receives the same information in the same 

format each month in a timely fashion in order to make operational decisions and 

manage our operations effectively and efficiently. 

]&AS TEEE: 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, actual O&M expenditures over the past five 

years have tracked closely to overall budgeted amounts. 

Dollars in thousands 

2008 $22,334 $22,268 
~ 

2007 $21,372 $20,179 

2006 $19,874 $19,029 

2005 $18,618 $19,057 u 

$66 0.3% 

$1,193 5.9% 

$845 4.4% 

$(439) -2.3% 
-. .- - -- 

DO YOU aAW AN OPINION REGARDING THE SIGNIFICANCE OF TEE 

HISTORICAL DATA REFLECTED IN THE TABLE ABOW? 

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. 

22 Q. VC'lEIYISTEIATIRIPORTANT? 
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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. 

Tv. FORECASTED TEST PERIOD O&M BUDGET 

WEUT IS THE FORECASTED TEST PERIOD USED IN THIS RATE 

APPLICATION? 

The forecasted test period is April 1,201 0 through March 3 1,20 1 1, 

HOW WAS THE FORECASTED TEST PERIOD BUDGET DEVELOPED? 

The basis for the forecasted test period is ow FY2010 budget. Consistent with our 

normal annual budgeting timelines, this budget was prepared during the summer of 

2009 and approved by the Board of Directors in September of 2009. This budget was 

prepared in the manner I described earlier. The forecasted test period includes six 

months of this approved budget (April - September 2010) and six months of a 

projection period (October 2010 - March 201 1). I witl describe the methodology used 

for the projection period in detail below. The FY2OlO O&M budget and forecasted test 

period projection were converted into FERC account detail using the method described 

above. 

WFIAT ARE THE COMPONENTS OF O&M FOR 

PERIOD? 

The forecasted test period O&M is comprised of three parts: expenses incurred and 

booked directly in Kentucky (rate division 009), allocated expenses fium the 

KentuckyMd-States Division General Office (rate division 091), and allocated 

expenses from SSU (comprised of rate divisions 002 and 012). I will describe the 

methodology used for the projection for each of the three components. 

WEAT COMPRISES THE BASE PERIOD LEVEL OF COST FILED IN THIS 

RATE APPLICATION? 

The base period level of cost is January 1, 2009 through December 31, 2009. It is 

composed of seven months of actual results up through July, 2009, two months of our 

FY2009 projection that is updated on a monthly basis with actual results as they became 

FORECASTED TEST 
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available through September 2009, and the first three months of our approved FY2010 

budget for the period fkom October 1 - December 3 1,2009. 

WEIAT IS TEE DIRECT O&M FOR THE BASE PERIOD? 

$12,420,487 

WHAT IS THE D m C T  O&M BUDGET FOR THE FORECASTED TEST 

PERIOD? 

$1 1,799,554 

VVILAT IS T E E  DIFFERENCE BETWEEN TEIE BASE PERIOD O&M AND 
TEST PERIOD O&M? 
The difference is a decrease of $420,93 1 and reflects adjustments I have made for labor 

and benefits, rent, other O&M and bad debt. 

PLEASE EXPLAIN YOUR ADJXJSTMENT FOR LABOR AND BENEJBTS. 

The labor forecast for the forecasted test period is based on the Company’s approved 

FY20 10 budget. As part of the normal budgeting process, each employee’s total salary, 

expected capital / expense ratio and expected standby and overtime amounts are 

included. While there is always a normal Ievel 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 &us 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 1 and averaged 3.0% for the increases that 

went into effect October 1, 2009. These increases are captured as part of the FY2010 

budget. An adjustment was made as part of the forecast to account for an average wage 

increase of 3.5% to become effective October 1, 2010. The 3.5% is consistent with the 

average Ievel of increases fiom the past several years, excluding 2010. Overall, total 

labor is projected to increase just $7,138 from the base period to the test period as we 

have been increasingly diligent in our FY 2010 budget regarding the filling of positions 

caused by attrition. 

Labor capitalization rates are forecasted by analyzing annual historical patterns and 

considering known capital and expense initiatives that may alter anticipated rates. The 

labor capitalization rate in the FYlO budget and test period averages 50% for the year. 
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A. 

Q. 
A. 

Q- 
A. 

This is 3% higher than the labor capitalization rate in the base period. The anticipated 

increase in capitalization rate to 50% (consistent with the approved FYlO budget) 

results in labor expense forecasted to decrease $322,381 Itom the base period to the test 

period. 

Benefits are projected as a fixed benefit load percentage of labor expense plus an 

mount for workers’ cornp insurance. The test period benefits expense of $2,077,055 is 

$142,750 lower than the base period. 

PLEASE EXP1,AIN YOllJR AnJUSTMlENT JXELATING TO RENT. 

TJnlike other O&M categories that are likely to increase with normal idation, our 

building rents are driven by leases already in place and can therefore be projected with a 

high level of accuracy. The rent portion of the O&M category “Rent, TJtilities and 

Maintenance” was budgeted by reviewing actual lease amounts. Because a portion of 

building lease payments is capitalized each month, any change in the capitalization rate 

affects the amount of lease payments expensed each month. 

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO OTHFJ3 O&M. 

The budget for O&M expense types other than labor, benefits, rent and bad debt 

categories for the frst  half of the test period is our FY2010 budget.. For the purpose of 

this rate filing, they are forecasted using a standard inflation factor of 3.3% for the 

second half of the test period. The escalation factor is based on recent CPI data from 

the Bureau of Labor Statistics. One exception, insurance, is escalated at 5%. Increases 

in the Company’s insurance premiums in recent years have been higher than normal 

Mation levels. 

PLEASE EXPLAIN YOUR ADJUSTMENT RELATING TO RAD DEBT 
Our goal is to keep bad debt no higher than 0.50% of residential, commercial and public 

authority revenues 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 $909,895 we simply calculated 0.50% of residential, commercial and 

public authority revenues from the revenue projection in the direct testimony of 

Company witness Mr. Gary Smith. This projection is $328,000 higher than the base 

period. The Company is requesting a change to its tarB in this rate proceeding to 

collect the gas cost portion of bad debt through the CJCA. The change is discussed in 
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the testimony of Mi. Gary Smith. If d e  tariE is adopted as filed, the amount of bad 

debt in the Company’s revenue requirement should be $218,323 which represents 

0.50% of residential, commercial and public authority gross margins. 

WHAT IS TlFIE AMOUNT OF GENERAL OFFICE O&M ALIJOCATED TO 

KENTUCKY FOR TFIE BASE PERIOD? 

$4,118,990. 

WHAT IS THE AMOIJNT OF THE GENERAL OFFICE O&M BUDGET 

MILOCATED TO KENTUCKY FOR THE FORECASTED TEST PERIOD? 

$4,487,948. 

PLEASE DISCUSS TEDE DIFFERENCES BETREEN TEIE GENERAL OFHCE 

BASE PERIOD AND FORECASTED TIEST PERIOD AMOUNTS. 

The difference is $368,958. The primary drivers of the increase are the expense 

categories of telecommunications and outside services. In both cases, d e  increases are 

offset by reductions in the Kentucky direct (division 009) O&M budget. 

WFJAT IS THE AMOUNT OF SEtARED SERVICES O&M ALLOCATED TO 

KENTUCKY FOR THE BASE PERIOD? 

$6,201,269. 

WHAT IS THE AMOUNT OF THE S M D  SERVICES O&M BUDGET 

ALLOCATED TO KENTUCKY FOR TEE FORECASTED TEST PERIOD? 

$6,58 1,575. 

PLEASE DISCUSS TRE DIFmmNC1ES BETWEEN T€€E SHARED SERVICES 

BASE PERIOD AND FORECASTED TEST PERIOD AMOUNTS. 

The diEerence is $380,306. The SSU budget is prepared in a fashion consistent to that 

of the Division. Once the SSlJ department heads complete, submit and get approval for 

their budgets, the appropriate level of expenses are allocated to the Kentucky rate 

26 

27 Q. HOW DO YOU MONITOR SHARED SERVICES BILLINGS TO TEE 

jurisdiction per the methodologies described in Mr. Meziere’s testimony. 

28 J iCIWi’UCI-STATES DIVISION? 

29 A. 

30 

31 

Shared Services expense billings are reviewed as part o f  our monthly close process 

described earlier. It is my responsibility to contact Accounting in Dallas and obtain an 

explanation for any significant variances. 
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WEAT IS THE TOTAL FORECASTED TEST PERIOD O&M THAT RESULTS 

FROM TEE SUM OF THE DIFWCT, GENERAL O"ICE AND SSU 

COMPONENTS? 

$22,869,078. 

DO TFIE FORECASTED O&M AMOIJNTS DISCUSSED IN YOUR 

TESTIMONY INCLUDE THE RATElVlAKING ADJCTSTMENTS QUANTIFIED 

ON SCHEDULE C-Z? 

No. Schedule C-2 contains five ratemaking adjustments. 

Adjustment for Owensboro Country Club Expenses 

The first adjustment removes $965 of Owensboro Country Club expenses from test year 

distribution operating expense. It is quantified on Schedule F.2.2. 

Adjustment for Sales and Promotional Advertising Expenses 

The second adjustment removes $273,264 of sales and promotional advertising from 

test year sales expense. It is quantified on Schedule F.4. 

Adiustment for Rate Case Expenses 

The third adjustment adds $75,667 to test year adrninistrative and general expense to 

account for a three-year amortization of the expected expenses pertaining to fhis case. 

It is quantified on Schedule F.6. 

Ad-iustment for Expense Report Exclusion 

The fourth adjustment removes $89,245 of certain expense report items from test year 

administrative and general expense. The Company's goal is to ensure that its Kentucky 

rates rest upon a sound foundation of unquestionable costs. The Company is committed 

to achieving that goal even if it means foregoing recovery of a certain amount of 

legitimate business expense in an effort to e m r e  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 fiom its customers in this 

case. As examples, such items include executive meals, travel and entertainment 
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expenses as well as some non-executive expenses. The Company has taken extra 

measures to ensure that cost items of this nature do not find their way into Kentucky 

rates, and it is continuing to do so. Wile the Company believes that: items of this nature 

are proper business expenses, as a maiter of policy, the Company is not seeking to 

recover expenses of this type fkom our Kentucky customers. The excluded amounts are 

quantified on Schedule F.8 and occur in the Kentucky division as well as the General 

Office and SSU. 

Adjustment for Previously Deferred Manufactured Gas Plant Expenditures 

The final adjustment adds $183,304 to test year administrative and general expense to 

account for a three-year amortization of previously deferred manufactured gas plant 

(MGP) expenditures. The Company deferred $549,913 per the order in Case No. 2008- 

00230. The adjustment is quantified on Schedule F.9. 

YOU HAW PROPOSED TO RECOWR TFE PREVIOUSLY DEFERRED 

MGP EXPENDITURES IN BASE RATES. IS THE COMPANY OPEN TO 

CONSIDERING ALTERNATIVE RECOVERY MEcFlltuvISMS? 

Yes. The Company is willing to consider other mechanisms that could more precisely 

recover the expenses it hcmed. In Tennessee, the Company is recovering similar type 

expenses through a volumetric based surcharge mechanism in which the recovery factor 

will be trued-up to ensure that the Company recovers no more and no less than the 

amount originally defmed. 

DO YOU BELIEVE THAT THE FORECASTED TEST PERIOD O&M 

BUDGET YOU HAVE PRESENTED IS T€E MOST REASONABLE 

ESTIMATE OF COSTS FOR THE TEST PERIOD USED IN THIS 

PROCEEDING? 

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

maintenance expenses. 

V. DEPRECUTION EXPENSE AND TAXES, OTJ3ER THAN INCOME TAX: 
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WHAT IS 'ME DEPRECIATION EXPENSE FOR TF€E BASE PERIOD? 

The amount of depreciation expense for the base period is $12,587,569. 

WHAT IS TEJE DEPRECIATION EXPENSE FOR TIXE FORECASTED TEST 

PERIOD? 

The amount of depreciation expense for the forecasted test period is $12,899,592. 

PLEASE DISCIJSS THE DUFFEXENCES BETWEEN 

FORECASTED TEST PERIOD DEPRECIATION AMOUNTS. 
Depreciation rates for the forecasted test period for Kentucky (division 009) and SSU 

(divisions 2 and 12) are those approved in Case No. 2006-00464. The Company is 

proposing a change in rates for the relatively minor plant balances in the General Office 
(division 091). These rates have been recently approved for the Company in Tennessee 

and Virginia and were g& part of the depreciation studies included in the testimony of 

Company witness Don Roff in Docket No. 2006-00464. The proposed change lowers 

the revenue requirement in this case by $48,340 once the appropriate allocation factor is 

applied for Kentucky for Division 009 depreciation expense. 

The depreciation rates are applied to the applicable categories of plant for the Kentucky 

jurisdiction as well as d e  General Office and Shared Services division, resulting in total 

depreciation expense of $12,899,592. The amounts allocated fiom the General Office 

and SSU to Kentucky are based upon the cost allocation methodology more Eully 

described in Mr. Meziere's testimony. 

WHAT IS THE EXPENSE LEWL FOR TAXES, OTEER TFMN INCOME 

TAXES FOR T€E BASE PERIOD? 

$4,032,425. 

WHAT IS T€JB LEVEL OF TAXES, OTHER THAN INCOME, TAXES FOR 

THE FORECASTED TJZST PERIOD? 

$4,1863 17. 

PLEASE DISCUSS THE DIF'F'ERENCES BETWEEN THE BASE PERIOD ANI) 

FORECASTED TEST PERIOD BUDGETS. 

The difference is an increase of $154,092. The components are itemized by type of tax 

on Schedule C.2.3 F. For the first half of the test period (April 1,2010 - September 30, 

BASE PERIOD AND 
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2010) payroll taxes are consistent with the approved FY2010 budget and based on 

budgeted labor amounts. The amounts for the second half of the test period (October 1, 

2010 - March 31, 2011) have been escalated fiom FY2010 budgeted amounts to 

account for planned base pay increases. The monthly charge for the Public Service 

Commission Assessment through June, 2010 is based on the payment made by the 

Company in July, 2009. That monthly charge has been lowered for the remainder of the 

test period consistent with the witnessed and anticipated lower revenues in calendar 

2009 (on which the next assessment will be based). The budgeted monthly ad valorem 

accrual in the FY2010 budget is $244,304. That monthly accrual has been escalated by 

5% for the second half of the test period. The DOT transmission user tax has been held 

constant fiom the base period The amount of taxes allocated from the Division 

CTeneral OfEce and SSU is based on the allocation methodologies discussed in the Cost 

Allocation M a n d  attached to Mr. Meziere’s testimony. 

VI. PIPE REPLACEMENT PROGRAM 

COMPANY WITNESS M R .  EARNEST NAPIER DISCUSSES THE 

TECITNICAL JUSTWICATION FOR THE COMPANY’S PROPOSED PIPE 

REPLACEMENT PROGRAM (PRP). PLEASE DISCUSS TT-IE NECESSITY OF 

THE PROGRAM FROM A FINANCIAL PERSPECTIVE. 

In order to accomplish the pipe replacement goals set forth in MI. Napier’s testimony, 

&e Company needs to significantly increase its annual capital investment in Kentucky 

over and above the average capital expenditures from the last several years. Because 

the Company’s typical level of non-growth capital investment already exceeds its level 

of depreciation expense, the PRP will result in a significant annual net increase to the 

Company’s rate base in Kentucky. The incremental growth in rate base will cause d e  

Company’s revenue deficiency to grow more rapidly than it would in the absence of 

incremental capital investments. The PRP will allow the Company to earn a timely 

return on the incremental investment while avoiding the resource commitment and 

expense required by traditional rate cases. 

In the absence of such a mechanism, the Company would find it necessary to: 
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1) file traditional rate cases more fiequently, 

2) reduce its level of incremental capital investment (thus prolonging the time 

required to replace the bare steel pipe described in Mr. Napier’s testimony), or 

3) some combination of I and 2. 

Q. FvIfAT ARE T€E KEY ATTRIBUTES OF TEE COMPANY’S PROPOSED P W  

FROM A FINANCIAL PERSPECTIVE? 

For the program to be in the best interest of the Company and its customers, it must 

have the following design criteria: 

A. 

1. 

2. 

3. 

4. 

The mechanism must allow the Company to earn a return on the incremental 

investments, including incurred overhead expenditures, that coincides with the 

timing of the investments themselves. In other words, the mechanism should 

incorporate forward-looking rules similar to those available to companies in 

traditional rate filings. 

The mechanism must include a hie-up component that ensures that customers are 

charged no more and no less than is justified by the actual incremental investments 

made by the Company under the program. 

The mechanism should indude reimbursement for other expenses incurred by the 

Company as well as cost savings anticipated as a result of having made the 

investments. Such additional expenses include incremental depreciation expense 

and ad valorem taxes. Anticipated cost savings include reduced leak survey 

intervals and reduced leak monitoring costs. 

The annual PRP filings made by the Company must be streamlined so as to avoid the 

majority of legal and other expenses inherent in traditional rate cases while 

maintaining an appropriate level of rigor and prudency review. 

Q. PLEASE DESCRIBE THl3 ANNUAL PROCESS TEXE COMPANY IS 

PROPOSING FOR ITS PRP. 

The Company proposes to make annual filings on August lSt of each year. The annual 

filing will have the following components: 

1. A forecast of the pipe replacement investments the Company plans to make during 

A. 

its next fiscal year (from October 1 - September 30) following the August lSt filing. 

Direct Testimony of Greg Waller Page 18 
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2. A reconciIiation of the acttial pipe replacement investments made versus those 

orighally forecasted for the fiscal year completed (October 1 - September 30) 

previous to the August 1 st filing. 

3. A calculation of the PRP recovery charge that incorporates: 

a. The net cumulative investments made under the program since inception and 

forecasted through the current fiscal year, including gross plant, accumulated 

depreciation and ADIT, 
b. The net incremental investments forecasted for the following fiscal year (#1 

above), 

c. The reconciliation fiom the previous fiscal year (#2 above), and 

d A calculation of incremental expenses (such as depreciation expense and ad 

valorem taxes) and anticipated cost savings associated with the PRP 

investments. 

The resulting PRP recovery charge calculated in the filing will be impIemented on 

customers’ bills beginning with the first billing cycle in October of each year. A 

discussion of the recovery mechanism implemenation into the Company’s rate structure 

is discussed in the testimony of Company witness Mr. Gary Smith. 

The time period from August lSf to October 1’‘ will be the review period allowed for the 

PSC to conduct its prudency review. During that time, the Company would be available 

to respond to data requests, assist in an audit of the filing or otherwise make its records 

available for an audit, or participate in other efforts necessary to validate its filing and 

the charge that should be implemented on October 1 st. 

HOW WILL THE COMPANY ENSURlE TENT INVESTlMENTS ARE NOT 

RECOVERED BOTH IN THE PRP AND IN ‘IBE CONTEXT OF A GENERAL 

RATE FILING? 
Beginning with the program’s inception, the Company will track its PRP-qualifying 

investments separately fiom its other investments. This can be accomplished by setting 

up specific capital assets for each PRP investment andor recording all PRP investments 

in designated cost centers in the Company’s general ledger. From the time the program 

is initiated and investments are made that qualify under the program, the Company will, 

Q. 

A. 
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in effect, account for its PRP rate base and non-PRP rate base separately. The 

cumulative investments that make up the PRP rate base will be used in the Company’s 

annual PRP filings to calculate the PRP recovery charge. In the context of a general 

rate case, the revenue requirement will be calculated based on the Company’s rate base 

and expenses that are not already recovered through the PRP. In other words, when the 

Company files a general rate case, the exact mount of rate base, return on investment, 

depreciation expense and ad valorem taxes that the Company is recovering through the 

PRP would be set aside and the remaining components of revenue requirement would 

he used to calculate rates for the general case. This methodology would ensure that the 

Company is not “double-dipping” any aspect of its total revenue requirement. 

HOW DOES THE COMPANY PROPOSE TO RECONCILE “HE ANNUAL 

PROCESS DESCRIBED ABOVE: WITH TEE TIMING OF THIS RATE 

PROCEEDING? 
The Company proposes to make its first PRP filing on August 1,2010. As described 

above, that filing would normaLly include forecasted PRP investments for the period 

fiom October 1, 2010 to September 30, 2011. However, the forecasted test period in 

this current rate proceeding extends to March 3 1,20 1 1. In the interest of simplicity, the 

Company proposes that all capital investments forecasted through March 3 1, 201 1 be 

included in the revenue requirement in this proceeding. Thus the Company will begin 

tracking PRP investments on April I, 201 1. The PRP filing made on August 1, 2010 

will forecast PRP investments for the period from April 1,201 1 to September 30,201 1. 

The PRP recovery charge, for the first year of the program, should be implemented on 

the first billing cycle in April, 20 1 1. 

The PRP’s second year will commence with a filing on August 1, 201 1 and would 

forecast PRP investments from October 2011 - September 2012. The recovery charge 

will be implemented in October, 20 1 1. 

The PRP’s third year will commence with a filing on August 1, 2012 and would 

forecast PRP investments fi-om October 2012 - September 2013. It would also true-up 

the actual investments made versus investments origindy forecasted &om the 

program’s first year (investments made fiom April 1, 2011 to September 30, 2011). 
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3 Q* 
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5 
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7 A. 
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9 

10 Q. 

11 A. 

The recovery charge will be implemented in October, 2012. Subsequent years would 

foLIow the pattern described above. 

DO YOU BELUEVE THAT TIBE PRP PROGRAIM, AS DESCRIBED IN YOUR 

TESTIMONY AS m L L  AS TEE TESTIMONY OF MR. GARY SMITH AND 

NLR. EARNEST NAPIER REPRESENTS TRX BEST BALANCE BETWEEN 

THE INTERESTS OF CIJSTOMERS AND FAIRNESS TO THE COMPANY? 

Yes. It will allow the Company to make needed incremental investments on behalf of 

its customers without negatively impacting its opportunity to earn a f& and timely 

return on its investment. 

DOES TFIIS CONCLUDE YOUR TESTIMONY? 
Yes. 

Direct Testimony of Greg WaIIer Page 2 1 
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BEFORlE THIE PUBLIC SERVICE COMMISSION 

COMMONWIEALTH OF KENTUCKY 

IN THE MATTER OF 1 

RATE APPLICATION BY 1 

ATMOS ENERGY CORPORATION 1 

Case No 2009-00354 

TESTIMONY OF CHRISTOPHER A FELAN 

1 Q* 
2 A. 

3 

4 

5 

6 Q- 
7 

8 A. 

9 

I O  

17 

12 

13 

14 

15 

16 Q. 

17 

18 A. 

19 

PLEASE STATE YOUR NAME, JOB TITLE AND BUSINESS ADDRESS. 

My name is Christopher A. Felan. I. am Manager, Rates and Regulatory AEFairs 

with Amos Energy Corporation (“Atmos” or “Company”). My business address 

is 5420 LRJ Freeway, Ste. 1600, Dallas, Texas 75240. 

WHAT IS YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIOANL EXPERIENCE? 
I received a Bachelor of Business Administration degree in accounting from the 

University of Texas at Austin in 1990. I am a Certified Public Accountant in the 

State of Texas and a member of the American Institute of C e a e d  Public 

Accountants. I have worked in various industries for over 19 years in a variety of 

accounting and finance positions. I joined Atmos Energy Corporation in 2006 as 

a Senior Analyst in the Planning and Budgeting group. I assumed my current role 

in March 2009. 

€TAW YOU TESTIFTIED BEFORE THIS OR ANY O T m R  

REGUJLATORY COMMISSION? 

Yes. I have filed testimony before the Mississippi Public Utility Commission. 



1 Q* 
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3 A. 
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I 1  

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

24 Q. 

25 

26 

27 A. 

28 

29 Q. 

30 

WHAT IS "€%E SCOPE OF YOUR TESTIMONY TN THIS 

PROCEEDING? 

I am responsible for the calculation of the Company's revenue deficiency and the 

rate base in this docket and in that regard I am sponsoring the following Filing 

Requirements (FR): 

€3 10 (8) (c) 

FR 10 (8) (f) 
FR 10 (9) (h) 

requirements and (12) rate base 

FR 10 (10) (a) 

FR 10 (10) (b) 

FR 10 (10) (e) 

FR 10 (1 0) (h) 

Capitalization and net investment rate base 

Reconciliation of the rate base and capitalization. 

(2) Balance sheet, (3) cash flow statement (4) revenue 

Derivation of the requested revenue increase (Schedule A). 

Rate base summary for the base and test period (Sched. B). 

Jurisdictional federal and state income tax summaries. 

Computation of gross revenue conversion factor 

I am also sponsoring the ratemaking adjustments included in Schedule C-2 fded 

in compliance with filing requirement FR 10 (10) (c). 

ARE YOTJ SPONSORING ANY SCXEDIILES IN CONNECTION WITH 

YOUR TESTIMONY? 

Attached to my testimony is Exhibit CAF-1 which provides the composite factors 

used to allocate common costs for purposes of this rate proceeding. 

DO YOU ADOPT THESE FfltxNG REQIJIREMENTS, AND THEIR 

ASSOCIATED SCltIIEDfJLES, AND MAKE THEM PART OF YOUR 

TESTIMONY? 

Yes. 

WHAT IS TIFF: SOIJRCX OF THE DATA USED TO COMPLE'IX THX 

FIIJNG REQUrrUERlENTS THAT YOU ARE SPONSORING? 

2 
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A. The source of the data includes the accounting books and records of the Company 

which are being sponsored by Company witness M i  Dan Meziere along with 
idiomation provided by the following witnesses to this proceeding: Mi. Ernie 

Napier (capital budget additions); Mi. Greg Waller (expense forecast); Nlr. Gary 

L. Smith (revenue, gas cost and margin forecast; sales statistics); Dr. James 

Vander Weide (cost of equity); and Ms. Laurie Sherwood (capital structure, debt 

cost rates and composite cost o f  capital). 

The detail concerning how this Xonpation was derived is found in the testimony 

of these witnesses. The data and information provided by these witnesses i s  the 

best available idormation and was developed consistent with sound ratemaking 

practices. Further, the methods that I used to determine the Company's revenue 

requirement and rate base in this docket are consistent with the Company's 

approach in prior cases and with past Commission practice. The items included in 

rate base in this case are the same as those in the Company's last filing. 

Revenue Deficiency 

Q. 
A. 

WHAT IS THE AMOUNT OF ATMOS' REVENUE DEHCENCY? 

The amount of revenue deficiency Atmos seeks to recover in its proposed rates is 

$9,486,033 as shown on line 8 of Schedule A. This deficiency is based on the 

forecasted test period twelve months ended March 3 1,201 1, an average rate base 

of $1 84,697,058 and a required rate of return on rate base of 9.00%. The required 

return and projected capital structure are presented in FR 10 (lO)(i) and discussed 

in the testimony of Ms. Laurie Shenvood. 

Q. WHAT IS TIE3UE SOURCE OF FORECASTED TEST PERIOD ADJUSTED 

OPERATING INCOME OF $10,864,662 SHOWN ON SCHEDULE A, I,uvl[i: 

2? 

The forecasted test period adjusted operating income is determined in Schedule C 

and discussed in Mr. Waller's testimony. 

A. 
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1 RateBase 

2 

3 Q. 
4 TEST PERIOD? 

5 A. 

6 

7 

8 

9 

I O  

11 

12 

13 

14 Q. HOW WAS THE TEST YEAR GROSS PLANT IN SERVICE 

15 PROJECTED? 

16 A. 

17 

18 

I 9  

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 Q. HOW WAS TEil3 TEST YEAR ACCTJMULATED DEPRECIATION 

30 PROJECTED? 

HOW DID YOU DETERM[INE TI3E LEVEL OF RATE BASE FOR THE 

The test period rate base of $184,697,058 is summarized in Schedule €3-1, and 

detailed in Schedules B-2 through R-6. Each component of the test period rate 

base is a thirteen month average forecasted amount, unless noted otherwise. The 

components of rate base are: net plant in service, construction work in progress, 

cash working capital calculated using the 1/8 operation and maintenance expense 

method, plus an allowance for other working capital items consisting of materials 

and supplies, gas stored underground, and prepayments, less customer advances 

for construction and deferred income taxes. 

I began with actual per books gross plant as of July 2009 including allocations of 

shared plant as discussed by Mi. Meziere in his testimony. I used the capital 

spending projection for August and September 2009. For the months of fEcal 

year 2010 (October 2009 through September 2010) I added budgeted plant 

additions and deducted projected plant retirements. For the months of October 

2010 through the end of the test year I added plant additions in az~lounfs 5% 

greater than the Budget 2010 additions to reflect the expected growth in spending 

consistent with the company’s five year plan. Projected plant retirements were 

generally based on the level of retirements recorded in fiscal year 2009. Routine 

retirements in each month of fiscal 2009 were projected to continue at the same 

level in the same month in future years. More unusual retirements were not 

projected to continue at the same level. 
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A. 

Q. 

A. 

Q9 

A. 

Q- 

I began with actual per books accumulated depreciation as of July 2009 including 

allocations as discussed by Mr. Meziere in his testimony. For the months of 

October 2009 through the end of the test year, I added budgeted depreciation and 

deducted the same retirements that were projected for gross plant. The budgeted 

depreciation amounts are discussed in Mr. Waller’s testimony. 

HOW DID YOU DETERMINE THE AMOUNT OF TEST YEAR 

CONSTRUCTION W O E  IN PROGRESS TO INCLUDE IN RATE 
BASE? 

I began with actual per books construction work in progress as of July 2009 

including allocations. I reduced that amount to exclude projects for which an 

allowance for €unds used during construction was recorded. I concluded that the 

July 2009 construction work in progress balances were reasonable estimates of 

future construction work in progress balances through the forecasted test year. By 

leaving the amount of construction work in progress level through the end of the 

test year I in effect was assurning that projected capital projects would be closed 

to gross plant at the same rate at which capital costs were incurred and booked to 

construction work in progress. 

HOW WAS T m  TEST YEAR AMOUNT OF MATERIAL AND SUPPLIES 

DETERMINED? 

I calculated the amount of materials and supplies in the forecasted period based 

on actual amounts booked in fiscal year 2009. For example, the amormt of 

materials: and supplies projected for March 2010 was equal to the average amount 

booked for February and March of 2009. The Company does not anticipate a 

significant change in the amount of materials and supplies in the test year. The 

calculation method maintains the historic level of materials and supplies while 

smoothing out any historic month to month fluctuations. 

HOW WAS THE AMOUNT OF GAS IN STOWGE DETERMINED? 
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The projected amount of gas in storage is discussed in Mc. Smith's testimony. 

HOW WAS THE TEST YEAR AMOUNT OF PR_EPAYMENTS 

DETERMINED? 

I calculated the amount of prepayments in the forecasted period based on actual 

amounts booked in fiscal year 2009. The Company has no expectation that these 

amounts will change in the test year. For example, the amounts projected for 

prepaid rent remain the same as the actual 2009 amounts pursuant to leases and 

the amounts projected for prepaid KPSC fees assume that the same fees will be 

incurred in June of 2010 as were incurred in June of 2009 and that the amounts 

also will continue to be amortized over twelve months. 

HOW DID YOU PROJECT TEE AMOUNT OF TEST 'YEAR CUSTOMER 

ADVANCES FOR CONSTRUCTION? 

I calculated the amount of customer advances in the forecasted period based on 

actual amounts booked in fiscal year 2009. For example, the amount of customer 

advances projected for March 2010 was equal to the 6 month average amount for 

March through August of 2009. 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. 

DOES THE COMPAT3Y'S RATE FILING IWFLECT A PROJECTION OF 

ACCUMULATED DEFERRED INCOMUE TAX(ADIT)? 

Yes. The Company's income tax department provided a projection of ADIT for 

purposes of his wing. 

WERE ANY ITEMS EXCLUDED FROM THIS PROJECTION? 

Yes. Reginning June 30, 2009, within the base period, the projection excludes 

any estimated amount for overhder recovery of gas cost in order to normalize 

the tax effect of over/under recovery of gas cost to zero. 
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DID YOU PREPARE A RECONCILIATION OF TEST YEAR RATIX BASE 

AND CAPITALIZATION? 

Yes. To comply with section 10 (8) (f) of 807 KAR 5001 I prepared the 

reconciliation in the attached Schedule ER 10(8)(f). It shows the differences 

between the test year average rate base and test year end capital that result fiom 

using 13 month averages in rate base, certain bdance sheet items not being 

included in rate base and mounts included in rate base far particular categories 

such as deferred taxes, that differ fiom the amount included on the balance sheet. 

DOES TI€IS CONCLUDE YOUR TESTIMONY? 

Yes. 
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BEFORE TEE KENTUCKY PURLJC SERVICE CORlMzSSION 
J?RANJCFORT, KENTUCKY 

IN RE: 

PETITION OF ATMOS ENERGY ) 
CORPORATION FOR APPROVAL OF ) 
ADJUSTMENT OF ITS RATES AND ) 
RICVISED TARIFF ) DOCKET NO. 2009-00354 

EARNXST B. NAPIER, P.E. 

Q. 
A. 

Q. 

A. 

I. JNTRODUCTION OF WITNESS 

PLEASE STATE YOUR. NAME, POSITION AND BIJSINESS ADDRESS. 

My name is Earnest €3. Napier. I am Vice President Technical Services of the 

KentuckyMd-States Division of Atmos Energy Corporation (‘‘Atmos Energy” or 

‘‘Company”). My business address is 810 Crescent Centre Drive, Suite 600, 

Franklin, TN 37067-6226. 

II. SUMMARY OF TESTIMONY 

PLEASE BRIEJ!LY SUMMARIZE TRlE TESTIMONY 

GIVE: IN THIS MATTER. 

YOIJ INTEND TO 

In my testimony, I will describe Atmos Energy’s budgeting process for capital 

expenditures (“Capex”). My testimony will describe how the Company decides 

upon and prioritizes its capital expenditures. Specifically, I will discuss the 

Company’s budget for capital expenditures relating to Kentucky for the test 

period and as forecast for future years. I will also describe the engineering and 

operational aspects of the Company’s propased Pipe Replacement Program 

(,,PW”) by providing information on the history of the piping systems and a 

description of the proposed methodology the Company will use to manage the 

PRP. 
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A. 

Q* 

A. 

Q. 

A. 

Q9 

III. WITNESS OUALIlti'ICATIONS 

PLEASE DESCRIBE YOUR. PROFESSIONAL AND EDUCATIONAL 

BACKGROUND. 

I received a Bachelor of Science degree in Civil Engineering fiom The University 

of Tennessee in 1982. I am a Registered Professional Engineer in f&e states of 

Tennessee, Missouri and Kansas. I have been employed in the utility i n d i m  

since 1977, predominantly in the natural gas distribution field. I have been 

employed by Atmos Energy Corporation for over twenty seven (27) years. 

During my time at Atmos Energy Corporation, I have held several different 

engineering related positions. I was named Vice President of Technical Services 

for the Kentucky/Mid-States Division in July of 2007. 

WHAT ARE YOUR RESPONSUBIILITIES AS THE VLCE PRESIDENT OF 

TECIICNI[CAL SERVICIES? 

I have overall responsibility for decision-making related to technical operations. 

This includes engineering and system design, safety, compliance, procurement, 

environmental, measurement, commimications, technological ia_frastructuse, and 

storage operations. I also sponsor Atmos' Compliance Committee and am a 

member of the Atmos' IJtility Operations Council, which sets the Company's 

standard practices and procedures for construction, maintenance and service. In 

addition, I am responsible for developing the Division's (including Kentucky) 

miid capital budget and monitoring capital budgetary compliance. In this 

regard, it is my role to ensure that the Company's investment in new plant and 

equipment in Kentucky is targeted toward meeting the important goals of public 

safety, system reliability and efficiency. 

HAVE YOU EVER SUBMITTED TESTIMONY BEFORE THE 

KENTUCKY PUBLIC SERVICE COMlMISSION? 

No. 

EMVE YOU EVER SUBMITTED TESTIMONY BEFORE ANY O'TEI[1%R 

RJZGULATORY COMMlSSIONS OR AUTHORITIES? 

Direct Testimony of Earnest €3. Napier, P.E. Page 2 
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Yes, I have submitted written and / or oral testimony before the Georgia Public 

Service Commission innocket Numbers 27163,27168,29554 and 30442. I have 

also submitted written and oral testimony before the Tennessee Regulatory 

Authority in Docket Number 07-002s 1. 

ARE YOIJ SPONSORING ANY OF TEE FILING REQILm,MENTS AND, 

IF SO, WHICH? 

I m sponsoring the following filing requirements: 

Kentucky's most recent capital construction budget containing four 

fiscal years of construction expenditures. 

A complete description of all factors used in preparing Kentucky's 

capital construction budget. 

Detailed infomation for each major construction project 

constituting more than five percent (5%) of the annual construction 

budget within the three (3) year forecast. 

Detailed information for the aggregate of construction projects 

constituting less than five percent (5%) of the annual construction 

budget within the three (3) year forecast. 

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

this application. 

DO YOU ADOPT THESE FILING REQUIREMENTS AND MAKE TFlEM 

PART OF YOUR TESTIMONY? 
Yes. 

IV. CAPITAZ, BUDGETING PROCESS 

WHAT ARE THE OBJECTIVES OF TRIE COMPANY'S CAPXTAL 

BIJDGETZNG PROCESS? 

The objectives of the Company's capital budgeting process are to: 

(1) Formalize the process o f  identifying construction needs and prioritizing 

capital expenditures; 

Direct Testimony of Earnest B. Napier, P.E. Page 3 
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(2) Assess the economic feasibility of individual construction projects; 

(3) Determine overall capital requirements for the planning periods; 

(4) Reassess Iong term system maintenance requirements annually; and 

(5) Review past construction projects and work practices, and apply procedural 

improvements as appropriate. 

Q. PLEASE DESCRIBE THE PLANNING AND BUDGET PROCESS FOR 

TElE COMPANY’S CAPITAL CONSTRIJCTION PROGRAM. 

The Company plans its capital expenditures over five fiscal years, with a focused 

emphasis on the .;Lirst year of that five-year period. We normally begin this 

process during our third fiscal quarter (April-May) of each year, some 4 to 5 

months prior to the beginning of the next fiscal year. The process is initiated 

within the Division by a request from my office for a ‘Lb~tt~m-up’’ submission of 

projects fkom our operations supervisors and operations managers in Kentucky. 

All proposed projects, vehicles, and equipment must be identified at a high level 

by need and cost, and all budgets are prepared based upon meeting the five 

objectives described above. The proposed projects, vehicles, and equipment are 

reviewed by KentuckyMd-States Division’s regional vice presidents of 

operations for collaborative agreements between the regional vice presidents, 

operations managers, and myself. 

A. 

After review, additional information is requested for projects that are determined 

to be the most eligible for funding and more detailed documentation is requested 

fiorn the operations and technical services managers on those particular projects. 

The process is largely complete by late June when projects are entered into the 

Atmos Energy capital budget system (PIanIt), although finalization of capital 

25 

26 

27 

expenditures is not completed until late July. During this time, the agreed-to 

projects have been M e r  substantiated to ensure they meet the appropriate 

financial criteria and the stated objectives. 

28 The final proposed budget must be reviewed by the Division’s senior 

29 management, including the Division President. Additional reviews are pedormed 

30 by corporate executive operations management and their staff. High level reviews 
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of the division budgets are also performed by the Company’s senior executives 

who are presiding members of the Company’s Management Committee. The 

Capex budget for Kentucky is not officially approved until it, as part of the 

Company’s total Capex budget, is presented to the Company’s Board of Directors 

in September of each year. Upon this approval, all approved projects are 

transferred into the A.traos Energy capital tracking system (POWERPLANT) and 

are ready for appropriation. 

HOW DOES ATMOS PRIORITIZE ITS CAPITAL, EXPENDITuR1ES? 

Our priorities for capital expenditure, listed in order of importance, are: 

1. Public Safety 

2. System Capacity and Reliability 

3. Customer Growth 

4. Facilities Maintenance 

5. Public Works, and 

6. Support of Long Term Technological Programs. 

WHAT FINANCIAI, CRITERIA ARE THIZ MOST SIGMllFICANT IIY 
APPROVING A PROJECT DURING TITI3 CAPITAL BUDGETING 

PROCESS? 

We begin work wifh an overall capital spending goal which we try to work 

within, although variations are permitted if justified. We also use key investment 

criteria to evaluate projects. Any expenditure above targeted levels must be 

justified Individual projects, and our construction program as a whole, are 

assessed on the basis of their return on investment, return on equity, cost of 

capital, cash flow, new business forecasts, and various capital overheads such as 

labor, benefits, and inflation. 

MTJST ALL PROJECTS MEET THE SAME FINANCIAL CRITERIA? 

No. We separate projects into growth and non-growth capital expenditures. 

Growth projects are revenue-producing investments for which we can identify a 

stream of revenues, cash flow, return, payback and other standard investment 
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criteria. Non-growth capital expenditures involve system integrity, equipment, 

structures, pipeline integrity, system maintenance and reliability projects which 

are evaluated on a costhenefit basis. We endeavor to keep our annual non- 

growth capital expenditures below the level of depreciation. Since these 

expenditures do not have an associated stream of revenues, our goal is to fund 

these expenditures through internal financial cash flow. Obviously, there are 

certain non-growth expenditures which do not impact public safety that can be 

scheduled into our five-year investment program to ensure that we properly 

maintain our system while still operating within overall cash flow constraints. 

Expenditures which impact public safety have always had and will continue to 

have the highest priority. We take our obligation to build and operate a sde  and 

reliable gas system very seriously. Finally, there are also a number of projects we 

must fimd over which we have little control as to timing, such as public works 

projects and highway relocations. 

Q. HOW CAN THE COMPANY JUSTIFY ADDITIONAL EXPENDITIJRES 

BEYOND ITS RECTULAR. CAF’ITAL BUDGET PROJECTIONS? 

A. The KentuckyMd-States Division can secure additional funding through Amos 

if we can demonstrate that we have potential investments which compare more 

favorably to competing expenditures in other Atmos business units and are, 

therefore, more worthy of immediate fulding from a purely financial standpoint. 

Expenditures that impact public safety or compliance projects have the highest 

priority and are considered mandatory capital projects. [Jnbudgeted expenditures 

greater than twenty-five thousand dollars must be reviewed by the Division’s 

senior management, including the Division President. If applicable, high-level 

reviews of unbudgeted expenditures also are performed by the Company’s senior 

executives, who are presiding members of the Company’s Management 

Committee. 

Q. HOW IS T m  SHARED SERVICES CAPITAL BUDGET DEVELOPED? 
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The Shared Services capital budget is developed using similar methods and 

processes employed for the Division’s Capital expenditure budget which I have 

previously described. 

V. CONTROL & MONITORING OF CAPITAL, EXPENDITURES 

WHAT MU3 TlEiE GOALS OF TH3E COMPANY’S PROCESS OF 

CONTROLLJNG AND MONITORIFJG CAPITAL EXPENDITIJRE 

VARIANCES? 

Variances fiom budgeted amounts are inherent in the process of  making capital 

expenditures. Our variance monitoring process exists to institute financial quality 

control by formalizing the andysis of variances by responsibility center in a 

process that identifies year-to-date spending variances by project. These reports 

are received and reviewed every month at the business unit level and on a 

quarterly basis at the corporate level. The goal is to keep all levels of 

management informed of spending by category or project 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 ‘I’m COMPANY’S PROCESS FOR 

CONTROLLING AM) MONITORING CAPITAL EXPENDITXm 

V r n C E S .  

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 Functiods and Specific Projects. The Blanket 

Functionals include total capital authorizations of a similar type such as new 

services, leak repair, short main replacements, small integrityheliability projects, 

etc. Specific projects are uniquely identified such as a speck& highway 
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relocation project, replacement of work equipment, or some larger significant 

integrityheliability project. 

Once a project has been entered in the capital budget system an appropriation 

Purpose and Necessity (P&N) may be submitted for authorization. Projects are 

then monitored to ensure they stay within budgeted levels. If during the course of 

a project, field management identifies that the costs of the project will exceed 

approved amounts, a request for supplemental finding may be submitted. All 

expenditures above authorized appropriation, as well as expenditures for 

unbudgeted projects or variances on budgeted and approved projects, must be 

approved at the appropriate levels within the Company. 

11 

12 

13 capital budget. 

Each month, various project variance reports are published Each budget center 

manager is responsible and held accountable for managing their overall approved 

14 Q. 

15 

16 A. 

17 
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19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

DISCUSS TEE VARIANCES INCURRED DURING TEIE MOST RECENT 

FISCAI, YEAR. 

At this time the Company's fiscal year 2009 €ha1 capital spending records have 

not closed, however in fiscal year 2008, the Company's actual capital 

expenditures in Kentucky were $17,547,624 resulting in a variance of 6.74% 

under the 2008 budget. In fiscal year 2008, system integrity spending was 

approximately $1 million under budget due mainly to one significant project 

being cancelled and another project on our 1930's Hopkinsville 10 inch line 

coming in significantly under original budget estimates. In fiscal year 2007, the 

total variane was 0.65% or $109,931 over a budget of $16,798,201, a variance 

well within expected tolerance. It is important to note that variances do occur and 

there are projects that surface which cannot be scheduled by the Company. For 

example, the Kentucky highway non-reimbursement relocation project schedule 

was revised and work scheduled for 2007 was instead performed in 2006. This 

project along with other public improvement projects completed during the 2006 

budget year resulted in an increase of $349,032 over the 2006 budget. In 

addition, system improvementhystem integrity projects such as the replacement 
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of some of ow 1930’s Hopkinsville 10 inch pipeline resulted in an increase of 

$1,220,220 over budget. In total, the variances in 2006 resulted in a $16,645,007 

compared to a budget of $14,185,245. 

Q. WHAT HAS THE COMPANY’S JXECENT EXPERIENCE BEEN IN 

TERMS OF VARIANCES BETWEEN BUDGETED DOLLARS AND 
ACTUAL DOLLARS SPENT? 

The following table shows Kentucky’s historical capital expenditures, including 

overheads, compared to budget: 

A. 

Piscal Actual Budgeted 
Dollars Dollars 

17,547,624 18,815,716 

2007 16,908,133 16,798,201 

2006 16,645,007 14,185,245 

17,525,670 14,57 1,690 

20,902,147 18,550,753 
I I I 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Over/(Under) Variance 
Budget, $’s 

I 20.3 I 2,953,980 

VI. TEST PEIUOD CAPITAL BUDGET 

Q. WHAT IS THIi: PORlECASTED TEST PERIOD USED IN TRO[S RATE 
APPLICATION? 
The forecasted test period is April 1, 2010 through March 31, 2011. This 

represents 6 months of Kentucky’s fiscal year 2010 (FY2010) and 6 months of 

Kentucky‘s fiscal year 201 1 (FY2011). 

A. 

Q. ‘FVRAT IS Kl3NTTJCKY’S FORECASTED m S T  PERIOD CAPITAL 
BUDGET? 

Kentucky’s forecasted test period’s capital budget is $24.75 million. Kentucky’s 

capital budget is comprised of three components - the direct capital spending for 

Kentucky for the forecasted test period, the amount allocated to Kentucky 

A. 
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resulting fiom capital spending by the KentuclcyMid-States Division’s general 

office and the amount allocated to Kentucky resulting &om capital spending by 

the Company’s Shared Services (SSU) during the forecasted test period. The 

amounts which are projected to be closed to plant and comprising additions to 

SSU rate base are sponsored by Company witness Mr. Christopher Felan The 

methodology for allocating SSU and the Division general office rate base 

amounts to Kentucky is described in the testimony of Company witness Mr. Dan 

Meziere. 

HOW WAS KENITJCKS’S DIRECT CAPITAL BUDGET FOR THE 

FORECAST PERIOD DEVELOPED? 

We relied upon the FY2010 capital budget as a baseline for projecting detailed 

FY2010 through FY2011 capital expenditures for purposes of the test period in 

this rate application. I also prepared fiscal year capital budget estimates for 

FY2012. 

WHAT LS KENTIJCKY’S FY2010 DLRECT CAPITAL BUDGET? 

The approved FY2010 direct capital budget for Kentucky is $22.72 million. 

WHAT IS KENTUCKY’S FY2011 DIXECT CAPITAL BUDGET AS 
ESTIMA’IXD IN THE FXVE WAR PLANNING PROCESS? 

Kentucky‘s FY2011 direct capital budget is estimated at $17.98 million, 

HOW DID YOU ADJUST KENTUCKY’S FY2010 DIlRlECT CAPITAL 

BIJDGET IN ORDER TO PREPARE THX FORECGS’IXD TEST PERIOD 

CAPITAL BUDGET? 

The cost of planned and budgeted projects for FY2010, before the application of 

overheads, was used as a baseline. That amount was approximately $16.37 

million. Three factors were evaluated and used to adjust the baseline. These 

adjustments were necessary in order to reflect the most current sonnation 

available which would impact our fbture level of capital spending and thus ensure 

that the direct capital budget is accurate. These three factors are: 

1. Changes related to system integrity and system improvement projects; 

2. Cost increases in materials and labor tied to inflation; and 
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3. An application of overheads attributable to capital projects. 

PLEASE DISCUSS EACH OF THESE FACTORS. 

The change in system improvements reflects an anticipated decrease in capital 

spending for system improvements below FY2010. Included in the FY2010 

budget is a one time system improvement project in Bowling Green with an 

estimated cost of $5.6 million. We expect to sustain system integrity spending 

levels in FY2011 and FY2012 with an anticipated increase in cost of material and 

labor. No major changes in overhead rates are anticipated. 

HOW WAS T€3X DMSTON’S GENERAL OFFICE CAPITAL BUDGET 

DEVELOPED? 

The capital budget for the Kentucky/Mid-States Division general oEce 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 budgeting processes I have described herein applied to 

all rate division capital budgets which roll up into the Divisian’s total capital 

budget, including Kentucky and the Division general office. 

WHAT IS TFE PORTION OF THE DIVISION’S FY2010 CAPITAL 

BUDGET ALLOCATED TO K;7ENTUCKY? 

The portion of the approved FY2010 Division’s general oftice capital budget 

allocated to Kentucky is $1.09 million. 

WHAT ABOTJT SUBSEQIJENT FISCAL, YEARS? 

Those forecasted amounts are $0.90 d i o n  for FY2011 and $0.95 million for 

FY2012. 

WHAT IS THE SEIARED SERVICES FY2010 CAPITAL BTJDGET 

ATTRLBUTABLE TO KENTUCKY? 

The portion of the approved FY2010 Shared Services capital budget allocated to 

Kentucky is $1.48 million. 

WHAT ABOIJT SUSSEQTJENT F’ISCAL YEARS? 

Those forecasted amounts are $0.77 million for FY2011 and $0.80 million for 

Direct Testimony of Earnest €3. Napier, P.E. Page 11 
Kenluckyniupier Testimony 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

Q. 

A. 

Q. 
A. 

FY20 12. 

WHAT KEY NEEDS ARE MET THROUGH TEUS PAR’I?CULAR 

BUDGET? 

System improvement, pipeline integrity, and system integrity investments focus 

on customer safety and system reliability and are OUT highest priorities for capitaI 

budgeting. The next priority is public improvements and state and local public 

works projects such as highway relocations. The next priority is customer 

growth. Afmos 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 modem fleet of vehicles and equipment (backhoes, safety 

equiprrzent, ditchers, first responder equipment, air compressors, welding 

machines, etc.) allows us to maintain our system and continue to provide a 

reliable level of service to ow 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. 

VU. PIPE REPLACEMENT PROGRAM PPRP”) 

PLEASE SUMLMARIZE TIlE PROPOSED PRP. 

As part of our effort to provide the safest, most reliable natural gas service, Atmos 

Energy has been replacing aging infiwtructure for several years. All of the cast 

iron main in Kentucky has been removed &om service as well as many miles of 

bare steel pipe. However, our system still contains approximately 250 miles of 

bare steel transmission and distribution mains as well as associated service lines, 

service risers, meters and appurtenances that present maintenance and risk issues 

for Atmos Energy and the public. Through its PRP Atrnos proposes to replace all 
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bare steel pipe in its system. Atmos Energy considers these facilities to be aging 

idi-astructure in need of scheduled replacement. Atmos Energy plans to replace 

these facilities over a period of fifteen (15) years, beginning in April of 2011. 

The estimated cost of the total program is approximately $124 million. Annual 

capital investment is estimated at approximately $6.7 million in year one and 

assuming consistent rates of replacement will increase to approximately $1 0 

million in year fifteen (1 5) of the PRP. 

WHY DOES ATMOS ENERGY NEED A PIPE REPLACEMENT PIAN? 

As stated above, Atmos Energy’s Kentucky gas system still contains 

approximately 250 miles of bare steel transmission and distribution mains along 

with the associated service lines, service risers, meters and appurtenances needed 

to deliver natural gas to ow customers. Many of these facilities have reached the 

point in their service life where it is no longer cost effective to continue to repair 

due to accelerated corrosion rates. All of the bare steel pipe in the Kentucky 

system is at least filly years old and some sections are approaching seventy-five 

years. Atmos Energy’s PRl? will improve public safety and reliability of service 

for our customers. Atmos Energy plans to use a well-planned, systematic 

approach to replacement that will reduce inconvenience to the public, require 

fewer unplanned disruptions to traffic for emergency repair, and improve 

coordination with local and state highway agencies. Public safety will be our 

highest objective and those pipe sections that need prompt attention will be given 

priorify. 

PLEASE DESCRIBE THE PIPE REPLACEMENT COMPONENTS TJUT 

ATMOS PROPOSES TO INC1,UDE TN ITS PRP. 

Atmos proposes to include in the PRP all of the planning, design, replacement 

construction, investment and retirement costs related to the replacement of the 

following categories of transmission and distribution main - bare steel (whether 

or not cathodically protected), cathodically unprotected coated steel, and 

ineffectively coated steel (whether or not cathodically protected). These facilities 

will hereinafter be collectively referred to as “bare steel main”. Also, as part of 

the PRP Atmos proposes to include all of the planning, design, replacement 
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construction, investment and retirement costs related to the replacement of all 

piping from the bare steel main to the customer’s meter including curb valves, 

service risers, meter sets and all other related appurtenances that do not meet 

current material and construction standards or pose other operational issues. 

These facilities will hereinafter be collectively referred to as ‘%are steel services”. 

Finally, as detailed later in my testimony, Atmos will be taking steps to ensure 

that the newly installed facilities are appropriately designed and sized. This may 

necessitate in certain circumstances the replacement of facilities other than bare 

steel mains and services and those planning, design, replacement construction, 

investment and retirement costs will be included in the PRP as well. 

WHAT ARE THE MAIN CAIJSES OF LEAKS ON BARE STEEL PIPE? 

The number one cause of leaks on bare steel pipe is galvanic corrosion. 

Excluding excavation damage, approximately seventy-two percent (72%) of all 

leaks repaired on Atmos Energy’s system over the past several years were caused 

by corrosion. 

HOW DOES ATMOS ENERGY MANAGE OR CLASSIFY LEAKS AND 

PRIORJTIZE REPAIRS? 

Atmos Energy classifies each leak found according to the rules outlined in our 

Operations and Maintenance Manual. Leaks are graded according to severity, 

Grade 1 being the most severe, through Crrade 3. Grade 1 leaks represent an 

existing or probable hazard to persons or property that requires immediate repair 

or continuous action until the conditions are no longer hazardoils. A Grade 2 leak 

is a leak that is recognized as being non-hazardous at the time of detection, but 

justifies scheduled repair based on probable fiiture hazard. Grade 3 leaks are non- 

hazardous at the time of detection and can be reasonably expected to remain non- 

hazardous. 

WILL CORROSION LEAKS ON BARE STEEL INCFtEASE IN TEIE 

FUTURE AND DOES TEJIS INCREASE THE N S K  TO PUBLIC 

SAF’ETY? 
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Yes, corrosion leaks on bare steel main will increase in the fixture. The likelihood 

of leaks occurring increases as the corrosion becomes more general and severe on 

the pipe wall. ]Each leak found on the system increases the risk to public safety. 

IS ATMOS ENERGY’S GAS SYSTEM C1LJRRJ3NTLY SAFE? 

Yes, Atmos Energy’s gas system is safe. Leakage rates are managed utilizing the 

leak grading system described above. All leaks are either repaired when found or 

monitored on a predetermined schedule to maintain a high level of public safety. 

However, with the mount of aging bare steel pipe in our system and d e  

continuous corrosion threat that exists, Amos Energy must as a prudent operator 

begin a systematic, accelerated approach to bare steel pipe replacement. 

IS REPLACEMIENT TELE ONLY REMEDY OR IS TEERE ANOTHER 

WAY TO RETARD OR ARREST THE CORROSION PROBLEM 

INIXIERENT IN BARE STEEL? 
In theory a cathodic protection current could be applied to the surface of a bare 

steel piping system to protect it from galvanic corrosion. However, in practice, 

cathodic protection of bare steel systems is not a practical approach, Since d e  

amount of direct current that must be applied to a bare steel surface to achieve 

protection is directly proportional to the surface area of the steel being protected, 

current requirements for a bare steel system are very high compared to the current 

requirements of a coated steel system. Introduction of high levels of direct current 

into the soil in urban areas often results in damage to other underground metal 

structures such as water systems, underground tanks, and metal shielded cable 

systems, through a process called stray current corrosion. Even if cathodic 

protection were a possibility to mitigate the ongoing deterioration caused by 

galvanic corrosion, there is no process that could undo or replace the damage that 

has already occurred on a bare steel system. 

PLEASE DESCRIBE THE SYSTEMATIC PIPE REPLACEMENT 

APPROACH ATMOS PLANS TO USE IN ITS PRP. 
Atmos will implement a two-pronged approach in its PRP to replace bare steel 

mains. First, Atmos will use leak history and leak grades to determine if the need 

exists to prioritize a main segment replacement. Secondly, Atmos will utilize a 
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concentrated construction effort by geographic location to replace the remaining 

bare steel segments. This approach allows Atmos to maximize efficiency in 

concentrated construction locations while simultaneously maintaining a high level 

of public safety. Of course, during the concentrated construction effort Amos 

will continue to monitor its remaining bare steel main and replace on a prioritized 

basis any bare steel main segment determined to require a prioritized replacement. 

The bare steel service aspect of the PRP will generally be accomplished 

contemporaneously with the associated bare steel main replacement. There are 

instances, however, when a bare steel service will be replaced through the PRP on 

an individual basis due to emergency leakage, damage or other relocation or 

replacement requirement. 

PLEASE DESCRIBE THE BENEFITS OF UTlLIZJ3TG TRlti: 

SYSTEMATIC PIPE Rl3PLACEMENT APPROACH. 

This is an efficient installation practice because through the concentrated 

construction effort construction crews can stage work by continuously shifting the 

worksite along the pipe being replaced, day in and day out, rather than what is 

often the case now where crews open and close worksites and relocate labor and 

equipment across town or across the service territory. Incorporating this type of 

design and construction approach should result in a per foot installation cost less 

than that which would be achieved by bidding smaller and more discrete projects. 

In addition, there are the public benefits of mirknizing disruptions in traffic flow 

by concentrating work in one section of a municipality. At the same time we will 

monitor our other segments for leakage and needed replacement activity and react 

accordingly when main segments become problematic fiom a long range 

maintenance perspective. Using this approach will enable A b o s  Energy to keep 

the construction cost as low as possible and avoid unnecessary crew movement 

which results in down time for the construction effort. 

WHAT TYPES OF MATERIALS WILL BE XJSED TO REPLACE TT3E 

BARE STEEL? 
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The majority of replacement piping will be polyethylene plastic where the system 

pressures will allow it to be used. All of the other replacement piping will be 

cathodically protected coated steel pipe. 

PLEASE DESCRIBE TliTE MANNER IN WFIICH ATMOS ENERGY HAS 

HISTORICALLY ADDRESSED REPLACEMENT OF ITS RARE STEEL 

PIPE. 
Atmos Energy has been replacing and retiring bare steel pipe in its system since 

the 1970s. Atmos Energy replaces pipe segments based on analyses of the 

segment’s historical leak rate. Amos Energy attempts to identify the worst likely 

performing segments and replaces those each year. Amos Energy also replaces 

short segments of main and service pipe on an emergency basis when it is 

determined that an effective repair cannot he made. 

DID ATMOS ENERGY EVALIJATE ITS LNTERNAL RESOURCES 

NECESSARY TO IMPLEMENT THE PRP? 
Yes. Atnzos Energy has reviewed internal staffing levels on an annual basis for 

the past decade through a workload process called “’blueprint”. Utilizing this 

system allows Atmos Energy to match workload with employee complement. In 

the initial stages of the PRP we expect to use outside contract labor for the 

majority of the work. However, with the composite age of our work force in 

Kentucky, we see the PRP as a prime opportunity to bring in some new talent that 

will gain a tremendous amount of experience during the replacement of the bare 

steel pipe. Our blueprint process will assist us in matching complement changes 

with the increased workload resulting f?om the PRP. As our existing workforce 

retires or leaves through normal attrition, this new group of  d be ready to step 

in and maintain the same safe reliable, service that Atmos Energy expects of its’ 

employees. Any additions to stafing will be strategically located in areas to 

support the PRP. Atmos Energy will continually review its staffing needs to 

ensure proper support of the PRP. 
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WHAT STEPS Wllld, ATMOS ENERGY TAKE TO MAKE SURE TII-IE 

NEW SYSTEM rs DESIGNED ANI SIZED CORRECTLY FOR TEE 

FXJTURE? 
Cms distribution systems are typically planned and designed on a minimu 

twenty-year horizon. Proper planning dictates that Atmos Energy look ahead for 

engineering and operational purposes as far as possible. The choice and size of 

replacement pipe will take into account the engineering and other requirements of 

system design. The PW presents an opportudy to address pipe sizing issues 

with a system sized correctly for the current demands and hture loads. Amos 

Energy will utilize standard natura3 gas distribution engineering t e c ~ q u e s  to 

select the correct pipe size and type for the application. 

VVHAT STEPS WILL ATRlOS ENERGY T m  TO ACHIEVE 

EFFICIENCIES AND REDIJCE CONSTRUCTION COSTS? 
The large scale projects resulting from Atmos' concentrated ConstrUCtion egort 

will allow us to leverage material purchases, obtain the best construction and 

restoration contractor costs, and acquire land and right-of-way, when needed, 

more cost effectively. Moreover, planning, designing and constructing regional 

and system wide facilities will allow Amos to optimize both the facilities in place 

necessary to support gas service delivery as well as the size and configuration of 

the newly installed facilities. This approach will allow us to utilize best 

construction practices as they are implemented over a widespread part of our 

impacted distribution system ta reduce construction costs and allow us to adopt 

and employ best operating and maintenance practices to reduce future O&M 

legacy costs. 

HOW WILL 'IFE PRP AFFECT O&M EXPENSE? 
Atmos Energy anticipates a significant reduction in leakage which, in tm, will 

impact operations and maintenance expense over the duration of the PRP. Many 

of the outstanding leaks in the system will be ehinated with the replacement of 

bare steel pipe. The elimination of leaking pipe and the risks and inconvenience 

due to emergency repair, will be the largest benefit for our customers. 
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Q. HOW Dm ATMOS ENERGY BUDGET ITS CAPITAL PROGRAM FOR 

RARE STEEX REPLACEMENT IN .FISCAL YEAR ZOlO? 

Specific replacement projects were identified and prioritized based on discussions 

with experienced operating and engineering personnel knowledgeable of the 

leakage rate and construction factors influencing public safety and reliability. A 

budget of approximately $13.1 million was developed for all system integrity 

projects. This amount includes bare steel main replacement, leak repair, service 

line, meter and meter set replacements and all other types of system integrity 

projects normally included in this budget category. The replacement budget 

includes finances for both planned projects and those main and service facilities 

requiring replacement on an emergency basis. 

A. 

Q. WHAT IS EXPECWJD BUDGET FOR THE PRP IN FUTURE 

YEARS? 

Amos Energy estimates it will spend approximately $124 million over a period of 

fifteen (15) years beginning in April 201 1. Future projects and annual budgets 

will vary somewhat as we replace the highest priority bare steel pipe based on 

system condition and performance. While public safety and potential risk are 

always the primary considerations of project selection, the timing and extent of 

replacement cost recovery can impact the scope of replacement projects in any 

given year. Fair and timely investment recovery via the "PRP Rider," explained in 

Atmos Energy witness Smith's testimony, provides a critical and predictable base 

of capital to finance our PRP over approximately the next fifteen (15) years. The 

fiscal year 2012 capital replacement program will be the first full year of Atmos 

Energy's PRP. In the testimony of Atmos Energy witness Mr. Waller, he has 

described the timing of proposed a n n d  filings related to the PRP. 

A. 

Q. IN PLANNING T € E  PRP, WEm ALTERNATIVELY DEFINED 

LENGTHS OF TI3E PROGRAM CONSIDERED, AND WXY WAS A 

FIFTEEN 'YEAR PERIOD SELECTED? 

Various program lengths were evaluated, but the duration of fifteen years was 

chosen because it matched the best combination of risk (the safe and reliable 

delivery of natural gas), and resources needs (internal/external labor, material, 

A. 
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capital, etc.). Although Attnos Energy believes the bare steel mains, services, 

meters, pressure regulating equipment and associated equipment necessary for 

safe eEcient gas distribution operations should be replaced as expediently as 

possible, internal and external resource constraints have driven us to choose 

fifteen years as the most reasonable program duration. Atmos Energy has 

significant experience in other state jurisdictions with replacement programs of 

this type. We know, based on those other programs, we can efficiently manage 

this annual amount of spending and replacement. Atmos Energy will continually 

monitor and evaluate the performance and effectiveness of the replacement 

program and make adjustments as necessary to ensure safe and reliable delivery 

of service. 

WFIAT ASSUMPTIONS ARE BEJ3IND TJ3E COST ESTIMATE OF $124 

MILLION? 
As I mentioned earlier, this dollar estimate captures all of the planning, design, 

replacement construction and retirement of approximately 250 miles of bare steel 

main as well as the bare steel services. The total cost estimate is based on current 

dollar value adjusted annually for inflation. 

WEW'I' ARE THE: BENEFITS OR TEIE PRP, COWARED WITH 

ATMOS ENERGY'S HISTORICAL RIEP1,ACEMCENT PROGRAM? 

Public safety is enhanced because the PRP will greatly reduce the increasing risk 

associated with aging facilities exposed to continuous corrosion forces. For 

municipalities and state highway departments, the PRP provides a systematic and 

predictable schedule of construction activities and minimizes disruption to traffic, 

roads and highways. In some cases it may be possible to coordinate projects 

around other municipal pIanned infrastructure improvements such as road 

replacement, repaving, and sewer and water replacement thus providing overall 

benefits of public convenience and cost savings to local neighborhoods and 

communities. Additional cost savings will be achieved through a planned 

approach to pipe sizing. 

WHAT ARE T€JE ECONOMIC' RENl3FITS OF THE PRP? 
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A systematic replacement approach produces efficiency gains allowing more 

main to be replaced for the same price. Atmos Energy will also be able to work 

through its pipeline supplier to purchase larger quantities of construction 

materials, resulting in lower cost. Atmos Energy expects operations and 

maintenance expenses to decline over time by reducing problematic pipe having 

corrosion leaks. 

WRAT ARE THE: POTENTIAL ECONOMIC DEVELOPMJ3NT 

BENEFITS OF THE PRP? 
A possible benefit of the PRP is the potential for improving economic 

development in many communities. Through the PRP Amos Ebergy plans to 

eliminate many low pressure systems currently in service which si&icantly 

limits the size of the load that can be added. While the existence of a high 
pressure system does not necessarily mean there will be economic development, 

should economic development occur, the higher pressure system will enable 

Atmos to serve larger loads than the current low pressure systems allow. 

HOW DOES THE CUSTOMER BENEFIT FROM ATMOS ENERGY’S 

PRP? 
Atmos Energy will replace deteriorating main and service pipe and enhance the 

safety of its system by ensuring replacement of facilities with new, longer lasting 

and safer materials. Atmos Energy will be able to continue to provide reliable gas 

service and possibly increase the system capacity to support economic 

development efforts. 

DOES THIS CONCLUDE YOUR. TESTIMONY? 

Yes. 
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I. POSITION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Daniel M. Meziere. My business address is 5430 LBJ Freeway, Suite 

600, Dallas, Texas 75240. 

BY WHOM ARE YOU EMPLOYED AND XN WHAT CAPACITY? 

I am the Director of Accounting Services for Atmos Energy Corporation (hereinafter 

“Atmos” or the “Company”). 

WEFAT ARE YOUR JOB RESPONSLBII,ITIES? 

I am primarily responsible for directing various accounting activities and policies 

within the Company. My primary duties include the oversight of general accounting, 

fured assets accounting, accounts payable, payroll, and cost allocations. I also serve 

on an internal committee which is responsible for the oversight and monitoring of 

Sarbanes-Oxley (SOX) compliance. In addition, I work with both our internal and 

external auditors on implementing, testing, maintaining and modifying the 

Company’s accounting controls, as well as interfacing between the auditors and the 

Company. 

I am also responsible for ensuring effective financial and internal controls for the 

Company’s accounting processes, system and procedures. I have knowledge of the 

Company’s accounting activities, which include compiling, processing, reporting and 
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analyzing financial information to satisfy the requirements of internal management, 

internal independent auditors, external independent auditors and regulatory agencies. 

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAL EXPEmNCE. 

I earned a Bachelor of Science degree in Accounting from East Central Oklahoma 

State University in 1983 and a Masters of Business Administration from the 

University of Dallas in 1997. 

I have worked in the energy industry for over 20 years in a variety of accounting and 

finance positions. I joined Atmos Energy Corporation in 2002 in my current position. 

ARE YOU A MEMBER OF ANY PROFESSIONAL ORGANIZATIONS? 

Yes. I am licensed by the State of Oklahoma as a Certified Public Accountant. 

HAVIE YOU PREXOUSLY TESTIFIED BEFORE THE KENTUCKY 

PURLIC SERVICE COMMISSION OR OTHER REGULATORY ENTITPIES? 

Yes, I filed testimony with this commission in Case No. 2006-00464. I have also 

testified before the Georgia Public Service Commission in Dockets 20298-U and 

27163-U, before the Tennessee Regulatory Authority in Dockets 05-00258 and 07- 

00105, the Missouri Public Service Commission in Docket No. CiR-2006-0387, the 

Railroad Commission of Texas in Dockets 9676 and 9762 and the Kansas 

Corporation Commission in Docket No. 08-ATMG-28O-RTS. 

II. PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to authenticate the historic books and records of the 

Company and demonstrate the integrity of the financial information that has been 

filed in this case. T rn also providing testimony concerning the Company's Cost 

Allocation Manual (CAM) which describes the methodology for shared services cost 

allocations. 

ARE YOU SPONSORING ANY OF THE FILI[NC; REQUIREMENT IN Tars 
CASE, AND, IF'S0 mTB[IC33 REQUIIWUENTS? 
Yes, I am sponsoring the following specific filing requirements of Section 10 of 807 
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Statement that annual reports are on file with the Commission; 

Prospectuses of most recent stock or bond offerings; 

Most recent FERC Form 1 (electric), FERC Form 2, or the 

Automated Reporting Management Inf?zmation System Report 

(telephone) and PSC Fonn T (telephone); 

Annual reports to shareholders and statistical supplements for 

the preceding five years; 

Current chart of accounts if more detailed than Uniform 

System of Accounts chart; 

SEC's annual report for most recent 2 years, Farm I 0-Ks and any 

Form 8-Ks issued during prior 2 years and any Form 10-Qs issued 

during past 6 quarters; 

Independent auditors annual opinion report, with any written 

communication which indicates the existence of a material 

weakness in internal controls; and 

Quarterly reports to stockholders for the most recent five 

quarters? 

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; 

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 detemined; and 

' This regulation prescribes numerous filing requirements (FRs). The FR abbreviations used are io the 
applicable subparts of Section 10 of 807 K.A.R 5:OOl. 

Other than its quarterly report on Form 10-Q filed with fhe Securities and Exchange Commission, the 
Company does not publish quarterIy reports to shareholders. Accordingly, no h5ormation is actually provided 
pursuant to FR 10(9)(r) because tbe Forms 10-Q are provided pursuant to FR 10(9)(p). 
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All facts relied upon, including other regulatory approval, to 

demonstmte that each amount charged, allocated or paid during 

base period is reasonable; 

Comparative income statements, revenue and sales statistics 

most recent five years, base period, forecast period and two (2) 

years beyond 

Comparative financial data and earnings 

F1R lO(lO)(i) 

FR lO(lO)(k) 

DO YOU ADOPT THESE FILLNG: REQUIRlEMENTS AND MAKE: TEIEM 

PART OF YOUR TESTIMONY? 

Yes 

HI. AUTRENTICATION OF BOOKS AND RECORDS 

ARE TEE BOOKS AND RECORDS OF rrm COMPANY PREPARED 

UNDER YOUR DIRECTION? 

Yes, for the areas under my direction (which do not include gas accounting or 

taxation). 

HOW DOES ATMOS MAINTAIN AND UTJLIZE ITS BOOKS AMD 

RECORDS IN THE REGULAR COURSE OF BUSlNESS? 

Atmos maintains its books and records in accordance with the Federal Energy 

Regulatory Commission’s (FERC) IJniform System of Accounts (USOA) and 

Generally Accepted Accounting Principles (GAAP). The USOA is the prescribed 

methodology for maintaining utility records in all of the state jurisdictions which 

regulate the Company’s natural gas utility operations, which currently include 

Colorado, C‘eorgia, Illinois, Iowa, Kansas, Kentucky, I,ouisiana, Mississippi, 

Missouri, Tennessee, Texas and Virginia. 

Atmos’ accounting organization utilizes integrated computerized business systems to 

efficiently process, record and maintain transactions generated in the regular course 

of business. Financial transactions are created and entered into the system at or near 

the time of the transaction by the responsible personnel in various divisions having 
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personal knowledge, or acting in reliance on h6ormation transmitted by persons 

having personal knowledge of the transactions, as well as o f  the applicable 

accounting procedures and requirements. Reports are generated by the system in the 

regular course o f  business to assist in management’s review of the results of 

operations and to assist in the analysis of  the cost data of gas Operations. 

AS DlRECTOR OF ACCOUNTING SERVICIES, HOW DO YOU A S S m  

YOIJRSELF THAT TRANSACTIONS ARE RECORDED PROPERLY? 

As Director of Accounting Services, I have personal knowledge of the organizational 

business processes and staffing in the Controllership functian. The Controller’s 

organization is staffed with highly qualified accounting managers and staff, with 

many accounting positions frlled by CPAs. The managers in the organization are 

charged with the responsibility to inspect, review and revise, if appropriate, the work 

o f  the accountants they supervise. To fill certain. management positions, an individual 

is required to have an accounting degree as well as significant accounting experience. 

We have established mci maintained controls that ensure the accuracy of our books 

and records. These corttrols help identify any necessary adjustments to accounting 

entries which are then recorded to the original books and records in a timely manner. 

Additionally, Atmos contracts with KPMG for internal audit services. This group 

periodically performs reviews of those controls. 

WHAT TYPES OF REGULAR AIJDITS ARJ3 CONDUCTEX) TO 

AIJTHlCNTICATE ATMOS ENERGY’S BOOKS AND RECORDS? 

Atmos’ books and records are audited annually by the independent public accounting 

firm of Ernst & Young LLP. In addition, Ernst & Young LLP also performs reviews 

of Atmos’ quarterly Gnaacial statements. These audits and reviews are conducted in 

accordance with the standards of the Public Company Accounting Oversight Board 

(United States). 

IV. COST ALLOCATION MANUAL, 

WHAT IS THE COST ALLOCATION lVIANUAL? 

The Cost Allocation Manual (CAM), contained in Exhibit DMM-1, describes and 

documents the process whereby allocations are made within the books and records o f  
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the Company. These include allocations of various common expenses which are 

incurred for the benefit of two or more of the Company’s rate divisions and are 

therefore allocable to those rate divisions. Additionally, the CAM also describes and 

documents the processes whereby allocations are made between Atmos and its 

aEliates and between affiliates. 

ARE YOU RESPONSIBLE FOR OVERSIGHT OF THE CAM? 

Yes. I coordinate and oversee the updating and fling of the CAM. 

PLEASE DESCRTBE THE RXSTORY OF TEE CAM. 

Although the Company had been utilizing the allocation methodology described in 

the CAM for many years prior, the CAM was formally documented in response to 

807 K.A.R. 5080, and was first filed with the Commission in April of 2001. Amos 
is required to update the CAM each year. The Company has used the CAM to 

document its allocation processes in the regular course of business since it was first 

filed. 

ARI3 TEJE ALLOCATIONS DESCRIBED IN THE CAM USED IN EVERY 

JTJRISDICTION IN WHICH ATMOS ENERGY OPERATES? 

Yes. The CAM is uniformly applied in all twelve states in which Amos has 

regulated utility operations for the allocation of common costs among Atmos’ various 

operating divisions, including Kentucky. 

DOES THE CAM DESCRIBE HOW TO ALLOCATE BALANCE SEIEET 

AMOUNTS? 

No. The CAM describes how to allocate expense items fiom Atmos’ income 

statement. Investment or balance sheet items are not allocated within Atmos 

Energy’s books and records. Investment amounts. are allocated only for ratemaking 

purposes in the context of a rate fding or certain regulatory reports. 

IN YOIJR OPINION, DOES THE COMPANY’S ALLOCATION PROCESS 

l7lVlFORMLY AND CONSISTENTLY ALLOCATE COMMON OR SHARED 

SERVICES COSTS? 

Yes, the allocation process described in the CAM operates fairly and reasonably in 

allocating those costs on a uniform basis, both as between Amos’ various operating 
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1. Introduction: 

a. Corporate Structure 

Atmos Energy Corporation (Atmos or the Company) operates its Regulated Operations 
through seven operating divisions in 12 states. The seven operating divisions and their 
service areas are: 

Division l___l___ -.--I__ _--. Service Area __._ 
Atmos Energy Colorado-Kansas Division Colorado, Kansas, SW Missouri 
Atmos Energy Kentucky/Mid-States Division 

Atmos Energy Louisiana Division Louisiana 
Atmos Energy Mid-Tex Division 

Atmos Energy Mississippi Division Mississippi 
Atmos Energy West Texas Division 
Atmos Pipeline - Texas Division 

Georgia, Illinois, Iowa, Kentucky, 
Missouri, Tennessee, Virginia 

Texas, including the Dallas/Fort 
Worth metropolitan area 

West Texas 
Intrastate pipeline business in Texas 

These operating divisions are not subsidiaries or separate legal entities. Therefore, by 
definition, they cannot be considered affiliates of Atmos. 

Technical and support services are provided to the operating divisions by centralized 
shared services departments primarily located at the Atmos headquarters in Dallas. 
These centralized functions currently include, but are not limited to, accounting, gas 
supply, human resources, information technology, legal, rates and the customer 
support. The costs for these shared services are allocated to the operating divisions. In 
addition, for operating divisions that operate in more than one rate jurisdiction, costs 
from an operating division’s general office are allocated to separate rate divisions within 
the operating division. 

In addition to its regulated businesses, Atmos also has Nonregulated Operations, which 
are operated through Atmos Energy Holdings, Inc., a wholly-owned subsidiary of Atmos, 
and its various wholly-owned subsidiaries. These subsidiaries are separate legal 
entities and are considered affiliates of Atmos. 

The Company’s current legal entity organization chart is contained in Appendix A. 

Note that the descriptions contained herein do not address tariffed services. 
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b. Accounting: 

Company Cost FERC 

3 digit 4 digit 4 digits 
Center Account 

Atmos' account coding structure enables it to capture the costs for allocable activities. 
Expenses, assets, and liabilities for Atmos' shared services and other operating division 
general office divisions are coded to applicable location codes and cost centers as 
necessary, which are then allocated to the appropriate rate divisions based upon the 
methodologies described herein. Allocations recorded in the books and records of the 
Company, are primarily for management control purposes and may not be reflective of 
the allocation methodology used for rate making purposes. 

SU b- Service Future 
Account Area Use 
5 digits 6 digits 4 digits 

Atmos' account coding structure is as follows: 

xxx. xxxx. xxxx. xxxxx. xxxxxx. xxxx. 

Within the above coding structure, "Company" and "Cost Center" are primarily utilized 
for internal management responsibility reporting purposes for Atmos' operating 
divisions. The terms "Company" and "Cost Center" are defined in the glossary 
beginning on the following page. Utilization of the "Company" or "Cost Center" fields is 
not suitable for meaningful financial or regulatory reporting purposes. 

The FERC account field contains the three-digit FERC USOA account plus one 
extension digit which in some cases is utilized by the FERC USOA. 

The first three digits of the Service Area field are the primary coding utilized for cost 
allocations within Atmos and is generally referred to as "rate division number". This 
portion of the field denotes Atmos' various rate divisions as well as the Company's 
various shared services and operating division general office divisions. These codes are 
the primary source of information for regulatory reporting and rate activity. The 
remaining three digits represent "town" location which is utilized only for some accounts. 
Atmos Pipeline-Texas uses the final three digits of the service area to represent the 
actual storage or compressor facility; however, this is used for O&M expenses only. 
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c. Glossary of Terms: 

The following terms are defined for purposes of this document only: 

Affiliate - One or more of Atmos' subsidiaries. 

Below the Line - Amounts which are generally not included 
costs from which gas service rates are derived. 

an analysis of 

Companv - In general terms, it refers to Atmos Energy Corporation. Within the 
context of the account coding string, this term represents an operating division, 
wholly-owned subsidiary or other legal entity controlled by Atmos. 

Composite Factor - The Company's general allocation factor which is derived 
for each applicable area based upon the simple average of the ratio of gross 
plant in service, average number of customers and direct operation and 
maintenance expenses for each applicable area to the total for each of these 
items. 

Corporate Headauarters - The headquarters of Atmos Energy Corporation 
located in Dallas, Texas. 

Cost Centers - Account coding which denotes an area of cost responsibility. 
This coding is used primarily for management purposes. 

Customer Factor - The Company's general allocation factor which is derived 
based on the average number of customers of the Operating Divisions that 
receive allocable costs for the services provided. 

Direct Charaes - Those charges which may originate in a shared services 
department or operating division general office division or a rate division which 
are booked directly to the applicable rate division. 

FERC USOA - The Uniform System of Accounts as prescribed by the Federal 
Energy Regulatory Commission. 

Municipal Jurisdiction - For Atmos' operations in Texas, each municipality 
which it serves has original jurisdiction over rates. 

Nonrenulated Operations - Represents the Company's natural gas marketing 
and nonregulated pipeline, storage and midstream operations controlled by 
Atmos Energy Holdings, Inc., a wholly-owned subsidiary of Atmos Energy 
Corporation. 

Operatinu Division - An unincorporated division of Atmos Energy Corporation 
that contains at least one rate division that is responsible for the management of 
the Company's Regulated Operations. Operating divisions are not subsidiaries 
or separate legal entities. As such, they do not have separate equity or debt 
structures. Additionally, the divisions do not keep separate books and records. 
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Operating divisions with multiple rate divisions have one operating division 
general office rate division in addition to rate divisions corresponding to 
regulatory jurisdictional areas. 

Operatinq Division General Office - Administrative offices that are located 
outside of shared service offices which serve as the base of operations and 
central office for each "operating division". 

Rate Division - Often referred to as an operating rate division, it denotes Atmos' 
regulatory jurisdictions that are defined by state boundaries, geographic 
boundaries within states or municipal boundaries within the State of Texas. The 
term also denotes Atmos' various shared services and operating division general 
office divisions. These divisions are the primary source for regulatory reporting 
and rate activity for an area in which rates have been set by a regulatory 
authority such as the Colorado Public Utilities Commission. Rate divisions are 
identifiable in the Company's account coding string. As such, costs are 
accumulated within the general ledger and represent the sum of direct costs plus 
costs allocated to the rate division. 

Reaulated Operations - Represents the Company's six regulated natural gas 
distribution operating divisions operating in 12 states and the Company's 
regulated intrastate pipeline operations in the State of Texas. 

Service Area - The portion of the Company's account coding structure of which 
the first three digits denote rate division. The last three digits of this code denote 
"town" which is used only in certain instances. Atmos PipelineTexas uses the 
final three digits of the service area to represent the actual storage or 
compressor facility; however, this is used for O&M expenses only. 

Shared Services - The Company's functions that serve multiple rate divisions. 
These services include departments such as legal, billing, call center, 
accounting, information technology, human resources, gas supply, rates 
administration among others. Shared Services is comprised of Shared Services - 
General Office and Shared Services - Customer Support 

Shared Services - Customer Support - Shared Services functions that include 
billing, customer call center functions and customer support related services. 

Shared Services - General Office - Shared Services functions that include all 
other functions not encompassed by Shared Services - Customer Support. 
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Service: Capitalized overhead (general) 

Description: Overhead related to capital expenditures 

Current Provider 
of Service 

Current Use of 
Service 

Basis for 
allocation 

Shared Services 
Atmos Pipeline - Texas Division 
Louisiana Division operating division general office 
Kentucky/Mid-States Division operating division general office 
Colorado-Kansas Division operating division general office 
Mid-Tex Division 
Mississippi Division 
West Texas Division 

Rate divisions 

Capitalized overhead costs are accumulated by operating division (and state level for 
multiple state divisions). Each operating division (and state) sets an application rate 
at the beginning of the year based on projected expenditures. As expenditures for 
CWlP and RWlP are recorded overhead is applied at the application rate. 
Periodically, the application rate is reviewed. Shared services overhead is allocated 
to operating divisions based on operating division capital expenditures. At the end of 
each quarter, the amount that has accumulated in the OH project is cleared to all 
eligible projects that incurred charges during that quarter. 

General  Ledoer  Entries: E x a m p l e  O& 

I s s u B u 0 1 0  

I ssu t3u 010 I J ssu ~ u o i o  J and Expenses 
o i n c e  s u p p l y  1 

Cash Accounts Payable Acct. 9 2 i  
Acct. 1 3 3  Acct. 232 Cost  Center X X X X  * 

I $1.000 (1) (1) $1,000 

I 
I ssu BU 010 1 

Adm in i r t ra t ive 1 S S U B U O i D  
Expenses Administrat ive ' I S S U E U 0 1 0  3 

Trans Ier red & Genera1 Construction Work 

Cost  Center 1910 
ACcl. 922 ACCt 920 in Progress 

C o s t  Center i B i 0  * 

Rate Div Oif ico 
Mid States Dlv  O D 9  ** 

Adm Inistrat lve Adrnlnistrat ive 
Expenses Expenses 

Trensierred 
A C C t .  922 ACCt. 822 

I General  Ofrice - Div 091 

Tra n s fe rre d 

$ 2 0  (3b) 

- Cap rale = 20% 
**Many rale dlvislon omces exk t  wllhln MM Sta les in addllion l o  Div 009.  

Flow of Act lv l ly  
(1) Purchase Office SUpPlleS 
( 2 )  Capiloilze Overhead Is calculaled based on cos1 cenler capllallzallon percenlaoe 
(3) Anocallng Shared services Expenses lo General Olfices - 0 0 %  Allocalion is le  for illuslrellon purposes only 

(4) Allocaiing Shared Services Expenses l o  Role Division Office - 25% Allocallon ral0 lor iiluslralion purposes only 

(5) Allocaling Shared Services Capltalkallon Credll to Rale Division Office ~ 50% Aliocnllon rat0 for illuslralion purposes Only 

(3a) Allocalion to remaining general oilices 
(3b) Allocala capllallzatlon credlls lo b u s i n o s s  units 

(48 )  Allocation l o  remaining division offices 

Note: Pleese see page 14 and I S  for Coloradolltansas aiiocatlon of expenses irom 
General Oiflco l o  Slate Regional Office Io Rale Division 

I S S U B U  O i O  1 
Administrative 

Expenses 
Transierred 

Acct. 922 
Cost  Center X X X X  

$so0 (3) 
5400 (3a) 1 
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Service: 

Description: 

Current Provider 
of Service 

Current Use of 
Service 

Basis for 
allocation 

Stores overhead 

Overhead related to inventory warehousing is allocated to materials as 
issued. 

Shared Services 
Operating division general office 

Atmos Pipeline -Texas Division 
West Texas Division rate divisions 
Louisiana Division rate divisions 
Kentucky/Mid-States Division rate divisions 
Mid-Tex Division rate division 
Colorado-Kansas Division rate divisions 
Mississippi Division rate division 

Overhead costs associated with inventory items, including rent, labor and 
supervision are accumulated by operating division. Each operating division 
sets an application rate at the beginning of the year based on projected 
overhead and materials activity. As materials are issued from the warehouse, 
the overhead assigned is also allocated to the same account. Periodically, 
the balance in €he undistributed stores overhead account is compared to the 
materials on hand balance and a new rate is determined. Shared Services 
stores overhead is allocated monthly to the operating divisions based on 
number of meters. 

General Ledaer Entries: Examole Ontv 

Mid States Div 009 ** 

I 1 I 1 SSU BU 010 SSU BU 010 Construction Work 
Cash Inventory in Progress 

Acct. 131 Acct. 107 
(1 1 $1001 $100 (2) $1001 

$2 (3) 

I SSU BU 010 I 
Stores Expense 

Undistributed 

** Many rate division offices exist within Mid-States in addition to Div 009. 

Flow of Activity 
1 Purchase Inventory - Material 
2 Issue Inventory to Capital Project 
3 Apply Inventory Storage Rate 

Assume 2% 
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Service: 

Descrip.tion : 

Current 
Provider 
Of Service 

Current Use 
of Service 

Basis for 
allocation 

I I D f f i c e  1 
Mid States - Div 091 SSU BU 010 

Expenses in Shared Seivices - Customer Support cost centers 

Rate Div Office 
Mid States Div 009 ** 

includes all expenses for Customer Support. 

Shared Services 

West Texas Rate Divisions 
Mid-Tex Division 
Louisiana Rate Divisions 
Kentucky/Mid-States Rate Divisions 
Colorado-Kansas Rate Divisions 
Mississippi Division 

Costs are allocated to the applicable operating division general 
office in total based on the average number of customers in each 
operating division as a percentage of the total number of 
customers in all of the operating divisions. From the operating 
division general office Divisions Customer Support charges are 
allocated to rate divisions using the average number of 
customers in each rate division. 

General Ledaer Entries: Examole Only 
i SSU BU 010 I 

Office Supply 

Acct. 921 
I 1 I I and Expenses * SSU BU 010 SSU BU 010 

Cash Accounts Payable 
Acct. 23i Cost Center XloCX A c c t  131 

* Many OSM expense accounts exist in addition to 921 that get cleared out of account 922. 
** Many rate division offices exist within Mid-States in addition to Div 009. 

Flow of Activity 
( I )  Purchase Office Supplies - Shared Services 
(2) Allocating Shared Services Expenses to General Offices - 40% Allocation rate for illustration purposes only 

(3) Allocating Shared Services Expenses to Rate Division Office - 25% Allocation rate for illustration purposes only 
(2a) Allocation to remaining general offices 

(3a) Allocation to remaining division offices 

Note: Please see page 14 and 15 for ColoradoiKansas allocation of expenses from 
General Office to State Regional Office to Rate Division. 
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Service: 

Description: 

Current 
Provider 
Of Service 

Current Use 
of Service 

Basis for 
allocation 

O&M Expenses in Shared Services - General Office cost centers 

Includes O&M expenses in Shared Services - General Office. 

Shared Services 

Atmos Energy Marketing, LLC 
Atmos Power Systems, lnc 
Atmos Pipeline and Storage, LLC 
Atmos Energy Holdings, LLC 
West Texas Division 
Mid-Tex Division 
Atmos Pipeline - Texas Division 
Louisiana Division 
Kenhicky/Mid-States Division 
Colorado-Kansas Division 
Mississippi Division 

Costs are allocated to affiliates and operating divisions based on a composite factor applied 
to the Shared Services departments. Shared Services departments, which provide services 
to the Company’s affiliates, utilize a composite factor. The computation includes the 
affiliates. (If Mid-Tex and Atmos Pipeline-Texas are provided services by a department, the 
composite factor will include Mid-Tex and Atmos Pipeline-Texas.) . 

Shared Service departments that do not provide services to the Company’s affiliates, utilize a 
composite factor that does not include the Company’s affiliates (If Mid-Tex and Atmos 
Pipeline-Texas are provided services by a department, the composite factor will include Mid- 
l e x  and Atmos Pipeline-Texas.). 

Shared Service departments that provide services only to Mid-Tex, Mid States or Atmos 
Pipeline-Texas are allocated at a 100% rate to the respective utility division.) 

In Shared Service departments where appropriate costs are allocated to the applicable iitility 
division level in total based on the average number of customers in each operating division 
as a percentage of the total number of customers in all of the operating divisions. 

Other allocation methods used as appropriate include composite not including affiliates or 
Atmos Pipeline -Texas, composite not including affiliates, Atmos Pipeline-Texas or Mid 
States, composite using only West Texas, COKS, and MS utility divisions, composite using 
West Texas, Mid Tex, and Atrnas Pipeline-Texas or Overhead rate. 

From each operating division general office charges are allocated to rate 
divisions using the composite rate for each rate division. 
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G e n e r a l  L e d a  e r  Entr ies:  E x a m n l e  OniyL 

G e n  e ra  7- 
M i d  S t a t e s  - D i v  OS?_ 

~ _ _ ~  
S S U  BU 0 ' 7 1  

C a s h  
Acc t .  131 

$1.000 (1) I 
Rate  D i v  O f f i c e  

M i d  Sta!es Diw 009 ** 1 SSU B U  010  
A d m  in i s t r a  t i v e  

E x p e n s e s  

1 

T r a n s f e r r e d  
Acc t .  9 2 2  

I S S U  B U  010 
O f f i c e  S u p p l y  

I 
I ssu  Fu 010 I a n d  E x p e n s e s  

A c c o u n t s  P a y a b l e  Acc t .  9 2 1  
Acc t .  232 C o s t  C e n t e r  X X X X  

M a n y  O B M  expense accoun ts  ex i s l  in addll ion to 921 that  ge t  c leared o u t  o f  accoun l922 .  
* * M a n y  rate division off ices ex is t  wi lhin Mid-States in addit ion to D iv  009.  

F low o f  A c t i v i t v  
(1) Purchase  Off ice Suppl ies - Shared Services 
(2) Al locating Shared  Serv ices Expenses  l o  Genera l  Of f ices - 30% Allocation rate for illustration pu rposes  on ly  

(3) Al locating Shared Serv ices Expenses  to Rate Division Off ice - 50% Allocal ion rate for Illustration purposes only 
(2a )  Allocation to remain ing genera l  off ices 

(3a) Al location l o  remain ing division off ices 

Note: P lease see  page  1 4  a n d  15  for  ColoradolKansas al location o f  expenses  from 
G e n e r a l  Off ice lo State Reg iona l  Off ice to Rate Division. 
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Service: SSU - Customer Support depreciation and taxes other than income taxes 

Description: Includes all depreciation and taxes other than income tax charged in Shared Services ~- 
Customer Support. 

Current Provider Shared Services 
Of Services 

Ciirrent Use of 
Service Louisiana Rate Divisions 

West Texas Rate Divisions 

Kentucky/Mid-States Rate Divisions 
Mid-Tex Division 
Colorado-Kansas Rate Divisions 
Mississippi Division 

Basis for allocation Costs are allocated to the applicable rate division level in total based on the average number of 
customers in each operating division as a percentage of the total number of customers in all of 
the operating divisions. 
If needed number of customers in rate divisions is used to allocated from the operation division 
general office to rate divisions. 

General Ledaer Entries: Examale Only 

r 1 I SSU BU 010 SSU BU 010 I 
Cash Accounts Payable 

General Office Rate Div Office 
Mid States Div 009 e 

Taxes Other than Taxes Other than 
Income Taxes Income Taxes 

Acd. 408.1 Acct 408.1 
( 2 ) $ 4 ( l b w I ( 3 )  $300 (3a) ( 3 ) T  

I ssu BU 010 1 
DeDreciation Ex0 

I ssu BU 010 I 
Accumulated Depreciation 

I SSU BU 010 I 
Taxes Other than 

Income Taxes 
Acct. 408.1 

$600 (a) 

Depreciation Exp 
Acct. 403 

** Many rate division offices exist in addition to Div 009. 

Flow of Activity 
(1) Taxes Other than Income Taxes incurred 
(2) AIlocatina Shared Services Expenses to General Office - 40% to Mid States BU - for illustration purposes only 

(Zaj A I I O ~ ~ ~ O ~  to remaining gene&\ offices 

(3a) Allocation to remaining division offices 
(3) Allocating Shared Services Expenses to Rate Division Office - 25% to Kentucky Rate Division Oftice -for illustration purposes only 

(4) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Oracle general ledger. 
(5) Cumnt Month Depreciation Expense is allocated to the various utility rate divisions using the following allocation factors: 

a. For SSU division 002 - General -Allomled using the composite factor 
b. For SSU division 012 - Call Center - Allocated using the customer factor 

(5a) Allocation to remaining division offices 

Note: Please see page 14 and 15 for ColoradolKansas allocation of expenses from 
General Office to State Regional Oftice to Rate Division. 
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Service: SSU - General Office depreciation and taxes other than income taxes 

Description: 

Current Provider 
Of Services 

Current Use of 
Service 

Basis for 
allocation 

Includes all depreciation and taxes other than income tax charged in Shared 
Services - General Office. 

Shared Services 

Atmos Energy Marketing, LLC 
Atmos Power Systems, Inc. 
Atmos Pipeline and Storage, LLC 
Atmos Energy Services, LLC 
West Texas Division 
Mid-Tex Division 
Atmos Pipeline - Texas Division 
Louisiana Division 
KentuckylMid-States Division 
Colorado-Kansas Division 
Mississippi Division 

Costs are allocated to the applicable operating divisions in total based on the 
Composite Factor. The Composite Factor is the simple average of three 
percentages: 

The percentage of Gross Direct Property Plant and Equipment in each 
operating division unit as a percentage of the total Direct Property Plant and 
Equipment in all of the operating divisions. 

The number of customers in each operating division as a percentage of the 
total number of customers in all of the operating divisions. 

The total direct O&M expense in each operating division as a percentage of 
the total direct O&M expense in all operating divisions. 

If needed allocation from operating division general offices to rate division 
uses the composite rate. 

See page 1 I for General Ledger Entry - Example Only 

12 



Service: West Texas Division operating division general office expenses to rate division levels. 

Description: Allocation of operating division general office expenses to rate division levels 

Current Provider of West Texas Division operating division general office 
Service 

Current Use of 
Service 

West Texas Division rate divisions 

Basis for allocation Costs are allocated to the applicable operating divisions in total based on the 
Composite Factor. The Composite Factor is the simple average of three percentages: 

The percentage of Gross Direct Property Plant and Equipment in each division as a 
percentage of the total Direct Property Plant and Equipment in the West Texas Division 
rate divisions. 

The number of customers in each rate division as a percentage of the total number of 
customers in the West Texas Division rate divisions. 

The total direct ObM expense in each municipal rate division as a percentage of the 
total direct O&M expense in the West Texas Division rate divisions. 
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General Ledoer Entries: Examole Only 

GeneralOffice 1 
1 West Texas - Div 010 ] 

Cash 
Acct 131 

$400 (5) 

[ GeneralOffice 1 I West Texas - Div 010 1 
Administrative 

Expenses 
Transferred 

Deoreciation EXD 

West Texas - Div 010 
Taxes Other than 

Income Taxes 
Acct 408.1 

$300 (6a) 

West Texas - Div 010 
Office Supply 

-- 
General Office 

West Texas - Div 010 
Accounls Payable and Expenses * 

Acct. 232 Acct 921 

$400 (5) 

Rate Div Office 
West Texas Div 020* 

Administrative 
Expenses 

Transfemd 

- 

I West Texas - Div 010 I 
Accumulated Depreciation 

Acct. I08 

Rate Div Office 

Taxes Other than 
Income Taxes 

Depreciation Exp 
Acct. 403 

Many O&M expense accounts exist in addih'on to 921 that get cleared out of account 922 
* Many rate division offices exist in addition to Div 020. 

Flow of Activity 
(1) Purchase Office Supplies -West Texas Division General Office 
(2) Allocating General Office Expenses to Rate Division Office - 40% Allocation rate for illustration purposes only 

(2a) Allocation to remaining division offices 
(3) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Qrade general ledger. 
(4) Allocation from Division 010 - West Texas General Office to West Texas Rate Divisions 

(5) Taxes Other than Income Taxes incurred 
(6) Allocating General Office Expenses to Rate Division Office - 25% to West Texas Rate Division Office - for illustration purposes only 

(4a) Allocation to remaining division offices 
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Service: Colorado-Kansas Division operating division general office expenses to state regional 
office division level. 

Description: Allocation of division general office expenses to state regional office division levels. 

Current Provider 
of Service 

Colorado-Kansas Division operating division general office 

Current Use of 
Service 

Colorado-Kansas Operating Division state office divisions. 

Basis for allocation Costs are allocated to the applicable state regional office divisions in total based on 
the Composite Factor. The Composite Factor is the simple average of three 
percentages: 

The percentage of Gross Direct Property Plant and Equipment in each state as a 
percentage of the total Direct Property Plant and Equipment in Colorado-Kansas 
Division. 

The number of customers in each state as a percentage of the total number of 
customers in Colorado-Kansas Division. 

The total direct O&M expense in each state as a percentage of the total direct O&M 
expense in Colorado-Kansas Division. 

General Ledaer Entries: Examale Only 

I General Office I 
I COIKS BU 060 Div 030 I 

Cash 
Acct 131 

General Office 

Accounts Payable 
Office Supply 

and Expenses * 

CO/KS BU 060 
Administrative Administrative Administrative 

Expenses 
Transferred 

Expenses 
Transferred 

Expenses 
Transferred 

Acct 922 Acct 922 
T ( 2 )  Acct 922 ( 2 ) ' ~  (2a) 7 

$200 (2a) 
$50 (2a) 

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922. 

Flow of Activity 
(I) Purchase Office Supplies - Colorado/Kansas Division General Office 
(2) Allocating General Okce Expenses to State Division Office - 50% Allocation rate for illustration purposes only 

(2a) Allocation to remaining state offices 
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Service: 

Description: 

Current Provider 
of Service 

Current Use of 
Service 

Basis for allocation 

Colorado-Kansas Division state regional office division'level expenses to rate division 
levels. 

Allocation of state regional office division level expenses to rate division levels. 

Colorado-Kansas Division regional division office 

Colorado-Kansas Division rate divisions 

Costs are allocated to the applicable rate divisions in total based on the Composite 
Factor. The Composite Factor is the simple average of three percentages: 

The percentage of Gross Direct Property Plant and Equipment in each state rate 
division as a percentage of the total Direct Property Plant and Equipment in each 
state. 

The number of customers in each state rate division as a percentage of the total 
number of customers in each state. 

The total direct O&M expense in each state rate division as a percentage of the total 
direct O&.M expense in each state. 

General Ledqer Entries: Examole Onlv 

Office Supply 
Accounts Payable and Expenses * 

-1 
Cash 

Acct q3.1 

COlKS Div 033 * 
Administrative Administrative 

Expenses Expenses 
Transferred Transferred 

Acct 922 Acct. 922 

$300 (2a) 

a Many O&M expense accounts exist in addition to 921 that get cleared out of account 922. 
** Many rate division offices exist within the state in addition to Div 033. 

Acct. 921 

(')T 

Flow of Activity 
(I) Purchase Office Supplies - ColoradolKansas State Division OfFice 
(2) Allocating State Divisoin Office Expenses to Rate Division Office - 40% Allocation rate for illustration purposes only 

(2a) Allocation to remaining division offices 
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Service: 

General Office 

Description: 

Current Provider 
Of Service 

Current Use of 
Service 

Basis for 
allocation 

General Office 
Mid Stat- - DiV 091 Office Supply 

Kentucky/Mid-States Division operating division general office expenses to rate 
division level 

General Office 

Allocation of operating division general office expenses to rate division levels 

Rate Div Office 
Mid States Div 009 .t 

KentuckylMid-States Division operating division general office 

KentuckylMid-States Division rate divisions 

Costs are allocated to the applicable rate divisions in total based on the Composite 
Factor. The Composite Factor is the simple average of three percentages: 

The percentage of Gross Direct Property Plant and Equipment in each rate division 
as a percentage of the total Direct Property Plant and Equipment in KentuckyIMid- 
States Division. 

The number of customers in each rate division as a percentage of the total number 
of customers in KentuckylMid-States Division. 

The total direct O&M expense in each rate division as a percentage of the total 
direct O&M expense in Kentucky/Mid-States Division. 

Acct 922 
(2) $200) 

Rate Div Office 

Depreciation Exp 
I Mid States - Div 091 I 

Accumulated Depreciation Depreciation Exp 
Acct. 403 Acct. I08 Acct 403 

* Many O&M expense accounts exist in addition to 921 that get cleared out of account 922. 
* Many rate division offices exist in addition to Div 009. 

Flow of Activity 
(1) Purchase Office Supplies - Mid States Division General Office 
(2) Allocating General Ofice Expenses to Rate Division Office - 40% Allocation rate for illustration purposes only 

(3) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Oracle general ledger. 
(4) Allocation from Division 091 - Mid States General Mfice to Mid States Rate Divisions ~ Allocated using the composite factor. 

(223) Allocation to remaining division offices 

(4a) Allocation to remaining division ofices 
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Service: Louisiana Division operating division general office expenses to-rate divisions. 

Description: 

Current Provider 
of Service 

Allocation of operating division general office expenses to rate division levels 

Louisiana Division operating division general office 

Current Use of 
Service 

Louisiana Division rate divisions 

Basis for 
allocation 

Costs are allocated to the applicable rate divisions in total based on the 
Composite Factor. The Composite Factor is the simple average of three 
percentages: 

The percentage of Gross Direct Property Plant and Equipment in each rate 
division as a percentage of the total Direct Property Plant and Equipment in 
Louisiana Division. 

The number of customers in each rate division as a percentage of the total 
number of customers in Louisiana Division. 

The total direct O&M expense in each rate division as a percentage of the 
total direct O&M expense in Louisiana Division. 

General Ledaer Entries: Example Only 

General Office 
~ D i v l 0 7  1 

Cash 

General Office 
LA - Div 107 

Accounts Payable 
Office Supply 

and Expenses * 

General Offlce 

Administrative 
Expenses 

Transferred 

Rate Div Office 
LA Div 007 ** 

Administrative 
Expenses 

Transferred 
Acc t  922 ACCt. 922 

$300 (2a) 

General Office 

Depreciation Exp 
LA - Div 107 

I Accumulated Depreciation ’ 
Acct. 403 Acct  I 08  

Depreciation Exp 
Acct. 403 

* Many 08.M expense accounts exist in addition to 921 that get cleared out of account 922. 
** Div 077 exists in addition to Div 007. 

Flow of Activity 
(I) Purchase Office Supplies - LA Division General Office 
(2) Allocating General Office Expenses io Rafe Division Office - 40% Allocation rate for illustration purposes only 

(3) Monthly Depreciation Expense is booked through Powerplant and interfaces with the Oracle general ledger. 
(4) Allocation from Division 107 - LA General Office to LA Rate Divisions - Allocated using the composite facfor. 

(2a) Allocation to remaining division offices 

(4a) Allocation to remaining division offices 
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Current 
Service 

Current 
Service 

Service: 

Description: 

'rovider of 

Ise of 

Basis for allocation 

Benefits cost allocation 

Accumulates fringe benefits (workers compensation, basic life insurance, SFASllO6, 
medicaVdental insurance, long term disability, ESOP, pension cost etc.) and allocates 
to the rate jurisdictions andlor subsidiaries. 

Shared Services 

Atmos Pipeline - Texas Division 
Atmos Power Systems, Inc. 
UCG Storage, Inc. 
Atmos Energy Services, LLC 
Atmos Energy Marketing, LLC 
West Texas Division 
Louisiana Division 
KentuckylMid-States Division 
Mid-Tex Division 
Colorado-Kansas Division 
Mississippi Division 

Fringe benefits components are accumulated by each operating division general office. 
Benefit expenses are allocated to rate jurisdictions by multiplying each rate jurisdiction's 
labor dollars by that particular operating division's benefits load percentage. The load 
percentage is calculated using total budgeted benefits divided by total labor. An 
aflocation of fringe benefits from Shared Services to the divisions and subsidiaries is 
calculated based on the ratio of employees for each division or subsidiary to total 
employees that receive their benefits from Atmos Energy Corporation. 

General Ledaer Entries: Examole Only: 

I SSU BU 010 J 
1 SSU BU 010 1 I ssu BU 010 I Employee Pensions 

Cash Clearing Account and Benefits * 
Acct. 131 Acct. 184 Acct. 926 

Rate Div Office 

Administrative Ad m in istrativ e Administrative 
Expenses Expenses Expenses 

Transferred Transferred Transferred 
A c c t  922 Acct. 922 Acct. 922 

1 ssuBu010 .-J 

800 (2a) $.I50 (34  

* Many O&M expense accounts exist in addition to 926 that get cleared out of account 922. 
** Many rate division offices exist within the state in addition to Div 009. 

Flow of Activity 
(1) Benefit costs incurred 
(2) Allocating Shared Services Expenses to Mid States General Office - 20% Allocation rate for illustration purposes only 

(3) Allocating Shared Services Expenses to Rate Division Office - 25% Allocation rate for illustration purposes only 
(2a) Allocation to remaining general offices 

(3a) Allocation to remaining division offices 
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Service: 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis for 
a I I oca t io n 

Intercompany labor 

To the extent operating division employees provide labor 
services to another affiliate, the labor costs for the services will 
be charged to the appropriate affiliate. 

Atmos Pipeline - Texas Division 
Louisiana Division 
Colorado-Kansas Division 
Kentucky/Mid-States Division 
Mid -Tex Division 
Mississippi Division 

UCG Storage, Inc. 
Atmos Energy Marketing , LLC 
WKG Storage, Inc. 
Trans Louisiana Gas Pipeline, Inc. 
Trans Louisiana Gas Storage, Inc. 

Labor charges are captured through direct time sheet entries and 
transferred to the appropriate subsidiary receiving the labor 
services. 

General Ledaer Entries: ExamDte Onlv 

I SSU BU 010 1 
Cash 

Acct. 131 

Atmos Energy Services 

Mains & Services ExD 
1 AES BU 301 

r SSU BU 010 
AIR from Assoc Co. 

I 

I Mid States BU 050-Div 002 I 
AIR from Assoc Co. 

Acct. 146 

t SSU BU 010 I 
Accounts Payable 

Acct. 232 

I Mid States BO 050-Div 091 I 
Accounts Payable 

Flow of Activity 
(1) Employee X is a Kentucky Employee. He worked on a special project in March for Atmos subsidiary, 

AES (Atmos Energy Services). Erne is captured through a direct time sheet entry. 
(2a) Salary is paid to employee x 
(2b) JE is made to relieve payable in operating division. 

Intercompany Entry generated by Oracle to keep Operating Divisions in sync. 
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Service: Intercompany labor - Storage O&M Fee 

To the extent operating division employees provide services to an affiliate, a 
fee will be charged to the affiliate. 

Description: 

Current Provider 
of Service 

Current Use of 
Service 

Basis for 
allocation 

Kentucky/Mid-States Division 
(Kentucky operations only) 

WKG Storage, Inc. 
UCG Storage, Inc. 

For the operation and maintenance of the East Diamond Storage Facilities, 
WKG Storage, Inc. shall pay Amos Energy Corporation a monthly fee as set 
forth in the Natural Gas Storage Field and Pipeline Operations Agreement 
dated August 1 , 2004. 
For the operation and maintenance of the Barnsley Storage Facilities, UCG 
Storage, Inc. shall pay Atmos Energy Corporation a monthly fee as set forth in 
the Natural Gas Storage Field and Pipeline Operations Agreement dated July 
10,2006. 

General Ledaer Entries: ExamDle Onlv 

I WKG Storage BU 233 I 
Natural gas storage - Operation 

labor and expenses 
Acct. 841 

(1) $100 

I WKG Storage BU 233, Div 002 1 
AIR from Assoc Co. 

Acct 146 

I $100 (2) 

I KYIMid-State BU 050, Div 009 I 
Revenues from merchandising, jobbing 

and contract work 
Acct 415 

I $100 (1) 

- KYIMid-State BU 050, Div 002 I 
AIR from Assoc Co. 

Flow of Activity - East Diamond Storage Facility 
(I) Monthly Billing for operation and maintenance of the East Diamond Storage Facillty 
(2) Intercompany Entry generated by Oracle to keep Operating Divisions in sync 

I UCG Storage BU 232 I 
Natural gas storage - Operation 

labor and expenses 
Acct 841 

(1) $100 

1 WKG Storage BU 232, Div 002 
AIR from Assoc Co. 

Acct 146 

I 

1 $100 (2) 

I KY/Mid-State BU 050, Div 009 1 
Revenues from merchandising, jobbing 

and contract work 
Acct. 41 5 

I $100 (1) 

I KYMid-State BU 050, Div 002 
AIR from Assoc Co. 

1 
Acct. 146 

(2) $1 00 

- Flow of Activity - Barnsley Storage Facility 
(I) Monthly Billing for operation and maintenance of the Barnsley Storage Facility 
(2) Intercompany Entry generated by Oracle to keep Operating Divisions in sync 
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Service: Installing yard lines 

Description: Includes all costs incurred by the operations within Kentucky of 
the Kentucky/Mid-States Division to install customer-owned yard 
lines. In Kentucky, Atmos does not own the yard line and the 
work it conducts on such yard lines is not regulated for 
ratema king purposes. 

Current 
Provider of 
Service 

Kentucky/Mid-States Division 

Current Use 
of Service 

Kentuckymid-States Division (Kentucky operations only) 

Basis for 
allocation 

Materials and labor are charged to other expense below the line. 
Use of transportation or work equipment is recorded in the same 
account by journal entry based on actual usage. Revenue 
generated for these yard line billings are booked directly to other 
income below the line. 

Atmos Energy Corporation, Kentucky Only, Service Area 009 - General Ledger Entries: Installing Yard Unes (Example Only) 

ssu BU 010 SSU BU OZO 
Cash Accounts Payable 

Accct 131 Acct 232 

I $1,000 (1) (1) $I ,000 $1,000 (i) 

KYIMidState BU 050, Div 009 
Revenues from menhandislng, jobbing 

and contract work 

KYlMidState BU 060, Div 009 
Customers Accounts Receivable 

KY/MidState EU 050, Div OD9 
Cost of Expenses of merchandising 

merchandising, jobbing and contract work 
Acct.416 Acct 415 Acct 142 

(1 ) $1,000 $500 (2) (2) $500 I 
(1) Expenses incurred for yard line installations 
(2) BiUing from Banner 
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Service: 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis of Intra- 
company 
Allocations 

Adjustments to Uncollectible Accounts Expense 

Allocation of additional expense amounts booked to adjust the 
Provision for Uncollectibles (Account 144) 

West Texas Division rate divisions 
Louisiana Division rate divisions 
Kentucky/Mid-States Division rate divisions 
Colorado-Kansas Division rate divisions 
Mid-Tex Division rate division 
Mississippi Division rate division 

West Texas Division rate divisions 
Louisiana Division rate divisions 
KentuckylMid-States Division rate divisions 
Colorado-Kansas Division rate divisions 
Mid-Tex Division rate division 
Mississippi Division rate division 

Costs are allocated to the rate divisions in total based on Sales 
Revenue. 

General Ledger Entries: Examole Only 

1,v-J 1 Rate Division 1 1 Rate Division 1 
Accumulated Provision Customer Accounts - Cistpmer Accpimts 

( I j T  Acct 904 
Receivable for Uncollectible Accounts Uncollectible Accounts 

(2) ' 3 7 Z T n E T ( I )  Acct 144 sub aaaaa 

* Each rate dwisioo has a dierent allocation rate. 

- 7 7 T z S o 2 )  Acct142subbbbbb 

Flow of Activity 
(1) Monthly allocated costs. 
(2) Write off of uncollectible accounts as needed. 
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Service: 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis of intra- 
company 
Allocations 

Intra-company labor allocation - other than operating division 
general office labor 

Certain employee activities cross multiple rate divisions within an 
operating division. The costs associated with such activities 
include labor, benefits and associated taxes. 

Atmos Pipeline - Texas Division 
West Texas Division 
Louisiana Division 
Kentucky/Mid-States Division 
Mid-Tex Division I 

Colorado-Kansas Division 
Mississippi Division 

Atmos Pipeline - Texas Division 
West Texas Division 
Louisiana Division 
Kentucky/Mid-States Division 
Mid-Tex Division 
Colorado-Kansas Division 
Mississippi Division 

Labor associated with cross-jurisdictional activities is charged to 
each jurisdiction based on the level of employee activity. The 
costs are captured either through direct time sheet entries or 
fixed labor distribution percentages. 

General Ledaer Entries: Examnle Only 

SSU BU 010 I I SSU BU 010 I I ssu BU 0'10 
Cash AIR from Assoc CQ. Accounts Payable ' 

ACct 131 ACd. 146 AWI. 232 

-- 1 - 1  Tennessee Division 
Mld-Staiw BU 050-DIV 093 j Mid-States BU 050-Div 002l I Mld-Statcs BU 050-Dlv 091 1 MidStafes BU 06O-D& 009 

Mains 8 Services Exp Mains Services Exp AIR fmm Assoc Co. Accounts Payable (/)r/O/(q) ACd. 8740 ( 1 ) T  Acct 8740 T ( 2 b )  A m .  146 ( Z b ) T  Accf. 232 (1) 

Row of AcUvlty 

T i e  is captured Uvouah fixed labor dislribuUon 
(1) EmplDyee x lives in Kentucky and warks 50% m Kentudcy and 50% in Tennessee every mon(h. 

(Za) Salary is paid lo employee x 
(2b) JE is made lo relieve payable in operaling division 

lnlenompany Entry generaled by Orade to keep Operaling Divisions in sync 
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Service: 

Description : 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis for 
allocation 

I SSU BU 010 

Other income and interest expense(A1l below the line accounts) 

r SSUBUOIO 1 SSUBUOtO 1 Dlv 033 1 __. 

Allocation of Shared Services' other income and interest 
expense(Al1 below the line accounts) 

Shared Services 

West Texas Division 
Louisiana Division 
Kentucky/Mid-States Division 
Mid-Tex Division 
Colorado-Kansas Division 
Mississippi Division 
Atmos Pipeline - Texas Division 

Interest Expense, Interest Income and Other Non-Operating 
Income in shared services are allocated to each utility division 
based on the budget allocation percentages. The budget 
allocation is based on net investment by business unit as of the 
latest month available when the budget is prepared, with 
normalizing or averaging adjustments to working capital. Net 
investment is defined as total assets less, liabilities (excluding 
long-term debt, notes payable and current maturities.) The 
allocation factors are the same for the whole year. The 
allocation stays in the account the charge was originally booked 
in. Headquarter allocation of below the line accounts to rate 
divisions follows the same process as described above. 

General Ledoer Entries: EXamDle Only 

I ssuBu010 . ] I DivO33 -7 r-ssu BU 010 I 1 ssuBu010 I interest and Interest end 
Cash Accounts Receivable Dividend Income Dlvldend Income 

Acc t  131 A c c t  232 Acd. 419 ACCt. 419 

r SSUBUOIO _I E ssu BU 010 I 1 ssu BU 010 I I Div 033 I 
Other Deductlons Cash Accounts Receivable Other Deductlons 

Accl. 131 Acct. 232 Acct. 426.6 Acct. 426.6 

. Includes various accounts but cleared out of account 426.5 

Flow of Activity 
(1) lnteresl and Dividend Income generaled 
(2) AllOCalinR Shared Services income and Dividend Income to Div 33 onlv -Assume 2% allocation rate 
(3j Other in&me and Expenses generated 
(4) Allocating Shared Services Olher Deductions lo Dlv 33 only -Assume 2% allocation rale 
(5) tnleresl Expense generated 
(6) Allocating Shared Sarvices Interest Expense lo Rlv 33 only -Assume 2% allocation rate 
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Service: 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis for 
allocation 

Gas supply services between the operating divisions and an 
affiliate 

Atmos Energy Services LLC provides gas supply administrative 
services to the operating divisions. 

Atmos Energy Services, LLC 

West Texas Division 
Louisiana Division 
Mid-States Division 
Colorado-Kansas Division 
Mississippi Division 

Costs are charged directly to a specific service area in Atmos 
Energy Services LLC related to each of the operating divisions 
(Le. Georgia costs accumulated in Atmos Energy Services LLC 
are billed directly to the operating division for Georgia). These 
costs are billed to the operating divisions on a monthly basis at 
cost with no profit component. 

Administrative charges are allocated to each region based on 
total throughput volumes from the prior fiscal year (October 1 to 
September 30). 

General LedaerEntries: ExarnpleOnly 

Sate Div Office 
COfKS BU O6ODiv 31 

Ouklde Services Employed 
I COIKS BU O6O.Div 002 1 

AIR from ASSOC CO. 
Acci  923 AccL922 

” Many rate division olfices exlrl wilhin Ihe stale in sddilion lo Div 033. - For this example, this arnoun! represents !he poliion of the billings al(ributad to the COlKS division 31 stale off~m 

RDW O f & G V i v  
(I) Almos Energy Services (AES), a subsidiary of Almos Ensrgy Corporalion b u m d  Operating expense 
(2) AES, bills various Almos Operating divisions for lheir use of gas supply services 
(3) Allocation Imrn divisbn 31 - Colorado Operaling Division to Cobrado rate divisions. Alloc8led using (he mmposila factor. 

26 



Service 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis of 
Allocations 

Gas cost between state jurisdictions for contiguous systems. 

Gas costs that apply to contiguous systems that cross state 
jurisdictional boundaries are allocated between those rate 
jurisdictions. 

West Texas Division 
Colorado-Kansas Division 
Kentucky/Mid-States Division 

West Texas Division 
Colorado-Kansas Division 
KentuckyIMid-States Division 

Allocations are based upon throughput for the West Texas 
Division and the Colorado-Kansas Division's Southeast 
Colorado/Southwest Kansas operations. For the Colorado- 
Kansas Division's Kansas/Missouri system and for the 
Kentucky/Mid-States Division, demand costs are allocated based 
on peak-day requirements. Commodity costs are allocated 
based upon throughput. 

Atmos Energy Corporation 
- General Ledger Entries: Gas Costs between state jurisdictions for contiguous systems (Example Only) 

ssu BU 010 
Cash 

SSU BU 010 
Accounts Payable 

Acct. 131 Acct 232 

I $1,000 (1) (1 1 $1,000 $1,000 (2) 

Various BO'S & Svc Areas 
Natural Gas City Gate Purchase 

Acct 804 
(2) $1,000 

(1) Gas cost incurred 
(2) Gas cost paid 
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Service: 

Description: 

Current Provider 
of Service 

Current Use of 
Service 

Basis for 
allocation 

Gas storage services between an operating division and an affiliate 

To the extent an operating division stores gas in a storage field owned by an 
affiliate, a rental fee for the use of the storage field shall be charged by the 
affiliate. 

UCG Storage, lnc. 
WKG Storage, Inc. 

Kentucky/Mid-States Division 

The annual demand charge between UCG Storage, Inc. and Atmos Energy 
Corporation (Tennessee operations only) is calculated based on fiscal year 
plant in service, gas inventory, actual operational costs incurred, and 
application of revenue and cost of capital conversion factors based on prior 
regulatory approval. In the calculation of the demand charge, costs not 
specifically related to a designated area are allocated to each affiliate based 
on the percentage of total plant servicing that affiliate. 
The annual demand charge between WKG Storage, Inc. and Atmos Energy 
Corporation (Kentucky operation only) is based on services provided at actual 
cost, market rate or as otherwise provided under tariff or contract. 

General Ledger Entries: ExamDle Only 

I WKG Storage BU 233 I I KYIMid-State BU 050, Div 009 1 
Other Gas Revenues Transportation to City Gate 

Acct. 495 Acct. 8045 

I $100 (I) (1 1 $1 00 

1 WKG Storage BU 233, Div 002 I 
AIR from Assoc Co. 

Acct. 146 
(2) $1 00 

I KYIMid-State BU 050, Div 002 I 
AIR from Assoc Co. 

Acct. 146 

I $100 (2) 

Flow of Activity - East Diamond Storage Facility 
1 Monthly demand charge for the East Diamond Storage Facility 
2 Intercompany Entry generated by Oracle to keep Operating Divisions in sync 

1 I UCG Storage BU 232 
Other Gas Revenues 

I KYIMid-State BU 050, Div 009 I 
Other gas supply expenses 

Acct. 495 Acct. 813 

I $100 (1) (1 1 $1 00 

1 WKG Storage BU 232, Div 002 1 
AIR from Assoc Co. 

Acct. 146 
(2) $1 00 

I KYIMid-State BU 050, Div 002 I 
AIR from Assoc Co. 

A c c t  146 

I $100 (2) 

Flow of Activity - Barnsley Storage Facility 
1 Monthly demand charge for the Barnsley Storage Facility 
2 Intercompany Entry generated by Oracle to keep Operating Divisions in sync 
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Service: Working capital funds management 

Description: Funds are invested on behalf of or provided to affiliates based on operations. 

Current Provider Atmos Energy Corporation 
of Service 

Current Use of 
Service Amos Energy Marketing, LLC 

Atmos Energy Holdings, Inc. 

Atmos Energy Services, LLC 
Atmos Power Systems, Inc. 
Atmos Pipeline and Storage, LLC 
UCG Storage, Inc. 
WKG Storage, Inc. 
Atmos Exploration & Production, Inc. 
Trans Louisiana Gas Storage, Inc. 
Trans Louisiana Gas Pipeline, Inc. 
Egasco, LLC 
Enermart Energy Services Trust 
Energas Energy Services Trust 
Mississippi Energies, Inc. 
Atmos Gathering Company, LLC 
Phoenix Gas Gathering Company 

Basis for 
allocation 

Interest income or expense is recognized each month at the subsidiaries? 
level based on the average outstanding balance of each respective inter- 
company receivablelpayable balance and Atmos’ average effective rate of 
short term debt net of commitment fees plus 2.75 basis points. 

Atmos Energy corporation 
- General Ledger Entries: Working Capital Funds Management (Example Only) 

SSU BU 010 
interest and Dividend income 

Acct 419 

I $500 (1) 

Various Affiliates Various Affiliates 

Acct 41 9 Acct. 431 
Interest and Dividend Income Other Interest Expense 

$500 (1) (1) $1,000 

(1) Interest Income andlor expense is recognized each month at the subsidiaries’ level 
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Service: 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis for 
allocation 

Gas storage services provided between affiliates 

To the extent an affiliate stores gas in a storage field owned by 
another affiliate, a fee for the use of the storage field shall be 
charged. 

Trans Louisiana Gas Storage, Inc. 

Trans Louisiana Gas Pipeline, Inc. 

The fee to the affiliate utilizing the storage service is based on 
services provided at actual cost, market rate or as otherwise 
provided under tariff. 

General Leduer Entries: Example Only 

1 BU 234 I 
AIR from 

Associated Co. 

1 BU 303 I 
AIR from 

Associated Co. 
Acct. 146 

I BU 234 1 
Revenue 

Transportation - Industrial 
Acct. 4896 

I BU 303 I 
Other Gas Supply 

Expenses 
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Service: AEM - Salaries and FICA Cost Allocation 

Description: 

Current Provider 
of Service 

Current lJse of 
Service 

Basis for 
allocation 

Salaries and FICA cost allocations between affiliates. 

Atmos Energy Marketing, LLC 

Atmos Energy Services, LLC 
Atmos Energy Marketing, LLC 
Trans Louisiana Gas Pipeline, Inc. 
Atmos Power Systems, Inc. 

Costs are allocated based on each individual employee’s calculated allocation 
rate between companies. The individual employee’s calculated allocation 
rates are then added up to arrive at a Company-wide allocation rate. 

Atmos Energy Corporallon 
GenCnl Ledger Entries: E M  -Salaries K Fica Cost Allocation (Example Only) 

Abnos Energy Marketing, U C  8U 212 
cash 

Acct. 131 

$600 (4) 

Aimoa Energy Marketing, LLC 8U 212 
A8GdUministmtive 8 gEneml salaries 

Nonpro]ect bbor 
Acct 920 

($1 $800 $800 (6) 
Alloc to Var. Stales (6) wo . .  
Alloc to TLGP (6) 
An00 lo New Orleans I (6) 
Alloc to AES 16) 

Atmos Energy Marketing, U C  EU 212 
Accounts Payable 

Atmos Energy Markating. U C  EU 212 
Taxes ofberfban Jncome Taxes 

Rca Load 
A c d  408 

$200 (6) 

Alloc lo TLGP 
Alloc Io NCW Orleans I (6) 
Alloc lo AES (6) 

(1) PayroUAecrual 
(2) Fm AcmmI 
(3) Paymenl of Rm (Employer and Eq?Joym) 
(4) Paymenl of Peyroil 
(5) Employer &a Tax b a d  
(6) Allocation 01 PayXill and Fig  

Ahnos Energy Markdlng. U C  EU 2.12 
Accounls Payable 
Net Paymll Accrual 

Atmos Energy Maiketlng. U C  BU 212 
Clearing Account 

Employer FICA Clearing 
ACct I84 

Atmos Energy Marketing, UC BU 212 
Amounts hyable 
Emp Roa-Accrual 

AOct 241 
(3) 5200 a200 (2) 

BU 303 (TLGP), 221(WS) 
A8Gddmlnlslralive K general salaries 

EU 3D3 (RGP). PI(APS) 
Taxes ofherthan Income Taurs 

Nonpmlect labor Fica Load 
( 4 7  A n t  920 

( 6 1 ‘ 7  
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Service:- 

Description: 

Current 
Provider of 
Service 

Current Use 
of Service 

Basis for 
allocation 

AEM - Operation and Maintenance cost allocation 

O&M expense cost allocations between affiliates. 

Atmos Energy Marketing, LLC 

Atmos Energy Services, LLC 

Costs are allocated based on each individual employee's calculated allocation 
rate between companies. The individual employee's calculated allocation 
rates are then added up to arrive at a Company-wide allocation rate. 

Atmos Energy Corporation - General Ledger Entries: Affiliates - 0&M Expense Allocation (Example Only) 

Labor & Benefits 

Atmos Energy Marketing, LLC BU 212 
Administrative Expenses Transferred - CR 

Acct. 922 

Atmos Energy Holdings, Inc. BU 312 
Administrative Expenses Transferred - CR 

$1,000 (1) $1,000 (1) 

Atmos Energy Services, LLC BU 301 
Administrative Expenses Transferred - CR 

(1) Labor and Benefits Billing from AEM (212) to AES (301) 

32 



Service: 

Description: 

Current Provider 
of Service 

Current Use of 
Service 

Basis for 
allocation 

Property Insurance 

Blueflame Insurance Services, LTD provides a direct property insurance 
policy. The policy covers the property against all risks of direct physical loss 
or damage. 

Blueflame Insurance Services, LTD 

Kentucky/Mid-States Division 
Colorado-Kansas Division 
Shared Services 
Louisiana Division 
Mississippi Division 
Mid-Tex Division 
West Texas Division 
Atmos Pipeline -Texas Division 
Atmos Energy Marketing, LLC 
Atmos Exploration & Production, Inc. 
Atmos Energy Services, LLC 
Atmos Power Systems, Inc. 
Trans Louisiana Gas Pipeline, Inc. 
Trans Louisiana Gas Storage, Inc. 
UCG Storage, lnc. 
WKG Storage, Inc. 
Atrnos Gathering Company 
HNNG JV 

Atrnos Energy Corporation is invoiced by Blueflame Insurance Services. 
Costs are then further allocated based on the property value of each affiliate 
at a rate division level. 

G e n e r a l  L e d n e r  Ent r ies :  E x a m p l e  O n l e  

r S S U B U O ~ O  I r s s u T u 0 l o r - J  I SSU B U  0 1 0  I 
-- 

C a s h  A c c o u n t s  P a y a b l a  P r e p a y m e n t s  
Aoc t .  1 8 5  A c c t .  1 3 1  Acct .  2 3 2  

$100 (1) I 
G e n e r a l  O f f i c e  S t a t e  D i v  O f f i c a  R a t e  D i v  O f f i c e  
C O I K S  B U  060 C O l K S  D i v  0 3 i  C O I K S  D i v  0 3 3  * 

P r o p e r t y  i n s u r a n c e  P r o p e r t y  l n s u r a n  c e  P r o p e r t y  I n s u r a n c e  
Acc t .  9 2 4  A c c t .  9 2 4  ACCt. 8 2 4  

I 

S t a t e  D i v  O f f i c e  R a t e  D i v  O f f i c e  
C O l K S  D l v  0 3 1  C O l K S  DlV 0 3 3  * 

P r o p e r t y  I n s u r a n c e  P r o p e r t y  I n s u r a n c e  
Acc t .  9 2 4  Acct .  9 2 4  

R a t e  D l v  Off lCe 
C O l K S  D i v  0 3 3  

P t o p  a r t y  i n s u r a n c e  
A c c t .  9 2 4  

* M a n y  rate division offices exist  wi lh in tho slate in addi t ion to D lv  033. 

F l o w  o f  A c t l v l t y  
( 1 )  Property Insurance incurred 
(2) Amor t ized  on a month ly  basis to G e n e r a l  Of f i ce  
( 3 )  Al locat ing Shared Services E x p e n s e s  to G e n e r a l  Ol f ice - 20% Allocation rale for I l lustraf ion purposes  only 
(4) Ai locat ing Shared Servlces E x p o n s o s  to Stato Div is ion Off ice - 50% Al locat ion rale fo r  I l lustration purposes  only 
(5) Allocating Shared Services E x p e n s e s  to Rate  Div is ion Office - 10% Al locat ion rate for  I l lustration p u r p o s e s  only 
(ti) Amor l l zed  on a month ly  basis to Slate Dlv is lon Of f i ce  
(7) Al locat ing Slsle Divis ion Off ice to Rate  Div is ion Off ice 
(8) Amor t i zed  on a month ly  basis to Rate  Div is ion Off ice 
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Service: AES Retail Services 

Description: 

Current Provider 
Of Services 

Current Use of 
Service 

Basis for 
allocation 

AES Retail services monthly revenue 

Atrnos Energy Services, LLC 
Energas Energy Services Trust 

West Texas Rate Divisions 
KentuckylMid-States Rate Divisions 
Colorado-Kansas Rate Divisions 

1. Revenue for retail services is tracked in Atmos Energy Services, LLC 
and Energas Energy Services Trust by service areas which represent 
corresponding service areas at the utility level. Some af the revenue 
is reclassed to utility levels on a one to one basis. Le. Colorado retail 
services post to service area 813 within Atmos Energy Services, LLC 
books and is simply reclassed to Colorado/Kansas Division, service 
area 030 (Colorado operating division general office). 

2. Revenue balance in Atmos Energy Services, LLC service area 
055001 (Retail - AES) is allocated to the above referenced divisions 
based on the net income of Atmos Energy Services, LLC service 
areas 81 1-813 and BU 309 (Energas Energy Services Trust) as a 
percentage of their combined net income. 

General Ledqer Entries: Examde Only 

r BU 301 I I Service areas 81 1-81 3 I 
Revenues from 

Nonutilitv Operations 

Revenues from 
Nonutility Operations 

Acct. 41 7 

Revenues from 
Nonutility Operations 

Acct. 41 7 

I General Office I 
Revenues from 

Nonutility Operations 

I General Office 1 
Revenues from 

Nonutility Operations 
Acct. 417 

West Texas 
Colorado 

(2) $250 Kansas 

Flow of Activity 
(1) Revenues from Nonutilitv Operations incurred and reclassed to General Offices 
i2j Revenues from NonutiliG Operations incurred are allocated to General Offices 
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Service: 

Description: 

Current Provider 
Of Services 

Current Use of 
Service 

Basis for 
allocation 

Intercompany Interest on Notes Payable 

Intercompany Interest on Notes Payable 

Shared Services 

Amos Energy Holdings, Inc. 

Interest income or expense is recognized each month at the subsidiaries' 
level based on the average outstanding balance of each respective inter- 
company receivablelpayable balance and Atmos' average effective rate of 
short term debt net of commitment fees plus 2.75 basis points. 

General Ledaer Entries: Example Only 

I Shared Services I I Shared Services I 
Accounts Receivable from Interest on Debt to Associated 

Associated Company Companies 
Acct. 146 Acct. 430 

I $1,000 (1) (1) $1,000 

1 Atmos Energy Holdings, Inc. I 
Accounts Receivable from 

Associated Company . .  

Acct. 146 
(1 1 $1,000 

1 Atmos Energy Holdings, Inc. I 
Interest and Dividend income 

Acct. 419 

I $1,000 (1) 

Flow of Activity 
(I) Intercompany interest on Notes Payable is recognized each month at the subsidiary level. 
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BEFORE THE PUBLIC SERVICE COlMMISSION 

COMMONWEALTFI OF KXNTUCKY 

IN THE lUATTER OF 1 
) 

1 
ATMOS ENlERGY CORPORATION 1 

RATE APPLICATION BY ) Case No. 2009-00354 

TESTJMONY OF LA- M. SHERWOOD 

I 

2 

3 Q* 
4 

5 A. 

6 

7 

8 Q* 
9 

I O  A. 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

I. POSITION AND OUALIFICATIONS 

PLEASE STATE YOUR NAME, BUSINESS AIi’FILIATION AND BUSIMESS 

ADDRESS. 
My name is Laurie M. Sherwood. I am the Vice President and Treasurer of Atmos 

Energy Corporation (“A.tmos”, “Atmos Energy” or ‘?he Company”). My business 

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

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND DESCRIBE 

YOUR WORK EXPERIENCE. 
I earned a Bachelor of Business Administration degree with a double major in 
Management and Finance fiom Texas A & M IJniversity in 1982 and a Master of 

Business Administration degree from Southern Methodist University in 1988. From 

August 1982 to April 1999, I was employed by Oryx hergy  Company and its former 

parent, Sunoco Inc., in various financial positions, most recently as Manager, 

Corporate Finance. 

I joined Atmos in May 1999 as Assistant Treasurer. I was named Vice President and 

Treasurer in September 2000. 

WHAT AFtE YOUR JOB RESPONSIBJJ-ATIES? 
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I atn responsible for the corporate treasury, procurement, risk management and 

business insurance functions of the Company. My duties include planning, 

scheduling and administering the Company’s k c i a l  requirements, including the 

sale and issuance of debt and equity securities. In addition to long-term financings, I 

am responsible for the Company’s bank relations and short-term borrowing and 

investing activities. As a result of these activities, I am in fiequent contact with 

financial institutions, credit rating agencies and commercial and investment bankers. 

I am also ultimately responsible for oversight of the Company’s risk management 

group which is responsible for the procurement and maintenance of adequate levels of 

insurance coverage for general liability, casualty and other risks at a reasonable cost. 

HAVE YOU PREVIOUSLY TESTIFIED BEFORE TJ3E KENTUCKY 
PUBLIC SERVICE COMMISSION OR OTXICIER REGULATORY ENTITIES? 
I filed testimony in Case No. 2006-00464 although I did not present live testimony. I 

have testified before the Georgia Public Service Commission, the W o i s  Commerce 

Commission, the Iowa Utilities Board, the Kansas Corporation Commission, the 

Louisiana Public Service Commission, the Missouri Public Service Commission, the 

Mississippi Public Service Commission, the Railroad Commission of Texas and the 

Tennessee Regulatory Authority. 

II. PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to sponsor the Company’s proposed capital structure 

and embedded cost of debt in this rate proceeding. 

ARE YOIJ SPONSORING ANY OF THE FIILING RTCQUTREMENTS IN THIS 

CASE, AND, IF SO FVIIICH REQITIREMENTS? 
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I am sponsoring the following specific filing requirements of Section 10 of 807 

KA.R. 5:001’: 

10(9)@)(11) Capital structure requirements; and 

FR 1 O( lo)@ 

DO YOU ADOPT THESE FILING REQUIRFMENTS AND IMAKlE THEM 

PART OF YOIlR TESTIMONY? 

Yes. 

Cost of capital summary. 

III. CAPITAL STRUCTURE AND COST OF DEBT 

HOW IS ATMOS ENERGY ORGANIZED? 

Amos Energy conducts its utility operations in twelve states through unincorporated 

operating divisions. The Company’s division for which rates are sought to be 

adjusted in this proceeding is comonly referred to as the KentuckyMd-States 

Division. 

DO TBIS: COMPANY’S UNINCORPORATED DIVISIONS rssuE ~ m m  
OWN DEBT OR EQIJITY? 

No. These divisions, including the KentuckyMd-States Division, are not separate 

legal entities and actually comprise part of the Company itself. Instead, these 

unincorporated divisions are part of the legal entity that is Atmos Energy 

Corporation. Therefore, all debt or equity fuoding of the operations performed by the 

utilify divisions must be (and is) issued by the Amos Energy as a whole, on a 

consolidated basis. 

WHAT CAPITAL STRUCTURE SHOULD BE USED IN THIS 

PROCEEDING? 

.- 
I This regulation prescribes numerous filing requirements (FRs). The J?R abbreviations used are to the 

applicable subparts of Section 10 of 807 K.A.R 5:OOl. 
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Although this proceeding only affects the rates which may be charged by the 

Company for its regulated utility operations in Kentucky, the appropriate capital 

sbucture for each of the Atmos utility operating divisions, including its 

KentuckyMd-States Division, is equivalent to the consolidated capital structure for 

Atmos as a whole. This is because Atmos provides the debt and equity capital that 

supports the assets serving Kentucky customers. The capital structure that is 

appropriate for the Company’s Kentucky operations in this proceeding is set forth in 

FR l0( lo)@. As shown in that FR, long-term debt comprises 48.6% and equity is 

51.4% of the Company’s 13-month average capital structure for the forward-looking 

test period. 

HOW ROES THIS RECOMMENDED CAPITAL STRUCTW COMPARE 

TO TIXI3 ACTUAL CAPITAL RATIOS AS OF JUNE 30,2009? 

As reported on the Company’s quarterly report on Form 10-Q filed with the 

Securities and Exchange Commission for the quarter ended June 30, 2009, Ahos 

Energy’s capital structure and ratios were as follows ($ in thousands): 

Long-Term Debt” Shareholders’ Equity Total 

$2,169,526 $2,191,520 $4,36 1,046 

49.75% 50.25% 100% 

PLEASE SUMMARIZE YOUR DISCUSSION ON CAPITAL STRIJCWRE. 

Amos Energy’s actual capital structure as of June 30, 2009 consisted of 49.75% 

long-term debt and 50.25% shareholders’ equity. The long-term debt percentage is 

projected to fall to 48.6% for the forward-looking test period because the Company 

will continue to increase shareholders’ equity by issuing common stock fiom its 

various stock plans and by generating earnings in excess of dividends paid. The 

48.6% long-term debt and 5 1.4% shareholders’ equity capital structure advocated by 

* Includes current maturities. 
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the Company in this proceeding is consistent with stated strategy, realistic, and 

achievable. 

WHAT RATES DO YOU PROPOSE FOR 

CAPITAL IN SETTING RATES IN THIS CASE? 

As shown in Exhibit LMS-1 attached to my testimony, the Company’s weighted 

average cost of long-term debt for the base period in this case is 6.64%. However, I 

do not recommend that the Commission adopt 6.64% as the weighted average cost of 

long-term debt capital for use in this proceeding because it does not reflect what the 

cost will be as of March 31,201 1, which is the end of the forecasted test period used 

in this proceeding. Exhibit LMS-2 attached to my testimony shows that at March 3 1, 

2011, the Company’s projected cost of long-term debt capihl will be 6.87% and I 

recommend that the Cammission adopt that as the weighted average cost of long-term 

debt capital for use in this proceeding. This weighted average cost of debt will permit 

Atmos Energy to raise the requiied debt capital to support its operations and to 

continue to provide safe, reliable and efficient natural gas service to its Kentucky 

customers. 

DOES TI-IIS CONCLUDE YOUR DIRECT TESTIMONY? 

Yes, it does. 

EMBEDDED COST OF DEBT 

Direct Testimony of Laurie M. Sherwood Page 5 
KentuckyBhenvood Testimony 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLJC SERVICE COMMISSION 

IN THE MATTER OF ) 
RATE APPLJCATION OF ) Case No. 2009-00354 
ATMOS ENERGY CORPORATION ) 

CERTIFICATE AND AFFIDAVIT 

The Affiant, L,aurie M. Shenvood, being duly sworn, deposes and states 
that the prepared testimony attached hereto and made a part hereof, constitutes the 
prepared direct testimony of this affiant in Case No. 2009-00354, in the Matter of 
the Rate Application of Atinos Energy Coi-poration, and that if asked the questions 
propounded therein, this affiant would make the answers set forth in the attached 
prepared direct pre-filed testimony. 

Affiant hi-ther states that she will be present and available for cross 
examination for such additional direct examination as may be appropriate at any 
hearing in Case No. 2009-00354 scheduled by the Commission, at which time 
affiant will fki-ther reaffirm the attached testimony as her direct testimony in such 
case. n 

Lairie M. Shenvood 

STATE OF TEXAS 
COUNTY OF DAL,LAS 

SLJBSCRIBED AND SWORN to before me by h W k  b. S h s V b k d  on this the 
13% day of Ocbb  a r ,  2009. 

..-. . . ._. , . I  

My Commission Expires: a-0 la 



Atmos Energy Corporation, KentuckylMid-States Division 
Kentucky Jurisdiction Case No. 2009-00354 

AVERAGE ANNUAUZED LONGTERM DEBT 
Base Period Twelve Months Ended December 31,2009 

Data: X Baseperiod Forecasted Period 
Type of Filing: X Original Updated 
Workpaper Rekrence NOW. - Witness: L. Sherwood 

13 Mth Avg. Effective Cornpoosife 

Revised Schedule J-3 

tine Amount- Interest Auuial I n tek t  
No. ksue ___---- 

(A) (C) (Dl (E=DlB) 
Rate --- Outstanding Rate cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

20 

10% Senior Notes due Dec 201 1 
10% Senior Notes due Dec 201 1 
6.75% Debentures Unsecured due July 2028 
7.375% Senior Notes due May 201 1 
5.125% Senior Notes due Feb 2013 
6.35% Sr Note, due 2017 
4.00% Sr Note, due 2009 
8.50% Sr Note due 3/15/2019 
4.95% Sr Note due 1011512014 
5.95% Sr Note due 10/15/2034 
6.67% MTN A I  due Dec 2025 
6.27% MTN A2 due Dec 2010 

Industrial Develop Revenue Bond 07/13 
US Bancorp - 04/09 

Total 

Annualized Amortization of Debt Exp. & Debt Dsct 
Less Unamortized Debt Discount 

Total Long-Term Debt 

$1,151,654 
$1 ,I 51,654 

$150,000,000 
$350,000,000 
$250,000,000 
$250,000,000 
$123,076,923 
$346,153,&46 
$500,000,000 
$200,000,000 
$10,000,000 
$10,000,000 

$564,f 01 

$2.1 92,170,633 
$72,454 ~ 

10.00% 
10.00% 
6.75% 
7.38% 
5.13% 
6.35% 
4.00% 
8.50% 
4.95% 
5.95% 
6.67% 
6.27% 
7.90% 

$1 15,165 
115,165 

10,125,000 
25,812,500 
12,812,500 
15,875,000 
4,923,077 

29,423,077 
24,750,000 
11,900,000 

667,000 
627,000 
44,564 

5.29% -, 3,833 
$137,193,881 

8,054,000 
($3,237,976) 

145,247,881 6.64% 
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Forecasted Test Period: Twelve Months Ended March 31,201 1 
AVERAGE ANNUAt.IZED LONG-TERM DEBT 

Data:___Base Period-X-_Forecasted Period Schedule J-3 
Type of Filing, X Original Updated Revised Sheet 1 of 1 
Workpaper Reference Nols). Witness: L. Shenvood 

Line Amount interest Annual interest 
13 Mth Average Effective Composite 

Issue Outstanding Rate Cost Rate -- No. 
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10% Senior Notes due Dec 201 1 
10% Senior Notes due Dec 201 1 
6.75% Debentures Unsecured due July 2028 
7.375% Senior Notes due May 2011 
5.125% Senior Notes due Feb 2013 
6.35% Sr Note, due 2017 
4.00% Sr Note, due 2009 
8.50% Sr Note due 3/15/2029 
4.95% Sr Note due 10115/2014 
5.95% Sr Note due 10/15/2034 
6.67% MTN A I  due Dec 2025 
6.27% MTN A2 due Dec 2010 

industrial Develop Revenue Bond 07/13 
US Bancorp - 04/09 

Total 

Annualized Amortization of Debt Exp. & Debt Dsct. 
Less Unamortized Debt Discount 

Total Long-Term Debt 

$1,151,654 
$1,151,654 

$150,000,000 
$350,000,000 
$250,000,000 
$250,000,000 

$0 
$450,000,000 
$500,000,000 
$200,000,000 

$6,923,077 
$10,000,000 

$397,892 
$0 

2,169.624.277 

(3,014,016) 

$2,166,610,261 

10.00% 
10.00% 
6.75% 

5.13% 
6"35% 
4.00% 
8.50% 
4.95% 
5.95% 
6.67% 
6.27% 
7.90% 
5.29% 

7.38% 

$1 15,165 
115,165 

20,125,000 
25,812,500 
12,812,500 
15,875,000 

0 

24,750,000 
11,900,000 

461,769 
627,000 
31,433 

0 
140,875,534 

B,054,000 

38,250,000 

-- 

$240,929,534 6.87% - 
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Please state your name, title, and business address for the record. 

My name is James H. Vander Weide. I am Research Professor of Finance and 

Economics at Duke University, The Fuqua School of Business. I am also 

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 summarize your qualifications. 

I received a Bachelor’s Degree in Economics -From Cornell University and a 

Ph.D. in Finance from Northwestern University. After joining the faculty of the 

School of Business at Duke TJniversity, I was named Assistant Professor, 

Associate Professor, and then Professor. I have published research in the areas 

of finance and economics, taught courses in these fields at Duke over the last 35 

years, and taught in numerous executive programs at Duke. I am now retired 

fiom my teaching duties at Duke. 

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 400 regulatory and legal proceedings before the U.S. 

Congress, the Canadian Radio-Television and Telecommunications 

Commission, the Federal Communications Commission, the National 

Telecommunications and Information Administration, the Federal Energy 

Regulatory Commission, the National Energy Board (Canada), the Alberta 

Utilities Board (Cmada), d e  public service commissions of 43 states, 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 U.S. District Court for the District of Nebraska; the U.S. District 

Court for the District of New Hampshire; US. District Court for the District of 

Northern Illinois; the U.S. District Court for the Eastern District ofNorth 
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1 

2 
3 

4 

Carolina; Montana Second Judicial District Court, Silver Bow County; the 1J.S. 

District Court for the Northern District of California; the Superior Court, North 

Carolina; the U.S. Bankruptcy Court for the Southern District of West Virginia; 

and the U. S. District Court for the Eastern District of Michigan, My resume is 

5 shown in Appendix 1. 

6 Q. 4 What is the purpose of your testimony? 

7 A. 4 

8 

9 
10 

11 maintain its financial integrity. 

12 

I have been asked by Atmos Energy Corporation (“Atmos Energy” or 

“Company”) to prepare an independent appraisal of Atmos Energy’s cost of 

equity and to recommend a rate of return on equity that is fair, that allows the 

Company to attract capital on reasonable terms, and that allows the Company to 

Q. 5 How do you estimate Atmos Energy’s cost of equity? 

13 A. 5 
14 

15 
16 Q. 6 
17 

18 A. 6 
19 

20 

21 

I estimate Atmos Energy’s cost of equity by applying several standard cost of 

equity methods, including the discounted cash flow (“DCF”), risk premium, and 

capital asset pricing model (“CAPM’) to a group of comparable companies. 

Why do you apply your cost of equity methods to a group of comparable 

risk companies rather than solely to Atmos Energy? 

I apply my cost of equity methods to a group of comparable risk companies 

because standard cost of equity methodologies such as the DCF, risk premium, 

and CAPM require inputs of quantities that are not easily measured. Since these 

inputs can only be estimated, there is naturally some degree of uncertainty 

22 
23 

24 

25 

26 
27 

28 
29 

30 
31 

surroundmg 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 methodologies 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 

methodologies to a group of comparable companies. In utility regulation, the 

practice of using a group of comparable companies, called the comparable 

company approach, is fbrther supported by the United States Supreme Court 

standard that the utility should be allowed to earn a r e m  on its investment that 
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Q. 8 

A. 8 

Q* 9 
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is commensurate with returns being earned on other investments of the same 

risk.’ 

What cost of equity do you fmd for your comparable companies in this 

proceeding? 

On d e  basis of my studies, I h d  that the cost of equity for my comparable 
companies is in the range 10.2 percent to 11.9 percent (see Table I), with an 

average result of 1 1 .O percent. 

TABLE 1 
COST OF EQUITY MODEL RESULTS 

Method I ModelResult 11 
11 Discounted Cash Flow 1 11.9% II 
11 Ex Ante Risk Premium I 10.9% II 
11 Ex Post Risk Premium ..- .-- I 10.6% 111 

11.5% 
Historical CAPM 
DCF CAPM 

See Sluefield Water Works and Improvement Co. v. Public Service Comm ’n. 262 U.S. 679 (1923) 
and Hope Natural Gas Co., 320 U.S. 59 1 (I 944). 

1 
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(3) the evidence that the CAPM underestimates the cost of equity for companies 

with betas less than 1.0. 

Q. 10 Do you have exhibits accompanying your testimony? 
A. 10 Yes. I have exhibits consisting of eight schedules and five appendices that were 

prepared by me or under my direction and supervision. 

B. Economic and Legal Principles 

Q. 11 What is the economic definition of the required rate of return, or cost of 

capital, associated with particular investment decisions, such as the decision 
to invest in natural gas distribution facilities? 
The cost of capital is the return investors expect to receive on alternative 

investments of comparable risk. 
How does the cost of capital affect a 6m’s investment decisions? 
A central goal of a finn is to maximize the value of the firm. This goal can be 

accomplished by accepting all investments in plant and equipment with an 

expected rate of return greater than the cost of capital. Thus, fiom an economic 

perspective, 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. 

Q. 13 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 investor’s required rate 

of return on investment because rational investors will not invest in a particular 

investment opportunity if the expected return on that opportunity 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. Bond 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 investors have a residual claim on the firm’s assets and income, equity 

investments are riskier than. bond investments. Thus, the cost of equity exceeds 

the cost of debt, 

A. 1 1 

Q. 12 

A. 12 

A. 13 

Q. 14 

A. 14 
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Q. 15 

A. 15 

Q. 16 

A. 16 

Q. 17 

A. 17 

Q. 18 

A. 18 

Q. 19 

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 SO percent, respectively. Then the weighted average cost o f  

capital is expressed by .SO times 7 percent plus .50 times 13 percent, or 

10.0 percent. 

What is the economic definition of the cost of equity? 

The cost of equity is 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 dLfficult to 

measure than the cost of debt. However, as I have already noted, the cost of 
equity is greater than the cost of debt. The cost of equity, like the cost of debt, is 

both forward looking and market based. 

What is the correct economic measure of the percentages of debt and equity 

in a firm’s capital structure? 

The percentages o f  debt and equity in a firm’s capital structure are measured by 

first calculating the market value of the firm’s debt and the market value of its 

equity. The percentage of debt is then calculated 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 values 

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 25% debt and 

75% equity. 

Why is a firm’s capital structure correctrty measured in terms of the market 

values of its debt and equity? 
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A. 19 A firm’s capital structure is correctly measured 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 ofthe 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. 

Q. 20 W h y  do investors measure the return on their investment portfolios using 

market value weights rather than book value weights? 

Investors measure the return on their investment portfolios using market value 

weights because market value weights are the best measure of the amounts the 

investors currently have invested in each security in the portfolio. From the 

point of view of investors, the historical cost or book value of their investment is 

entirely irrelevant to the current risk and return 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 weighted average cost of 

capital? 
No. The economic definition of the weighted average cost of capital is based on 
d e  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 d e  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. 

Does the required rate of return on an investment vary with the risk of  that 

investment? 

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

investments with greater risk 

Do investors consider future industry changes when they estimate the risk 
of a particular investment? 

A. 20 

Q. 21 

A. 2 1 

Q. 22 

A. 22 

Q. 23 
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A. 23 Yes. Investors consider all the risks that a firm might incur over the klme life 

of the company. 

Are these 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 IJnited States Supreme Court cases: (1) Bluefield 

Water Work and Improvement Co. v. Public Service Commission; and 

(2) Federal Power Commission v. Hope Natural Gas Co. ]In the BZuefeId Water 
Worh case, the Court states: 

Q. 24 

A. 24 

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 invesfments 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. [Bluefeld Water Worh and 
Improvement Co. v. Public Service Comm 'n. 262 T J.S. 679,692 
(1 923)l. 

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 the Sluefield case: 

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 an the debt and dividends 
on the stock ... By that standard the return to the equity owner should be 
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commensurate with returns on investments in other enterprises having 
corresponding risks. That r e m  moreover, should be s a c i e n t  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 Cras Co., 320 1J.S. 591,603 (194411. 

C. Business and Financial Risks in Natural Gas Distribution Business 

Q. 25 What are the major factors that affect business risk in the natural gas 

distribution business? 
Business risk in the natural gas distribution business is generally affected by the 

following economic factors: 

1. 

A. 25 

Hi& Operating; Leverage. The natural gas distribution business is a 

business that requires a large commitment to fixed costs in relation to 

variable costs, a situation called high operating leverage. The relatively 

high degree of fixed costs in the natural gas distribution industry arises 

because of the average natural gas company’s large investment in fixed 

distribution and peaking facilities. High operating leverage causes the 

average natural gas company’s net income to be highly sensitive to sales 

fluctLlati0ns. 

Demand Uncertaintv. The business risk of the natural gas distribution 

business is increased by the high degree of demand uncertainty in the 

industry. Demand uncertainty is caused by: (a) the strong dependence of 

natural gas demand an the state of the economy and the weather; (b) the 

ability of customers to switch to alternative sources of energy in response to 

relative price CIifYerentials in these sources of energy; (c) the ability o f  some 

retail customers to purchase natural gas from competitive suppliers; and 

(d) rapidly changing prices for natural gas and alternate sources of energy. 

Investment Uncertainty. The natural gas distribution business recpires large 

investments in long-lived gas distribution and peaking facilities that are 

largely sunk once the investment is made. Future amounts of  required 

invesfment in these facilities are highly uncertain as a result of the inherent 

uncertainty in forecasting energy requirements for many years into the 

2. 

3. 
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2 regulations. 

3 4. 

4 

5 

6 peak periods. 

future, high volatility in he1 prices, and uncertainty in environmental 

Peak Demand. The need to invest substantial sums in expensive fixed plant 

is furtber exacerbated by the peak nature of natural gas demand. The peak 

demand for natural gas is unusuituy high relative to average sales in nom 

7 D. Cost of Equity Estimation Methods 

8 

9 Atmos Energy? 

Q. 26 What methods do you use to estimate the cost of common equity capital for 

10 

11 

12 

13 
14 
15 

16 

17 
18 

19 

A. 26 I use three generally accepted methods for estimating Amos Energy’s cost of 

common equity. These are the DCF model, the risk premium approach, and the 

CAPM The DCF model assumes that the current market price of a E m ‘ s  stock 

is equal to the discounted value of all expected future cash flows. The risk 

premium approach assumes that investors’ required return on an equity 

investment is equal to the interest rate on a long-term bond plus an additional 

equity risk premium to compensate the investor for the risks of investing in 

common equities compared to bonds. The CAPM assumes that the investors’ 

required rate of return is equal to a risk-free rate of interest plus the product of a 

company-specific risk factor, beta, and the expected risk premium on the market 

20 portfolio. 

21 E. Discounted Cash Plow @CF) Method 

22 Q. 27 Please describe the DCF model. 

23 

24 

25 
26 

27 

28 

29 

30 

A. 27 The DCF model is based on the assumption that investors value an asset on the 

basis of the future cash flows they expect to receive 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 

t e d  payment equal to the bond’s face value at the time the bond matures. 

Likewise, investors value an investment in a f i rm‘s stock because they expect to 

receive a sequence o f  dividend payments and, perhaps, expect to sell the stock at 

a higher price sometime in the future. 
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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 

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 

where: 
PB = Bondprice; 
C = Cash value of the coupon payment (assumed for notational 

convenience to occur annually rather than semi-annually); 

F = Face value of the bond; 

1 = The rate of interest the investor could earn by investing his 

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 
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where: 
PS = Current price of the firm’s stock; 
Dry D2 ... D, == Expected annual dividend per share on the fm’s stock; 

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

the stock; and 
= Return the investor expects to earn on dternative investments 

of the same risk, Le., the investor’s required rate of return. 

k 

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 k, the cost of equity. The resulting cost of equity 

equation is k = f g, where k is the cost of equity, D1 is the expected next 

period annual dividend, P, is the current price ofthe stock, and g is the constant 

annual growth rate in earnings, dividends, and book value per share. The term 

D I P ,  is called the dividend yield component of the annual DCF model, and the 

term g is called the growth component of the annual DCF model. 

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 discounted value of future 

dividends if dividends are paid annually at the end of each year. Since the 

companies in my proxy group all pay dividends quarterly, the current market 

price that investors are .wiUing to pay reflects the expected quarterly receipt of 

dividends. Therefore, a quarterly DCF model must be used to estimate the cost 

of equity for these firms. The quarterly DCF model differs h m  the annual DCF 

model. in that it expresses a company’s price as the present discounted 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 
Appendix 1. For the reasons cited there, I employed the quarterly DCF model 

throughout my calculations. 

Please describe the quarterly DCF model you use. 

Q. 28 

A. 28 

Q. 29 
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A. 29 The quarterly DCF model I use is described on Schedule 1 and in Appendix 2. 

The quarterly DCF equation shows that the cost of equity is: the SUM of the 

fixture 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 

DClF model? 

The quarterly DCF model requires an estimate of the dividends, dI, d2, d3, and 

4, investors expect to receive over the ned  four quarters. I estimate the next 

four quarterly dividends by multiplying the previous four quarterly dividends by 

the factor, (1 -t the growth rate, g). 

Can you illustrate how you estimated the next four quarterly dividends 

with data for a specific company? 

Yes. In the case of AGL Resources, for example, the last four quarterly 

dividends are equal to .42, .42, .43, and .43. Thus dividends, dl, d2, d3, and 4 
are equal to .438, .438, -448 and .448 [.42 x (1 + .0425)] = .438 and [.43 x (1 3- 

.0425) = .448.]. (As noted previously, the logic underlying this procedure is 

described in Appendix 2.) 

In Appendix 2, you demonstrate that the quarterly DCF model provides the 

theoretically correct valuation of stocks when dividends are paid quarterly. 

Do investors, in practice, r e c o m e  the actual timing and magnitude of cash 

flows when they value stocks and other securities? 

Yes. In valuing long-term government or corporate bonds, investors recognize 

that interest is paid semi-annually. Thus, the price of a long-term government or 

corporate bond is simply the present value of the semi-annual interest and 

principal payments on these bonds. Likewise, in valuing mortgages, investors 

recognize that interest is paid monthly. Thus, the value of a mortgage loan is 

simply the present value of the monthly interest and principal payments on the 

lorn. In valuing stock investments, stock investors correctly recognize that 

Q. 30 

A. 30 

Q. 31 

A. 3 1 

Q. 32 

A. 32 

Direct Testimony of James R Vander Weide, PhD. 
On behalf of Atmos Energy Corporation 

Page 12 



1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

Q. 33 

A. 33 

Q. 34 

A. 34 

Q. 35 
A. 35 

Q. 36 

A. 36 

Q. 37 

A. 37 

dividends are paid quarterly. Thus, a firm’s stock price is the present value of 

the stream of quarterly dividends expected from owning the stock. 

When valuing bonds, mortgages, or stocks, would investors assume that 

cash flows are received only at the end of the year, when, in fact, the cash 

flows are received semi-annually, quarterly, or monthly? 

No. Assuming that cash flows are received at the end of the year when they are 

received semi-annually, quarterly, or monthly would lead investors to make 

serious mistakes in valuing investment opportunities. No rational investor 

would make the mistake of assuming that dividends or other cash flows are paid 

annually when, in fact, they are paid more frequently. 

How do you estimate the growth component of the quarterly DCF model? 

I use the analysts’ estimates of future earnings per share (EPS) growth reported 

by I/R/E/S Thomson Reuters. 

What are the analysts’ estimates of future EPS growth? 

As part of their research, financial analysts working at Wall Street fim 
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 five-year forecasts of EPS growth. 

What is uB/E/S? 
I/B/E/S is a firm (now owned by Thornon 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 mean forecast as a consensus estimate of future firm 
performance. 

Why do you use the yB/E/S growth estimates? 

The I/lB/E/S growth rates: (1) are widely circulated in the financial comunily, 

(2) include the projections of multiple 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. 
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Why do you rely on analysts’ projections of future EPS growth in 

estimating the investors’ expected growth rate rather than looking at past 

historical growth rates? 

I rely on analysts’ projections of future EPS growth because I believe that 

investors use analysts’ forecasts to estimate kture earnings growth. As 
discussed below, my research supports my belief. 

Have you performed any studies concerning the use of analysts’ forecasts as 

an estimate of investors’ expected growth rate, g? 

Yes, I prepared a study in conjunction With Willard T. Carleton, Professor of 

Finance Emeritus at the University of Arizona, on why analysts’ forecasts are the 

best estimate of investors’ expectation of future long-term growth. This study is 

described in a paper entitled “Investor Growth Expectations and Stock Prices: 

Analysts vs. €%story,” published in the Spring 1988 edition of The Journal of 
Portfolio Management. 

Please summarize the results of your study. 

First, we performed a correlation analysis to identify the historicdy oriented 

growth rates which best described a firm’s stock price. Then we did a regression 

study comparing the historical growth rates with the consems analysts’ 

forecasts. In every case, the regression equations containing the average of 

analysts’ forecasts statistically outperformed the regression equations containing 

the historical 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, ‘CJniversity of 
Chicago Press, 1982). These results are also consistent with the hypothesis that 

investors use analysts’ forecasts, rather than historically oriented growtb 
calculations, in making stock buy and sell decisions. They provide 

overwhelming evidence that the analysts’ forecasts of hture growth are superior 

to historically oriented growth measures in predicting a firm‘s stock price. 

Has your study been updated? 

Yes. Researchers at State Street Financial Advisors updated my study using data 

through year-end 2003. Their results continue to confirm that analysts’ growth 
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Q. 43 
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forecasts are superior to historically-oriented growth measures in predicting a 

h ’ 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 fim for 

the three-month period ending July 2009. These high and low stock prices were 

obtained fiom Thomson Reuters. 

Why do you use the three-month average stock price in applying the DCF 

method? 

I use a 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 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. I include a five percent allowance for flotation costs in my DCF 

calculations. 

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 underwriters’ commissions, legal fees, printing 

expense, etc. These costs are withheld fiom 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 

and other factors, but in general these costs range between three and five percent 

of the proceeds fiom the issue.2 In addition to these costs, for large equity 

issues (in relation to outstanding equity shares), there is likely to be a decline in 

price associated with the sale of shares to the public. On average, the decline 

due to market pressure bas been estimated at two to three percent? Thus, the 

See tee, Jnmoo, Scott Lochhead, Jay fitter, and Quanshui Zhao, “The Costs of Raising C a p i t c  
The Journal ofFinancia1 Research, Vol. XIX No 1 (Spring 1996), 59-74, and Clifford W. Smith, 
“Alternative Methods for Raising Capital,” Journal of Financial Economics 5 (1977) 273-307. 

See Richard H. Pettway, “The Effects of New Equity Sales Upon Utility Share Prices,” Public 
Utilities Fortnightly7 May IO, 1984,35-39. 

2 

3 
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total flotation cost, including both issuance expense and market pressure, could 

range anywhere from five to eight percent of the proceeds of an equity issue. I 
believe a combined five percent allowance for flotation costs is a conservative 

estimate that should be used in applying the DCF model in this proceeding. 

Is there any evidence that Atmos Energy, in fact, incurs flotation costs 

equal to approximately five percent of its stock price when it issues new 

equity securities 

Yes. In the Company’s most recent equity oEering, December 7,2006, Atmos 

Energy’s stock price just prior to the offering was $32.07 per share, and the net 

proceeds to the Company were $30.3975 per share. The difference between the 

pre-offering stock price and the proceeds to the Company represent a 

5.21 percent discount to the recent market price. The difference between the 

recent market price and the net proceeds per share reflects both the issuance 

expenses and market pressure, as explained in Appendix 3 of my direct 

testimony. Additional information on Atmos Energy’s three most recent stock 

issuances are contained in the prospectuses for these issuances. (For ease o f  

reference, the cover page of each of Atmos Energy’s three most recent public 

offerings are shown in Schedule 2.) 

Is a flotation cost adjustment only appropriate if a company issues stock 

during the last year? 

As described in Appendix 3, a flotation cost adjustment is required whether or 

not a company issued new stock during the last year. Previously incurred 

flotation costs have not been recovered in previous rate cases; rather, they are a 

permanent cost associated with past issues of common stock. Just as an 

adjustment is made to the embedded cost of debt to reflect previously incurred 

debt issuance costs (regardless of whether additional bond issuances were made 

in the test year), so should an adjustment be made to the cost of equity regardless 

of  whether additional stock was issued during the last year. 

Does an allowance for recovery of flotation costs associated with stock sales 

in prior years constitute retroactive rate-making? 
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that is properly assigned to prior years. In fact, the adjustment allows Amos 
Energy to recover only the current carrying costs associated with flotation 

expenses incurred at the time stock sales were made. The original flotation costs 

themselves will never be recovered, because the stock i s  assumed to have an 

infinite life. 

How do you apply the DCP approach to obtain the cost of equity capital for 

Atmos Energy? 

I apply the DCF approach to the Value Line natural gas companies shown in 

Schedule 1. 

Q. 50 How do you select your proxy group of natural gas companies? 

A. 50 I select all the companies in Value Line’s groups of natural gas companies that 

provide local distribution service and: (1) paid dividends during every quarter of 

the last two years; (2) did not decrease dividends during any quarter of the past 

two years; (3) have at least two analysts included in the I/B/E/S mean growth 

forecast; (4) have an investment grade bond rating and a Value Line Safety Rank 

of 1,2, or 3; and (5) have not announced a merger. 

Why do you eliminate companies that have either decreased or eliminated 

their dividend in the past two years? 
The DCF model requires the assumption that dividends will grow at a constant 

rate into the indefinite future. If a company has either decreased or eliminated 

its dividend in recent years, an assumption that the company’s dividend will 

grow at the same rate into the indefinite future is questionable. 

Why do you eliminate companies that have fewer than two analysts 

included in the I/JR/E/S mean forecasts? 

The DCF model also requires a reliable estimate of a company’s expected W e  

growth. For most companies, the I/B/E/S mean growth forecast is the best 

available estimate of the growth term in the DCF model. However, the VB/E/S 
estimate may be less reliable if the mean estimate i s  based on the inputs of very 

few analysts. On the basis of my professional judgment, I normally specify that 

the I/RE/S long-term earnings growth forecast must include the forecasts of at 

Q. 49 

A. 49 

Q. 51 

A. 5 1 

Q. 52 

A. 52 
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least three analysts. However, in August 2009 there are only five natural gas 

companies with growth forecasts from at least three analysts. In this study, 

therefore, I also include results for companies that had growth forecasts based on 

two analysts’ growth forecasts. 

Why do you eliminate companies that have announced mergers that are not 

yet completed? 

A merger announcement can sometimes have a sigmfkant impact on a 

company’s stock price because of anticipated merger-related cost savings and 

new market opportunities. Analysts’ growth forecasts, on the other hand, are 

necessarily related to companies as they currently exist, and do not reflect 

investors’ views of the potential cost savings and new market opportunities 

associated with mergers. The use of a stock price that includes the value of 

potential mergers in conjunction with growth forecasts that do not include the 

growth enhancing prospects of potential mergers produces DCF results that tend 

to distort a company’s cost of equity. 

Is your natural gas company group a reasonable risk proxy for Atmos 

Energy? 

Yes. Many investors use the Value Line Safety R d c  as a measure of equity 

risk. The average Value Line Safety Rank for my proxy group of natural gas 

companies is approximately 2 on a simple average basis and 2.5 on a market- 

weighted basis, on a scale where 1 is the most safe and 5 is the least safe, 

compared to a Value Line Safety Rank of 2 for Amos Energy. The average 

S&P bond rating of the natural gas companies in my proxy group is 

approximately A- to BBRi-. The S&P bond rating for Atmos Energy is RBBI-. 

(See ScheduIe 1.) 

Please summarize the results of your application of the DCF model to your 

natural gas company proxy group. 

I obtain a DCF result of 11.9 percent (see Schedule 1). 

F. Risk Premium Method 

Q. 56 Please describe the risk premium method of estimating Atmos Energy’s cost 

of equity. 
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a return on an equity investment in Atmos Energy that re8 ects a “premium” over 

and above the return they expect to earn on an investment in a port5olio of 

bonds. This equity risk premium compensates equity investors for the additional 

risk they bear in making equity investments versus bond investments. 

Does the risk premium approach specify what debt instrument should be 

used to estimate the interest rate component in the methodology? 
No. The risk premium approach can be implemented using virtually any debt 

instrument. However, the risk premium approach does require that the debt 

instrument used to estimate the risk premium be the same as the debt instrument 

used to calculate the interest rate component of the risk premium approach. For 

example, if the risk premium on equity is calculated by comparing the returns on 

stocks and the returns on A-rated utility bonds, then the interest rate on A-rated 

utility bonds must be used to estimate the interest rate component of the risk 
premium approach. 

Q. 58 Does the risk premium. approach require that the same companies be used 
to estimate the stock return as are used to estimate the bond return? 
No. For example, many analysts apply the risk premium approach by comparing 

the return on a portfolio of stocks to the retun on Treasury securities such as 
long-term Treasury bonds. CIearIy, in this widely-accepted application of the 

risk premium approach, the same companies are not used to estimate the stock 

return as are used to estimate the bond return, since the U.S. government is not a 

Q. 57 

A. 57 

A. 58 

company. 

How do you measure the required risk premium on an equity investment in 
Atmos Energy? 
I use two methods to estimate the required risk premium on an equity investment 

in Atmos Energy. The first is called the ex ante risk premium method and the 

second is called the ex post risk premium method 

Q. 59 

A. 59 

1. 
Q. 60 

Ex Ante Risk Premium Method 

Please describe your ex ante risk premium method of measuring the 

required risk premium on an equity investment in Atmos Energy. 
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1 A. 60 My ex ante risk premium method is based on studies of the DCF expected return 
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on my comparable group of natural gas companies compared to the interest rate 

on Moody’s A-rated utility bonds. Specifically, for each month in my study 

period, I calculate the risk premium using the equation, 

where: 
WPROXY = DCFPROXY - IA 

RPPROX~ I= the required risk premium on an equity investment in the 

proxy group of companies, 

average DCF estimated cost of equity on a portfolio of 

proxy companies; and 

the yield to maturity on an investment in A-rated utility 

bonds. 

D C F ~ R O ~  = 

I A  = 

I then perform a regression analysis to determine if there is a relationship 

between the calculated risk premium and interest rates. I use the results of the 

regression analysis to estimate the investors’ required risk premium. To 
estimate the cost of equity, I then add the required risk premium to the current 

yield on A-rated utility bonds. A detailed description of my ex ante risk 

premium studies is contained in Appendix 4, and the underlying DCF resub and 
interest rates are displayed in Schedule 3. 

Why do you add the required risk premium to the current yield to maturity 

on A-rated utility bonds rather than the forecasted yield to maturity? 

Although it is appropfiate in theory to add the required risk premium to the 

forecasted yield to maturity on A-rated utility bonds, I did not have information 

on the forecasted yield to maturity on A-rated utility bonds at the time Amos 

Energy needed my cost of equity input for their cost of service studies. I have 

recently obtained interest rate forecasts from Blue Chip Financial Forecasts that 

indicates that the forecasted yield to maturity on A-rated utility bonds exceeds 

Q. 61 

A. 61 
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15 Q. 63 
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17 A. 63 
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the current interest rate used in my studies by approximately 100 basis p0ints.l 

Given the positive spread between forecasted interest rates and current interest 

rates, my cost of equity estimates based on the current interest rates are 

conservative. 

What cost of equity do you obtain from your ex ante risk premium method? 

As described above, to estimate the cost of equity using the ex ante risk premium 

method, one may add the estimated risk premium over the yield on A-rated 

utility bonds to the yield to maturity on A-rated utility bonds.5 The average 

yieId to maturity on Moody’s A-rated utility bonds at July 2009 is 5.97 percent. 

My analyses produce an estimated risk premium over the yield on A-rated utility 

bonds equal to 4.94 percent. Adding an estimated risk premium of 4.94 percent 

to the 5.97 percent average yield to maturity on A-rated utility bonds produces a 

cost of equity estimate of 10.9 percent using the ex ante risk premium method. 

Ex Post Risk Premium Method 

Please describe your ex post risk premium method for measuring the 
required risk premium on an equity investment in Atmos Energy. 

I first perform a study of the comparable returns received by bond and stock 

investors over the last 72 years. I estimate the returns on stock and bond 

portfolios, using stock price and dividend yield data on the S&P 500 and bond 

yield data on Moody’s A-rated Utility Bonds. My study consists of making an 

investment of one dollar in the S&P 500 and Moody’s A-rated Utility Bonds at 

the beginning of 1937, and reinvesting the principal plus return each year to 

2009. The return associated with each stock portfolio is the sum of the annual 
dividend yield and capital gain (or loss) which accrued to this portfolio during 

4 Blue Chip does not provide a forecast for A-rated utility bond yields. I estimate the forecasted 
yield on A-rated utility bonds using Blue CXp forecasts for Baa-rated corporate bonds plus the 
current difference between A-rated utility and Baa-rated corporate bonds. 

5 As noted above, one could use the yield to maturity on other debt investments to measure the 
interest rate component of the risk premium approach as long as one uses the yield on the same 
debt investment to measure the expected risk premium component of the risk premium approach. 1 
chose to use the yield on A-rated utility bonds because it is a frequently used benchmark for utility 
bond yields. 
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3 

the year@) in which it was held. The return associated with the bond portfolio, 

on the other hand, is the sum of the annual coupon yield and capital gain (or 

loss) which accrued to the bond portfolio during the year@) in which it was held. 

4 

5 
6 

7 

8 

9 
10 

11 

12 

13 

14 

The resulting annual returns on the stock and bond portfolios purchased in each 

year between 1937 and 2009 are shown on Schedule 4. The average a n n d  

return on an investment in the S&P 500 stock portfolio is 10.8 percent, while the 

average annual return on an investment in the Moody’s A-rated utility bond 

portfolio is 6.3 percent. Thus, the risk premium on the S&P 500 stock portfolio 

is 4.5 percent. 

I also conduct a second study using stock data on the S&P IJtilities rather 

than the S&P 500. As shown on Schedule 5, the S&P utilities stock portfolio 

showed an average annual return of 10.5 percent per year. Thus, the return on 

the S&P utilities stock port6olio exceeds the return on the Moody’s A-rated 

utility bond portfolio by 4.2 percent. 

15 

16 

17 

18 

19 
20 

21 
22 

23 

Q. 64 Why is it appropriate to perform your ex post risk premium analysis using 

both the S&P 500 and the S&P Utilities stock indices? 

I perform my ex post risk premium analysis on both the S&P 500 and the S&P 
Utilities because I believe utilities today face risks that are somewhere in 
between the average risk ofthe S&P IJtilities and the S&P 500 over the years 

1937 to 2009. Thus, I use the average of the two historically-based risk 

premiums as my estimate of the required risk premium in my ex post risk 

premium method. I note that the spread between the average risk premium on 

the S&P 500 and the average risk premium on the S&P lltilities is just 30 basis 

A. 64 

24 points. 

25 

26 

27 

28 

29 
30 

31 

Q. 65 W h y  do you analyze investors’ experiences over such a long time frame? 

A. 65 Because day-today stock price movements can be somewhat random, it is 

inappropriate to rely on short-run movements in stock prices in order to derive a 

reliable risk premium. Rather than buying and selling frequently in anticipation 

of highly volatile price movements, most investors employ a strategy of buying 

and holding a diversified portfolio of stocks. This buy-and-hold strategy will 

allow an investor to achieve a much more predictable long-run return on stock 
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investments and at the same time will minimize transaction costs. The situation 

is very similar to the problem of predicting the results of coin tosses. I cannot 

predict with any reasonable degree of accuracy the result of a single, or even a 

few, flips of a balanced coin; but I can predict with a good deal of confidence 

that approximately 50 heads will appear in 100 tosses of this coin. IJnder these 

circumstances, it is most appropriate to estimate future experience fiom long-run 

evidence of investment performance. 

Would your study provide a different risk premium if you started with a 

different time period? 

Yes. The risk premium results do vary somewhat depending on the historical 

time period chosen, My policy was to go back as far in history as I could get 

reliable data. I thought it would be most meaningful to begin after the passage 

and implementation of the Public IJtility Holding Company Act of 1935. This 

Act significantly changed the structure of the public utility industry. Since the 

Public Utility Holding Company Act of 1935 was not implemented until the 

beginning of 1937, I felt that numbers taken from before this date would not be 

comparable to those taken after. (The repeal of the 1935 Act has not materially 

impacted the structure of the public utility industry; thus, the Act’s repeal does 

not have any impact on my choice of time period.) 

Why is it necessary to examine the yield from debt investments in order to 

determine the investors’ required rate of return on equity capital? 

As previously explained, investors expect to earn a return on their equity 

investment that exceeds currently available bond yields. This is because the 

return on equity, being a residual return, is less certain than the yield on bonds 

and investors must be compensated for this uncertainty. Second, the investors’ 

current expectations concerning the amount by which the return on equity will 

exceed the bond yield will be influenced by historical differences in returns to 

bond and stock investors. For these reasons, we can estimate investors’ current 

expected returns kern an equity investment from knowledge of current bond 

yields and past differences between returns on stocks and bonds. 

Q. 66 

A. 66 

Q. 67 

A. 67 
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1 

LINE INTERCEPT TIME DJTJSTED R 
NO. SQUARE -- 

1 Coefficient 3.096 (0.002) 0.023 
2 TStatistic 1.654 (1.630) 

6 

7 

F 

2.66 

8 
9 

LLNE INTERCEPT TIME ADJUSTED R 
NO. SQUARE 

1 Coefficient 1.3 83 -0.001 -0.006 
2 T Statistic 0.776 -0.75 1 

Q. 68 Has there been any significant trend in the equity risk premium over the 

1937 to 2009 time period of your risk premium study? 

No. Statisticians test for trends in data series by regressing the data observations 

against time. I have performed such a time series regression on my two data sets 

o f  histarical risk premiums: As shown below, there is no statistically significant 

trend in my risk premium data. Indeed, the coefficient on the time variable is 

insignificantly different fiom zero (if there were a trend, the coefficient on the 

time variable should be significantly different from zero). 

A. 68 

TABLE 2 

F 

0.56 

11 
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TABLE 3 

Q. 69 Is your conclusion that there is no significant trend in the equity risk 

premium supported in the financial literature? 

Yes, The Stocks, Bonds, Rills, and Inflation@ 2009 Valuation Edition Yearbook 

(“Ibbotsof SBBI?”) published by Morningstar, Inc., contains an analysis of 

“trends” in histarical risk premium data. Ibbotson@ SRBI@ uses correlation 

analysis to determine if there is any pattern or “trend” in risk premiws over 

time. This analysis also demonstrates that there are no trends in risk premiim 

over time. 

Q. 70 Why is it significant that historical risk premiums have no trend or other 

statistical pattern over time? 

The si@cance of this evidence is that the average historical risk premium is a 

reasonable estimate of the kture expected risk premium. A s  noted in Ibbotson@ 

A. 69 

A. 70 

SBBI@: 
The significance of this evidence is that the realized equity risk 
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premium next year will not be dependent on the realized equity risk 
premium fiom this year. That is, there is no discernable pattern in 
the realized equity risk premium-it is virtually impossible to 
forecast next year’s realized risk premium based on the premium of 
the previous year. For example, if this year’s difference between 
the riskless rate and the return on the stock market is higher than 
last year’s, that does not imply that next year’s will be higher than 
this year’s. It is as likely to be higher as it is lower. The best 
estimate of  the expected value of a variable that has behaved 
randomly in the pgst is thg average (or arithmetic mean) of its past 
values. mbotson SBBI , page 61.1 

Q. 71 What conclusions do you draw from your ex post risk premium analyses 

about the required return on an equity investment in Atmos Energy? 
My studies provide strong evidence that investors today require an equity return 

of approximately 4.2 to 4.5 percentage points above the expected yield on A- 

rated utility bonds. The average yield m A-rated utility bonds at July 2009 is 

5.97 percent. Adding a 4.2 to 4.5 percentage point risk premium to a yield of 

5.97 percent on A-rated utility bonds, I obtain an expected return on equity iiom 

the ex post risk premium method in the range 10.2 percent to 10.4 percent, with 

a midpoint of 10.3 percent. Because the ex post methodology does not reflect 

flotation costs, I add a 27 basis-point allowance for flotation costs, which I 
determine by calculating the difference in my DCF results with and without a 
flotation cost allowance. Adding a 27 basis-point allowance for flotation costs, I 
obtain an estimate of 10.6 percent as the cost of equity for Atmos Energy using 

the ex post risk premium method.6 

A. 71 

G. Capital Asset Pricing Model (CAPM) 
Q. 72 

A. 72 

What is the CAPM? 
The CAPM is an equilibrium model of the security markets in which the 

expected or required retum on a given security is equal to the risk-free rate of 
interest, plus the company equity ‘%eta,’, times the market risk premiunz: 

Cost of equity = Risk-fiee rate 3- Equity beta x Market riskpremium 

6 This estimate, which is based on current interest rates ratber than forecasted rates, is conservative. 
If1 were to use the forecasted interest rate on A-rated utility bonds, my ex post risk premium 
estimate of the cost of equity would be approximately 100 basis points higher. (See Question and 
Answer 61 above.) 
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The risk-free rate in this equation is the expected rate of return on a risk-free 

government security, the equity beta is a measure of the company’s risk relative 

to the market as a whole, and the market risk premium is the premium investors 

require to invest in the market basket of all securities compared to the risk-tiee 

security. 

How do you use the CAPM to estimate the cost of equity for your proxy 

companies? 

The CAPM requires an estimate of the risk-free rate, the company-specific risk 
factor or beta, and the expected return on the market portfolio. For my estimate 

of the risk-free rate, I use the average yield to maturity on 20-year Treasury 

bonds at July 2009,4.38 percent. For my estimate of the company-specific risk, 

or beta, I use the average Value Line beta of 0.85 for my proxy companies. For 

my estimate of the expected risk premium on the market portfolio, I use Cwo 

approaches. First, I use the Ibbotson@ SBBP 6.5 percent risk premium on the 

market portfolio, which is measured from the difference between the arithmetic 

mean return on the S&P 500 (1 1.7 percent) and the income return on 20-year 

Treasury bonds (5.2 percent), as reported by Ibbotson@ SBBP (1 1.7 - 5.2 = 6.5). 

Second, I estimate the risk premium on the market portfolio from the difference 

between the DCF cost of equity for the S&P 500 (12.7 percent) and the yield to 
maturity on 20-year Treasury bonds, (4.3 8 percent). My second approach 

produces arisk premium equal to 8.3 percent (12.7 - 4.38 = 8.3). 

Why do you recommend that the risk premium on the market portfolio be 

estimated using the difference between the arithmetic mean return on the 

S&P SOO? 

As explained in Ibbotson* SBBI@, the arithmetic mean return is the best 

approach for calculating the return investors expect to receive in the f h r e :  

Q. 73 

A. 73 

Q. 74 

A. 74 

The equity risk premium data presented in this book are arithmetic 
average risk premia as opposed to geometric average risk premia 
The arithmetic average equity risk premium can be demonstrated to 
be most appropriate when discounting fiiture cash flows. For use 
as the expected equity risk premium in either the CAPM or the 
building block approach, the arithmetic mean or the simple 
difference of the arithmetic means of stock market retums and 
riskless rates is the relevant number. This is because both the 
CAPM and the building block approach are additive models, in 
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Q. 75 

A. 75 

Q. 76 

A. 76 

Q. 77 

A. 77 

Q. 78 

A. 78 

Q. 79 

which the cost of capital is the sum of its parts. The geometric 
average is more appropriate for reporting past performance, since it 
represents the compound average return. [SBBI, p. 59.1 

A discussion of the importance of using arithmetic mean returns in the context 

of CAPM or risk premium studies is contained in Schedule 6. 

Why do you recommend that the risk premium on the market portfolio be 

estimated using the income return on 20-year Treasury bonds rather than 

the total return on these bonds? 

As discussed above, the CAPM requires an estimate of the risk-fiee rate of 

interest. W e n  Treasury bonds are issued, the income return on the bond is risk 
fiee, but the total return, which includes both an income and capital gains or 

losses, is not. Thus, the income return should be used in the CAPM because it is 

only the income return that is risk free. 

What CAPM result do you obtain when you estimate the expected return 

on the market portfolio from the arithmetic mean difference between the 

return on the market and the yield on 20-year Treasury bonds? 

T obtain a CAPM estimate of 10.2 percent [see Schedule 71. 

What CAPM result do you obtain when you estimate the risk premium on 

the market portfolio by applying the DCP model to the S&P 500? 

I obtain a CAPM result of 11.5 percent [see Schedule 81. 

Can a reasonable application of the C’IAPM produce higher cost of equity 

results than you have just reported? 

Yes. The CAPM tends to underestimate the cost of equity for small market 

capitalization companies such as my natural gas proxy companies.7 

Does the finance literature support an adjustment to the CAPM equation to 

account for a company’s size as measured by market capitalization 

supported in the finance literature? 

7 In addition, as discussed above, these estimates based on current interest rates rather than 
forecasted rates is conservative. If1 were to use the forecasted interest rate on Treasury bonds, my 
historical CAPM estimate of the cost of equity would be approximately 60 basis points higher and 
my DCF-based CAPM estimate would be approximately I0 basis points higher. 
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SIZE SMALLEST MKT. CAP. 
($MILLIONS) 

>7,3 60.271 Large-Cap (No Adjustment) - 
Mid-Cap 1,849.950 
Low-Cap 453.398 
Micro-Cap 1.575 

8 lbbotson@ SBBI@ 2009 Valuation Yearbook 

PREMTUM 

I 

- 0.94% 
1.74% 
3.74% 

9 See, for example, Fischer Black, Michael C. Jensen, and Myron Scholes, ‘The Capital Asset 
Pricing Model: Some Empirical Tests,” in Ssudies in the Theory of Capital Markets, M. Jensen, ed. 
New York Praeger, 1972; Eugene Fama and James MacBeth, “Risk, Return, and Equilibrium: 
Empirical Tests,’’ Journal ofPaIiticaZ Economy 81 (1973), pp. 607-36; Robert Litzenberger and 
Krishna Ramaswamy, “The Effect of Personal Taxes and Dividends on Capital Asset Prices: 
Theory and Empirical Evidence,” JournaI of FinailciaZ Economics 7 (1979), pp. 163-95.; Rolf 
Banz, “The Relationship between Return. and Market Value of Common Stocks,” Journal of 
Financial Economics (March 1981), pp. 3-18; and Eugene Fama and Kenneth French, “The 
Cross-Section of Expected Returns,” Jaurnal of Finance (June 1992), pp. 427-465. 
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where ERi is the expected return on security or portfolio i, Rfis the risk-fiee rate, 

ER, - Rf is the expected risk premium on the market portfolio, and pj is a 

measure of the risk of investing in security or portfolio i. If the C N M  correctly 

predicts the relationship between risk and return in the marketplace, then the 

realized returns on portfolios of securities and the corresponding portfolio betas 

should lie on the solid straight line with intercept Rf and slope [R, - Rr] shown 

below. 

1 .o 
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Financial scholars have found that the relationship between realized returns and 

betas is inconsistent with the relationship posited by the CAPM. As described in 
Fama and French (1 992) and Fama and French (2004), the actual relationship 

between portfolio betas and returns is shown by the dotted line in the figure 

above. Although financial scholars disagree on the reasons why the returdbeta 

relationship looks more like the dotted line in the figure than the solid h e ,  they 

generally agree that the dotted line lies above the solid line for portfolios with 

betas less than 1 .0 and below the solid line for portfolios with betas greater than 

1 .O. Thus, in practice, scholars generally agree that the CAPM underestimates 

portfolio returns for companies with betas less than 1 .O, and overestimates 

portfolio returns for portfolios with betas greater than 1.0. 
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Q. 83 

A. 83 

Q. 84 

A. 84 

Q. 85 

A. 85 

Q. 82 What conclusions do you reach from your review of the literature on the 

CAPM to predict the relationship between risk and return in the 

marketplace? 

I conclude that the financial literature strongly supports the proposition that the 

CAPM underestimates the cost of equity for companies such as public utilities 

with betas less than 1 .O. 

R. Fair Rate of Return on Equity 

A. 82 

Based on your analyses, what is your conclusion regarding your proxy 

companies’ cost of equity? 

Rased on my analyses, which included the application of several cost of equity 

methods to my proxy companies, I conclude that my proxy companies’ cost of 

equity is in the range 10.2 percent to 1 1.9 percent, with an average cost of equity 

equal to 11 .O percent. 

Does the cost of equity for Atmos Energy depend on its ratemaking capital 

structure? 

Yes. My analyses are based on the average market value capital structure of my 

proxy companies, which has more than 58 percent equity on a composite basis or 
more than 63 percent equity on a simple average basis. I€ Atrnos Energy’s 

ratemaking, or book value capital structure, is used to set rates, the cost of equity 

for Atmos Energy will necessarily be higher than the cost of equity for the proxy 

group because the financial risk associated with Amos Energy’s book value 

capital structure is significantly higher than the financial risk reflected in the cost 

of equity estimate for my proxy companies. 

What ROE do you recommend for Atmos Energy? 

I recommend an ROE of 11 .# percent for Atmos Energy. My recommendation 

takes into consideration Atmos Energy’s policy decision to moderate the impact 

of its rate request on ratepayers. My recommended return on equity is 

conservative in that it does not reflect: (1) the higher financial risk implicit in 

the book value capital structure of Atmos Energy, which will be used to set rates 

in this proceeding; (2) the observation that forecasted yields on both A-rated 

utility bonds and Treasury bonds are significantly higher than the current yields 

Direct Testimony of James H. Vander Weide, PhD. 
On behalf of Atmos Energy Corporation 

Page 30 



1 

2 

3 

4 

on these securities; (3) the small size premium for small market capitalization 

companies such as those in my proxy group of natural gas companies; and 

(4) the evidence that the CAPM underestimates the cost of equity for companies 

with betas less than 1.0. 

SOTJRCE OF 
CAPITAL 

Common Equity 
Total 

Long-term Debt 

5 I. Allowed Rate of Return on Total Capital 
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Q. 86 

A. 86 

What is Atmos Energy’s recommended capital structure and debt cost rate? 

As discussed in the testimony of Company Witness Laurie M. Sherwood, Atmos 

Energy is recommending a capital structure containing 48.6 percent long-term 

debt and 51.4 percent equity. The cost rate for long-term debt 6.87 percent. 

What altowed rate of return on total capital is derived using this capital 

structure, the long-term debt cost rate of 6.87 percent, and the 11.0 percent 

cost of equity you find for your proxy group? 

IJsing a capital structure containing 48.6 percent long-term debt and 51.4 percent 

equity and cost rates of 6.87 percent and 11 .O percent, respectively, produces an 

overall rate of return equal to 9.00 percent for the purpose o f  setting Atmos 

Energy’s rates in this case, as shown below in Table 5. 

Q. 87 

A. 87 

% OF COST WEIGHTED 
TOTAL RATE COST 

48.6% 6.87% 3.34% 
51.4% 11.00% 5.66% 

100.0% 9.00% 

17 
18 

TABbE 5 
WEIGHTE3 AVERAGE COST OF CAPITAL 

19 Q. 88 Does this conclude your testimony? 

20 A. 88 Yes,itdoes. 
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the Ibbotson@ SBBI@ 6.5 Percent Risk Premium 

Calculation of Capital Asset Pricing Model Cost of Equity Using 
DCF Estimate of the Expected Rate of Return on the Market 
Portfolio 

Qualifications of James H. Vander Weide 

Derivation of the Quarterly DCF Model 

Adjusting for Flotation Costs in Determining a Public Utility’s 
Allowed Rate of Return on muity 

Ex Ante Risk Premium Method 

Ex Post Risk Premium Method 
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ATMOS ENERGY 
SC€IEDULE 1 

SlJMMARY OF DISCOUNTED CASH FLOW ANALYSIS 
FOR NATURAL GAS COMPANIES 

= Most recent quarterly dividend. 
= 

= 

= 
= 
= 

Next four quarterly dividends, calculated by multiplying the last four quarterly dividends 
per Value Line, by the factor (1 + g). 
Avemge of the monthly high and low stock prices during the three months ending July 
2009 per Thomson Reuters. 
Flotation costs expressed as a percent of gross proceeds (5%)). 
VB/E/S forecast of future earnings growth July 2009. 
Cost of equity using the quarterly version of the DCF model. 

k =: d,(l+ k)" -t- d,(l +k)-50 + d3(l + k).% -I- d, $. 

Po (I - f C) 
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ATMOS ENERGY 
SCHEDULE 1 (continued) 

VALUE LINE SAFXTY RANKS AND STANDARD & POOR’S BOND RATINGS 
FOR PROXY GAS COMPANIES 

LINE COMPANY SAFETY 
NO. RANK 

1 AGL Resources 2 
2 AtmosEnergy 2 
3 EQTCorp, 3 
4 National Fuel Gas 2 
5 NicorInc. 3 
6 NiSource Inc. 3 

S&PBOND S&P BOND 
RATING RATING 

A- 5 
BBB-t 6 
BBB 7 
BBB 7 
AA 1 

BBB- 8 

(NUMERICAL) 

Source of data: Standard & Poor’s, August 2009; The Value Line Investment Analyzer August 2009. 

AA- 

Direct Testimony of James H. Vander Weide, Ph.D. 
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2 I 
8 ONEOKInc. 3 BBB 
9 Piedmont Natural Gas 2 A 
10 South Jersey Inds. 2 BBB+ 
11 Southwest Gas 3 BBB 
12 Market-Weighted Average 2.5 BBBt 
13 Simple Average 2.4 A- to BBB+ 

7 
4 
6 
7 

6.0 
5.5 



ATMOS ENERGY 
SCHED‘ZJLE 2 

FLOTATION COSTS TN ATMOS ENERGY’S RECENT EQUITY OFFERINGS 

PROSPECTUS SUPPLEMENT 
(To Prospectus dated January 30,2002) 

8,650,000 Shares 

energy 
Atmos Energy Corporation 

Common Stock: 
.-- 

Atmos Energy Corporaticm is selling ail of the shares. 
The sbares trade on the New York Stock Exchange under the SymboI “AIY).” On July 13,2004, 

Investing in our common stock involws risks that are described in the “Risk 
the last sale price of the shares a6 reported on the New York Stock Exchange was $24.91 per share. 

Factors” section beginning on page 5-7 of this prospectus supplement. 

Total - Per Sbwe -... 

Public ofking price.. ............................... $24,75 $214,087,500 
Underwriting discount ............................... $.99 $8,563,500 
Proceeds, beFore expenses, to Aimos ................... $23.76 $205,524,000 
The underwriters may also purchase up to an additional 1,289,393 shares at the public offekg 

price, less the underwrithg discount, within 30 days from the date of this prospectus suppiement to cover 
overailotments. 

Neither $e Securities and Exchange Commission nor any state securities commission bas 
approved or disapproved o f  these securities or determined if this prospectus supplement or the 
accompanying prospectus is truthful or complete. Any representation to the contrary is a criminal offense. 

The shares will be ready for delivery on or about July 19, 2004. 

Memll Lynch & Co. 
JPMorgan 

. Lehinm Brothers 
UBS Investment Bank 

A.G. Edwards 
Edward Jones 

The date of this prospectus supplement i p  July 13,2004. 
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ATMOS ENERGY 
SCHEDULE 2 (CONTDNTED) 

FLOTATION COSTS IN ATMOS ENERGY’S RECENT EQUITY OFFERINGS 

P R O S P E C T U S  SUPPLEMENT 
(To prospectus dated September 15,2004) 

14,000,000 Shares 

energy 
Atrnos Energy Corporation 

Common Stock 

Atmos Energy Corporation is selling all of the shares. 

The shares trade on the New York Stock Exchange under the symbol “ATO.” On October 21, 

Investing in our common stock involves risks. See the ‘Wsk Factors” section 
2004, the last sale price of the shares as reported on the New York Stock Exchange was $25.20 per share. 

beginning on page S-11 of this prospectus supplement. 

rm share ToQl -- 
Public offering price.. $346,500,000 ............................... $24.75 
Underwxiting’aiscount ............................... $.99 $13,860,000 
Proceeds, before expenses, to Atmos ................... $23.76 $332,640,000 

The underwriters may also purchase up to an additi0n.d 2,100,000 shares at the public offering 
price, less the underwriting discount, within 30 days from the date of this prospectus supplement to cover 
overallohnents, 

Neither the Semities and Exchange Commission nor any state securities commission has 
approved or disapproved of these securities or determined if this prospectus supplement or the 
accompanying prospectos is truthful or complete. Any representation to the contrary is a criminal offense. 

The shares will be ready for delivery on or about October 27,2004. 

Merrill Lynch & Co. 
Banc of America Securities LLC 

JPMorgan 
SunTrust Robinson Humphrey 

Wachovia Securities 

The date of this prospectus supplement is October 21, 2004. 
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ATMOS ENERGY 
SCHEDULE 2 (CONTINUED) 

FLOTATION COSTS IN ATMOS ENERGY’S RECENT EQUITY OFFERINGS 

B b l e  of Contents 

PROSPECTUS SUPPLEMENT 
(To Prospectus dated December 4,2006) 

5,500,000 Shares 

energy 
Common Stock 

This is an o&&g of S,SOO,OOO shares of the common stock of Atmos Energy Corpmtio~ 

Our common stock is listed OD the New Yo& Stock Exchange an& the symbol “AM.“ The fast 
reported sales price of om common stock on December 7,2006 was $32.07. 

Investing in our common dock invofves riskx See “Risk Factors” beginning on 

the accompanying prospectus. 
Page 1 of 

Price to che public 
Underwriting dismnnfs and commissions 
Proceeds to Afmos Energy Corporation (before expenses) 

Pershare Total 
$315000 $173,250,000 
$ 1.1025 $ 6,063,750 
$303975 $167,186,250 

We have granted to the underwriters the option to purchase up to 835,000 additional shares of 
common stock on the same temos and conditions set f& above ifthe underwriters sellmore than 
S,500,000 shares of common stock in this offering. 

Neither the Securities and Exchange Commission nor any state secnritiies commission has 
approved or disapproved of these securities or passed on the adequacy or accuracy of this 
prospectmi supplement Any representation to the contrary i s  a criminal offense. 

Lehman Brothers and Goldman, Sachs & Co., on bel& of the underwriters, expect to deliver the 
shares on or about December 13,2006. 

Joint BookcRunning Maniagem 

b3iMAN B R O m  GOLDMAN, SACHS & CO. 

RANC OX: AMEHCA SECURITIES LLc 
JPMORGAN 

mm,L LYNCH & co. 
SUNTRUST ROBINSON HUMPHREY 

wACJ3OVTA SEC-S 
December 7,2006 
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ATMOS ENERGY 
SCHEDULE 3 

COMPARISON OF DCF EXPECTED RETURN ON AN INVESTMENT IN 
NATURAL GAS COMPANIES TO THE INTEREST RATE 

ON MOODY'S A-RATER UTILITY BONDS 

L M  
NO. 

I 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

I 

I 

DATE DCF BOND RISK 
YIELD PREMIUM 

Jun-98 0.1154 0.0703 0.045 1 
JuI-98 0.1186 0.0703 0.0483 
Aug-98 0.1234 0.0700 0.0534 

0.0580 Sep-98 0.1273 0.0693 
Oct-98 0.1260 0.0696 0.0564 
NOV-98 0.121 I 0.0703 0.0508 
Dee-98 0.1185 0.069 I 0.0494 
Jan-99 0.1195 0.0697 0.0498 
Feb-99 0.1243 0.0709 0.0534 
Mx-99 0.1257 0.0726 0.0531 

0.1260 0.0722 0.0538 Apr-99 
May-99 0.1221 0.0747 0.0474 
Jun-99 0.1208 0.0774 0.0434 
JUl-99 0.1222 0.0771 0.0451 
Aug-99 0.1220 0.0791 0.04z 
Sep-99 0.1226 0.0793 0.0433 

0.0427 0.1233 0.0806 
NOV-99 0.1240 0.0794 0.0446 
Dec-99 0.1280 0.0814 0.0466 
l a -00  0.1301 0.0835 0.0466 
Feb-00 0.1344 0.0825 0.0519 
Mar-00 0.1344 0.0828 0.0516 
Apr-00 0.1316 0.0829 0.0487 

0.0422 May-00 0.1292 0.0870 
Jun-00 0.1295 0.0836 0.0459 

0.0492 SUI-00 0.1317 0.0825 
Aug-00 0.1290 0.08 13 0.0477 
Sep-00 0.1257 0.0823 0.0434 
Oet-00 0.1 260 0.08 I4 0.0446 
NOV-00 0.1251 0.08 I 1 0.0440 
Dee-00 0.1239 0.0784 0.0455 
Jan-0 1 0.1261 0.0780 0.0481 
Feb-01 0.1261 0.0774 0.0487 
Mar-01 0.1275 0.0768 0.0507 
Apr-01 0.1227 0.0794 0.0433 
May-01 0.1302 0.0799 0.0503 
Jun-01 0.1304 0.0785 0.0519 
Jill-01 0.1338 0.0778 0.0560 
Aug-01 0.1327 0.0759 0.0568 

- 

-- 

- - Oct-99 

- 

- 

- 
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CLINE I DATE 1 DCF I BOND I RISK 
NO. YIELD PREMIUM 

40 Sep-01 0.1268 0.0775 0.0493 
41 Oct-01 0.1268 0.0763 0.0505 
42 NOV-01 0.1268 0.0757 0.051 1 

0.0471 43 Dec-01 0.1254 0.0783 
44 Jan-02 0.1236 0 0766 0.0470 

0.0487 45 Feb-02 0.1241 0.0754 
46 Mar-02 0.1189 0.0776 0.0413 
47 Apr-02 0.1 159 0.0757 0.0402 
48 May-02 0.1162 0.0752 0.0410 
49 JUII-02 0.1170 0.074 1 0.0429 
50 Jul-02 0.1242 0.073 1 0.051 1 
51 Aug-02 0.1234 0.071 7 0.0517 
52 Sep-02 0.1260 0.0708 0.0552 
53 Oct-02 0.1250 0.0723 0.0527 

0.0507 54 NOV-02 0.1221 0.0714 
55 Dec-02 0.1216 0.0707 0.0509 
56 Jan-03 0.1219 0.0706 0.0513 
57 Feb-03 0.1232 0.0693 0.0539 
58 MU-03 0.1195 0.0679 0,0516 

0.0498 59 Apr-03 0.1 162 0.0664 
60 May-03 0.1 126 0.0636 0.0490 
61 JUII-03 0.1114 0.0621 0.0493 
62 JuI-03 0.1 127 0.0657 0.0470 
63 Aug-03 0.1 139 0.0678 0.0461 
64 Sep-03 0.1127 0.0656 0.0471 
65 Oct-03 0.1 123 0.0643 0.0480 
66 NOV-03 0.1089 0.063 7 0.0452 
67 Dec-03 0.1071 0.0627 0.0444 
68 Jan-04 0.1059 0.061 5 0.0444 
69 Feb-04 0.1039 0 0615 0.0424 
70 M~x-04 0.1037 0.0597 0.044c 
71 Apr-04 0.1041 0.0635 0.040C 
72 May-04 0.1045 0.0662 0.0383 
73 Jm-04 0.1036 0.0646 0.039C 
74 Jul-04 0.1011 0.0627 0.0384 
75 Aug-04 0.1008 0.06 14 0.0394 
76 Sep-04 0.0976 0.0598 0.037E 

0.038( 77 Oct-04 0.0974 0.0594 
78 Nov-04 0.0962 0.0597 0.0365 
79 Dec-04 0.0970 0.0592 0.0372 
80 Jan-05 0.0990 0.0578 0.041; 
81 Feb-05 0.0979 0.0561 0.041t 
82 MU-OS 0.0979 0.0583 0.039f 
83 Apr-05 0.0988 0.0564 0.0421 
84 May-OS 0.0981 0 O z 3  0.042; 
85 Jun-05 0.0976 0.0540 0.043f 

- 

-- 

- 

I_ 

-- 

"- 
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LINE DATE DCF BOND RISK 
NO. MELD 

86 JuI-05 0.0966 0.0551 0.04 15 
87 Aug-05 0.0969 0.0550 0.0419 
88 Sep-05 0.0980 0.0552 0.0428 
89 Oct-05 0.0990 -1 0.0579 0.04 1 1 
90 Nov-05 0.1 049 0.0588 0.0461 
91 Dec-05 0.1045 0.0580 0.0465 
92 Jan-06 0.0982 0.0575 0.0407 

0.0542 93 Feb-06 0.1 124 0.0582 
94 Mar-06 127 0.0598 0.0529 
95 Apr-06 0.1100 0.0629 0.047 1 
96 May-06 0.1056 0.0642 0.0414 
97 Ju-06 0.1049 0 0640 0.0409 
98 Jul-06 0.1087 0.0637 0.0450 
99 Aug-06 0.1041 0.0620 0.0421 

100 Sep-06 0.1053 0.0600 0.0453 
0.0432 1 0 1  Oct-06 0.1030 

102 NOV-06 0.1033 0.0580 0.0453 
103 Dec-06 0.1035 0.0581 0.0454 
104 Jan47 0.1013 0.0596 0.041 7 
105 Feb-07 0.1018 0.0590 0.0428 
106 Mar-07 0.1018 0.0585 0.0433 
107 Apr-07 0.1007 0.0597 0.04 I 0 
108 May-07 0.0967 0.0599 0.0368 
109 Jw-07 0.0970 0.0630 0.0340 

0.1006 0.0625 0.038 1 
111 Aug-07 0.1021 0.0624 0.0397 

0.0396 112 Sep-07 0.1014 0.0618 
113 Oct-07 0.1080 0.061 1 0.0469 
114 Nov-07 0. I083 0.0597 0.0486 
115 Dec-07 0.1084 0.06 16 0.0468 
1 16 Jan-08 0.1113 0.0602 0.05 11 

0.0518 117 Feb-08 0.1 139 0 0621 
118 Mar-08 0.1147 0.0621 0.0526 
I19 Apr-08 0.1 167 0.0629 0.0538 
120 May-08 0.1069 0.0627 0.0442 
121 Jun-08 0.1062 0.0638 0.0424 
122 Jul-08 0.1086 0.0640 0.0446 
123 Aug-08 0.1123 0-0637 0.0486 

0.0481 124 I Sep-08 0.1130 0.0649 
125 I Oct-08 0.1213 0.0756 0.0457 
126 NoV-08 0.1221 0.0760 0.0461 
127 Dec-08 0.1162 0.0654 0.0508 
128 Jan-09 0.1131 0.0635 0.0492 
129 Feb-09 0.1155 0.0630 0.0524 
130 Mar-09 0.1 198 0.0642 0.0556 
131 Apr-09 0.1146 0 0648 0.0498 

-- 

-- 
-. . 

~- 
0.0598 

-.- 

-. 1 10 JuI-07 

- --- 

I_-- 

~- 

-- 

- 
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h LINE I DATE I DCF 1 BOND I RISK 11 
NO. 

132 
133 

0.0649 
0.0620 0.0588 

May-09 0.1225 
Jun-09 0.1208 

134 
135 

Notes: Utility bond yield information fiom Mergent Bond Record (formerly Moody’s). See Appendix 4 for a 
description of the ex ante risk premium methodology. DCF results are calculated using a quarterly DCF model 
as follows: 
DO = Latest quarterly dividend per Value Line 
PO 
FC 
g 
k 

= 
= 
= 
= 

Average of the monthly high and low stock prices for each month per Thomson Reuters. 
Flotation costs expressed as a percent of gross proceeds. 
VB/E/S forecast of future earnings growth for each month. 
Cost of equity using the quarterly version of the DCF model. 

JuI-09 0.1 166 0.0597 0.0569 
Average 0.1145 0.0679 0.0466 
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ATMOS ENERGY 
SCHEDULE 4 

COMPARATIVE RETIJRNS ON S&P 500 STOCK INDEX 
AND MOODY’S A-RATED BONDS 1937-2009 

Line Year S&P500 Stock Stock 
No. StockPrice Dividend Return 

Yield -- -__I_ 

1 2009 865.58 0.03 10 
2 2008 1,380.33 0.0211 -35.19% 
3 2007 1,424.16 0.0181 -1.27% 
4 2006 1,278.72 0.01 83 13.20% 
5 2005 1,181.41 0.0177 10.01% 
6 2004 1,132.52 0.0162 5.94% 
7 2003 895.84 0.01 80 28.22% - 

A-rated Bond 
Bond Rehm 
Price 

$68.43 
$72.25 0.24% 
$72.91 4.59% 
$75.25 2.20% 
$74.91 5.80% 
$70.87 11.34% 
$62.26 20.27% 
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8 2002 1,140.21 0.0138 -20.05% $57.44 15.35% 
9 2001 1,335.63 0.0116 -13.47% $56.40 8.93% 

10 2000 1,425.59 0.0118 -5.13% $52.60 14.82% 
11 1999 1,248.77 0,0130 15.46% $63.03 -10.20% 
12 1998 963.35 0.0162 31.25% $62.43 7.38% 
13 1997 766.22 0.0195 27.68% $56.62 17.32% 

15 1995 465.25 0.0287 34.93% $50.22 2926% 
16 1994 472.99 I 0.0269 1.05% $60.01 -9.65% 
17 1993 435.23 0.0288 11.56% $53.13 20.48% 
18 1992 416.08 0.0290 7.50% $49.56 1527% 
19 1991 325.49 0.0382 3 1.65% $44.84 19.44% 

21 1989 285.41 0.0364 22.76% $43.06 15.18% 
22 1988 250.48 0.0366 17.61% $40.10 17.36% 

24 1986 208.19 0.0390 30.95% $39.98 32.36% 
25 1985 171.61 0.0451 25.83% $32.57 35.05% 
26 1984 166.39 0.0427 7.41% $31.49 16.12% 
27 1983 144.27 0.0479 20.12% $29.41 20.65% 
28 1982 117.28 0.0595 28.96% $24.48 36.48% 

14 1996 614.42 0.0231 27.02% $60.91 -0.48% 

20 1990 339.97 0.0341 -0.85% $45.60 7.11% 

23 1987 264.51 0.0317 -2.13% $48.92 -9.84% 

29 198 1 132.97 0.0480 -7.00% $29.37 -3.01% 
30 1980 110.87 0.0541 25.34% $34.69 - -3.81% 
31 1979 99.71 0.0533 16.52% $43.91 -11.89% 
32 1978 90.25 0.0532 15.80% $49.09 -2.40% 
33 1977 103.80 0.0399 -9.06% $50.95 4.20% 
34 1976 96.86 0.0380 10.96% $43.91 25.13% 

-p----EK--07Tj-7 35 I975 38.56% $41.76 . .- 14.75%- 
36 1974 96.11 0.0364 -20.86% $52.54 -12.91% 
37 1973 118.40 0.0269 -16.14% $58.51 -3.37% 

103.30 0.0296 17.58% $56.47 10.69% 38 1972 
39 1971 93.49 0.0332 13.81% $53.93 12.13% 
40 1970 90.31 0.0356 7.08% $50.46 14.81% 

- 



Line Year S&P500 Stock Stock A-rated Bond 
NO. Stock Price Dividend Return Bond Return 

Yield Price 
41 1969 102.00 0.0306 -8.40% $62.43 -12.76% 
42 1968 95.04 0.0313 10.45% $66.97 -0.81% 

1967 84.45 0.0351 16.05% $78.69 -9.81% 43 
44 1966 93.32 0.0302 -6.48% $86.57 -4.48% 

.- 

45 1965 86.12 0.0299 11.35yo $91.40 -0.91% 
46 1964 76.45 0.0305 1<70% $92.01 3.68% 
47 1963 65.06 0.0331 20.82% $93.56 2.61% - 

49 1961 59.72 0.0328 18.94% $89.74 4.29% 
58.03 0.0327 6.18% $84.36 11.13% 50 1960 

48 1962 69.07 0.0297 -2.84% $89.60 8.89% 

- 
51 1959 55.62 0.0324 7.57% $91.55 -3.49% 
52 1958 41.12 0.0448 39.74% $101.22 -5.60% 
53 1957 45.43 0.0431 -5.18% $100.70 4.49% 

44.15 0.0424 7.14% $113.00 -7.35% ..- 54 1956 
55 1955 35.60 0.0438 28.40% $116.77 0.20% 
56 1954 25.46 0.0569 45.52% $112.79 7.07% 
57 1953 26.18 0.0545 2.70% $11424 2.24% 
58 1952 24.19 0.0582 14.05% $113.41 4.26% 
59 1951 21.21 0.0634 20.39% $123.44 -4.89% 

16.88 0.0665 32.30% $125.08 1.89% 60 1950 
61 1949 15.36 0.0620 16.10% $119.82 7.72% 
62 1948 14.83 0.0571 9.28% $118.50 4.49% 

- 

63 1947 15.21 0.0449 1.99% $126.02 -2.79% 
64 1946 18.02 0.0356 -12.03% $126.74 2.59% 
65 1945 13.49 0.0460 38.18% $119.82 9.11% 

11.85 0.0495 18.79% $119.82 3.34% 66 1944 
67 1943 10.09 0.0554 22.98% $118.50 4.49% 
68 1942 8.93 0.0788 20.87% $117.63 4.14% 

- 

69 1941 10.55 0.0638 -8.98% $116.34 4.55% 
70 1940 12.30 0.0458 -9.65% $112.39 7.08% 
71 1939 12.50 0.0349 1.89% $105.75 10.05% 

11.31 0.0784 18.36% $99.83 9.94% 72 1938 
73 1937 17.59 0.0434 -31.36% $103.18 0.63% 

-- 

74S&PSOOReturn-1937--2009-------- 10.8% 
75 A-rated Utility Bond Return 6.3% - 
76 RiskPremium I 4.5% 

Note: See Appendix 5 for an explanation of how stock and bond returns are derived and the 
source of the data presented 
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I? 

Line Year S&P Stock Stock A-rated Bond 
No. IJtility Dividend Return Bond Return 

Stock Yield Yield 
Price 

42 1970 55.72 0.0561 19.45% $50.46 14.81% ' 
43 1969 68.65 0.0445 -14.38% $62.43 -12.76% 
44 1968 68.02 0.0435 5.28% $66.97 -0.81% 
45 1967 70.63 0.0392 0.22% $78.69 -9.81% 
46 1966 74.50 0.0347 -1.72% $86.57 -4.48% 
47 1965 75.87 0.0315 1.34% $91.40 -0.91% 
48 1964 6726 0.0331 16.11% -. $92.01 3.68% 
49 1963 63.35 0.0330 9.47% $93.56 2.61% 
50 1962 62.69 0.0320 4.25% $89.60 8.89% 
51 1961 52.73 0.0358 22.47% $89.74 4.29% 
52 1960 44.50 0.0403 22.52% $84.36 11.13% 
53 1959 43.96 0.0377 5.00% $91.55 -3.49% 
54 1958 33.30 0.0487 36.88% $10122 -5.60% 
55 1957 32.32 0.0487 7.90% $100.70 4.49% 
56 1956 
57 1955 29.89 0.0461 10.16% $116.77 0.20%. 
58 1954 25.51 0.0520 22.37% $1 12.79 7.07% 
59 1953 24.41 0.0511 9.62% $11424 2.24% 
60 1952 22.22 0.0550 15.36% $113.41 4.26% 
61 1951 20.01 0.0606 17.10% $123.44 -4.89% 
62 1950 20.20 0.0554 4.60% $125.08 1.89% 
63 1949 16.54 0.0570 27.83% $119.82 7.72% 
64 1948 16.53 0.0535 5.41% $118.50 4.49% 

31.55 0.0472 7.16% $113.00 -7.35% ___ -~ 

65 1947 1921 0.0354 -10.41% ...-- $126.02 -2.79% 
66 1946 21.34 0.0298 -7.00% $126.74 , 2.59% 
67 1945 13.91 0.0448 57.89% $119.82 9.11% 
68 1944 - 12.10 0.0569 20.65% $119.82 3.34% 
69 1943 922 0.0621 37.45% $118.50 4.49% 
70 1942 8.54 0.0940 17.36% $117.63 4.14% 
71 1941 13.25 0.0717 -28.38% $1 16.34 4.55% 
72 1940 16.97 0.0540 -16.52% $112.39 7.08% 
73 1939 16.05 0.0553 11.26% $105.75 10.05% 
74 1938 14.30 0.0730 19.54% $99.83 9.94% 

76 Return1937- Stocks 10.5% 

77 Bonds 6.3% 
1 78 RiskPremium 4.2% 

75 1937 24.34 0.0432 -36.93% $103.18 0.63% 

2009 

Direct Testimony of James H. Vander Weide, Ph.D. 
On behalf of Amos Energy Corporation 

Page 45 



ATMOS ENIERGY 

USING THE ARITHMETIC MEAN 
TO ESTIMATE THE COST OF EQUITY CAPITAL 

SCHEDULE 6 

Consider an investment that in a given year generates a return of 30 percent with probability equal to .5 and 
a return of -10 percent with a probability equal to .5. For each one dollar invested, the possible outcomes of 
this investment at the end of year one are: 

Ending Wealth Probability 
$1.30 0.50 
$0.90 0.50 

At the end of year two, the possible outcomes are: 

Ending Wealth Probability Value x Probability 
$1.6 

$1.1 

$0.8 

(1.30)(1.30) = 9 0.25 0.4225 

(1.30)(.9) = 7 0.50 0.5850 

(.9) (-9) = 1  0.25 0.2025 
Expected Wealth = $121 

The expected value of this investment at the end of year two is $1.21. In a competitive capital market, the 
cost of equity is equal to the expected rate of return on an investment. ITI the above example, the cost of 
equity is that rate of return which will make the initid investment of one dolJar grow to the expected value 
of $1.2 1 at the end of two years. Thus, the cost of equity is the solution to the equation: 

1(1+k)’= 121 or 

1~=(1.21/1)~-1= 10%. 

The arithmetic mean of this investment is: 

(30%) (S) + (-10%) (.5) = 10%. 

Thus, the arithmetic mean is equal to the cost of equity capital. 

The geometric mean of this investment is: 

[(1.3) (.9)15 - 1 = .082 = 8.2%. 

Thus, the geometric mean is not equal to the cost of equity capital. 

The lesson is obvious: for an investment with an uncertain outcome, the arithmetic mean is the best 
measure of the cost of equity capital. 
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ATMOS ENERGY 
SCEUCDULE 7 

CALCULATION OF CAPITAL ASSET PRICING MODEL COST OF EQUITY 
USING IBBOTSON? SBBP 6.5 PERCENT RXSK PRE- 

Line 
1 Risk-fieeRate 
2 Beta 
3 RiskPrernium 
4 Beta x Risk Premium 
5 Flotation Cost 
6 CMM cost of equity 

4.38% 

6.50% Long-horizon Ibbotson risk premium 
5.53% 
0.27% 
10.2% 

Long-term (20-year) Treasury bond yield" 
0.85 Average Beta Proxy Companies 

lo Average 20-year Treasury bond yield July 2009 as reported by the Federal Reserve. 
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ATMOS ENERGY 
SCJBDULE 7 (continued) 

PROXY COMPANY VALm LINE: BETAS 

LINE COMPANY 
NO. 

1 AGL Resources 
2 AtmosEnergy 
3 EQTCorp. 
4 National Fuel Gas 
5 NicorInc. 
6 NiSourceInc. 
7 Northwest Nat. Gas 
8 ONEOKInc. 
9 Piedmont Natural Gas 
10 South Jersey Inds. 
11  SouthwestGas 
12 Market-Weighted Average 

_.- 

BETA MARKET 
CAP $ (MIL) 

0.75 2,598 
0.65 2,499 
1.15 5,024 
0.90 3,227 
0.75 1,648 

0.60 1,183 
0.95 3,485 
0.65 1,796 
0.65 1,099 
0.75 1,083 
0.85 

0.85 3,539 

Betas from The Value Line Investment Analyzer August 2009 
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ATMOS ENERGY - 
SCHEDULE 8 

CALXULATION OF CAPITAL ASSET PRICING MODEL COST OF EQUITY 
USING DCF ESTIMATE OF THE EXPECTED RATE OF RETURN 

ON THE RlARKET PORTF'OLIO 

Line 
1 Risk-f?ee rate 4.38% Long-term (20-year) Treasury bond yield" 
2 Beta 0.85 Average Beta Proxy Companies 
3 DCF S&P 500 12.7% DCF Cost of Equity S&P 500 (see following) 
4 Risk Premium 8.4% 
5 Beta x Risk Premium 7.1% 
6 CAPM cost of equity 11.5% 

I 1  Average 20-year Treasury bond yield August 2008 as reported by the Federal Reserve. 
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COMPANY Po Do GROWI'H COSTOF 
EQUlTY 

25.61 0.04 
AMERISOURCEBERGEN 
AETNA 

11 57% 12.9% 
12.60% 12.8% 

ALLERGAN 
ASSIJRANT 
AUTATE 
APPLED MATS. 
ABERCROMBIE & FlTCH 
AON 
AMEMCAN mmss 
BOEING 
BECTON DICKINSON 
FRANKLIN RESOURCES 
BROWN-FORMAN 'B' 
BANKOFNEWYORKWIDN 
BEMIS 
BRlSTOL MYERS SQUIBB 
CA 
CATERPILLAR 
CFiUSB 
COCA COLA ENTS. 
COLGATE-PALM. 
CLOROX 
COMCAST 'A' 
CME GROUP 

_I 

.---- 

--. 
CUMMINS 
CMS ENERGY 
CONSOL EN. 
COSTCO WHOLESALE 
CAMPBELL SOUP 
CSX 
CINTAS 
CVS CAREMARK 
DOMINION RES. 
DEERE 
QUEST DIAGNOSTICS 
DUKE ENERGY 
ESTEE LAUDER COS.'A' 
EATON 
ENTERCIY 
FAMILY DOLLAR STORES 

- 

_I__ 

Direct Testimony of James H. Vander Weide, PbD. 
On behalf of Atmos Energy Corporation 

Page 50 

47.14 0.20 13.28% 13.8% 
2426 0.60 8.75% 11.6% 
25.15 0.80 920% 12.9% 
11.75 0.24 8.71% 11.1% 
27.61 0.70 10.98% 14.0% 
37.40 0.60 12.35% 14.3% 
25.55 0.72 10.00% 13.3% 
43.97 1.68 8.29% 12.7% 
67.82 132 I 1 :72% 14.0% 
70.83 0.84 10.00% 11.4% 
44.95 1.15 8.10% 11.0% 
28.69 0.36 11.43% 12.9% 
25.01 0.90 8.00% 12.1% 
20.23 1.24 7.04Yo 14.1% 
18.01 0.16 I 9.60% 10.6% 
36.63 1.68 9.00% 14A% 
40.82 1.40 8.50% 12.5% 
17.31 0.32 9.20% 113% 
68.42 1.76 9.75% 12.8% 
55.64 2.00 9.67% 13.9% 
14.45 027 1 1.25% 13.5% 

291.33 4.60 10.92% 12.8% 

- 

34.44 0.70 10.33% 12.7yo 
11.92 0.50 6.75% 11.5% 
35..90 0.40 12.03% 13.3% 
47.29 0.72 11.54% 13.3% 
28.57 1.00 8.43% 12.5% 
33.21 0.88 9.88% 13.0% 
23.53 0.47 1 1.75% 14.1% 
31.75 0.30 13.05% 14.2% 
32.50 1.75 6.36% 12.5% 
42.30 1.12 7..60% 10.6% 
53.12 0.40 1239% 13.3% 
14.38 0.96 3.50% 11.0% 
33.17 0.55 12.00% 14.0% 
45.95 2.00 7.25% 12.2% 

9.02% 13.7% 
12.15% 14.3% 

FIRSTENERGY 
FEDERATEX) INVRS.'B' 

39.49 220 6.67% 13.1% 
24-16 0.46 9.00% 13.6% 

P 

FLUOR I 47.91 0.50 1 12.40% I 13.6% 
1 FORTUNEBRANDS I 36.46 0.76 I 823% I 10.6% 



pa Do GROWTH COSTOF 
EQLIITY 

COMPANY 

FPL GROUP 56.43 1.89 9..59% 13.5% 
GENERALDYNAMICS 55.12 1.52 8.86% 12.1% 
GENERAL ELECTIUC 12.66 0.40 9.07% 12.7% 
GENUINE PARTS 33.66 1.60 6.00% 11.4% 
GAP 1637 0.34 10.00% 12.4% 
GOLDMAN SACHS GP. 143.65 1.40 12.40% 13.6% 
WW GRATNGER 81.86 1.84 11.26% 13.9% 
HASBRO 25.19 0.80 9.00% 12.7% 
HOME DEPOT 2420 0.90 9.88% 14.2% 
HARTFORD FDL.SVS.GP. 13.78 0.20 9.33% 11 .O% 
HARLEX-DAVIDSON 18.41 0.40 9.50yo 12.0% 
HONEYWELL INTL. 32.88 1.21 9.38% 13.7% 
HE WLETT-PACKARD 37.47 0.32 10.07% 11.1% 
HARRIS 29.42 0.76 11.00% 14.0% 

106.61 2.20 9.92% 12.3% TNTERNATIONAL BUSMCHS. 
INTL.GAME TECH 16.02 0.24 12.50% 14.3% 

-.-.--- 
-- 

INTEL 16.61 0.56 10..00% 14.0% 
rn 43.96 0.85 8.50% 10.7% 
PENNEY JC 2839 0.80 10.27% 13.6% 
JOHNSON & JOHNSON 5635 1.96 8.13% 12.1% 
JANUS CAPITAL GP. 11.11 0.04 10.67% 11.1% 
JP MORGAN CHASE & CO. 35.33 0.20 12.00% 12.7% 
NORDSTROM 21.78 0.64 10.00% 13.4% 
KELLOGG 45.48 1.50 9.84% 13.7% 

- 
KB HOME 15.03 0.25 10.50% 12.4% 

26.03 1.16 8.47% 13.6% 
-I 

KRAFT FOODS 
LENNAR 'A' 9.43 0.16 8.67% 10.6% 

72.36 1.40 10.66% 12.9% L3 COMMIJNICATIONS 
80.81 2.28 10.56% 13.9% LOCKHEED MARTIN 

LlNCOM NAT. 16.66 0.04 11.45% 11.7% 

- 
---- 

MWE'S COMPANIES 20.03 036 11.75% 13.9% 
SOXJTHWEST AIRLINES 6.99 0.02 12.67% 13.0% 
M C D O W S  
MCKESSON 

I I I 

57.06 I 2.00 I 8.99% 1 13.1% 
43.02 I 0.48 I 11.27% 1 12.6% 

MOODY'S 27.52 
MEDTRONIC 33.68 
3M 60.46 
MORGAN STANLEY 27.72 
MICROSOFT 22.15 
M&T BK. 51+92 

11.57 NlSOURCE 
NIKE 'B' 54.06 

- 

0.40 9.00% 10.7% 
0.82 10.54% 13.4% 
2.04 10.13% 14.1% 
0.20 1 1.60% 12.4% 
0.52 10.17% 12.9% -- 
2.80 4.72% 10.8% 
0.92 3.00% 11.9% 
1.00 12.11% 14.3% 
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I 

I 
NORTHEAST UTILITIES I 21.59 
NEWELL RUBBEREVIIAID 11.08 

0.95 833% 13.4% 
0.20 9.80% 11.9% 

i 

OMNlCOM GP. 31.94 
PEOPLES IINITED FTNANW 15.78 
PACCAR 32.16 
PG&E 37.52 
PROCTER dt GAMBLE 52.00 
PROGRESS ENERGY 36.58 
PARKER-I-IANNIFIN 4424 
PERKINELMER 17.12 

0.60 11 "63% 13.9% 
0.61 933% 13.8Yo 
0.36 10.25% 11.6% 
1.68 7.07% 12.2% 
1.76 9.50% 13.5% 
2.48 5.36% 13.1% 
100 10.00% 12.6% 
0.28 11.75% 13.7% 



Do GROWTH COMPANY PO COSTOF 
EQUITY 

13.10 
73.12 

1..08 3.67% 13.0% 
1.60 9.62% 122% 

Notes: In applying the DCF model to the S&P 500, I include in the DCF analysis only those companies m the 
S&P 500 group which pay a dividend, have a positive growth rate, and have at least three analysts' long-term 
growth estimates. I also eliminate those 25% of companies with the highest and towest DCF results. 

n o  = Cment dividend per Thomson Reukrs. 
PO 

FC 
g = I /BEfS forecast of future earnings growth July 2009. 
k 

= 

= 

= 

Average of the monthly high and low stock prices during the three months ending July 
2009 per Thornson Reuters. 
Flotation costs expressed as a percent of gross proceeds (5 percent) 

Cost of equity using the quarterly version of the DCF model shown below: 

POLO RALPH LAUREN 'A' 
ROCKWELL AUTOMATION 
RADIOSHACK 
RAYTHEON 'B' 
SCANA 
SCHERING-PLOUGH 
SHERWlN-WILLIAMS 
SARA LEE 
SOUTHERN 
STANLEY WORKS 
STRYKER 
AT&T 
MOLSON COORS BREWLNG 'B' 
TIFFANY & CO 
TJX COS. 
T ROWE PRICE GP. 
TOTAL SYSTEM SERVICES 
TIME WARNER 
TMCTRON 
UNITED PAFCEL SEX 

VEREON COMMUNICATIONS 

WISCONSIN ENERGY 
WELLS FARGO & CO 
WINDSTREAM 
WESTERN UNION 
XCEL ENERGY 
DENTSPLY LNTL 
XTO EN. 
Market-weighted Average 

-- 

- 

--" 

__ _ _ ~  - 
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5440 0.20 13.75% 14.2% 
3322 1.16 8.00% 12 OYO 
1391 0.25 9 48% 11.6% 
45.34 1.24 11.14% 14.4% 
31.74 188 5 34% 12.1% 
24.40 026 11 10% 12.4% 
54.89 1.42 8 83% 11.8% 
9.49 0.44 8 43% 13.8% 

30.07 175 4.97% 11 6% 
35.98 1.32 8 00% 12.2% 
39.44 0.40 12.53% 13.7% 
24 84 1.64 4 11% 11.5% 
43.13 0.96 10.82% 13.4% 
27.46 0 68 10.75% I3 7% 
30 80 0.48 12.17% 14.0% 
41 15 1.00 10.75% 13.6% 
13.49 0.28 9.38% 11.8% 
24.90 0.75 8.06% 11.5% 
11 10 0.08 11.40% 12.2% 
51.34 1.80 7.65% 11.7% 
52.29 1.54 9.00% 12.4% 
30.23 184  4.58% 1 1.4% 
3032 0.55 12 OOYO 14.2% 
40.33 1-35 9.03% 12.9% 
23.91 020 IO 75% 11.7% 

8.45 100  0.82% 14 0% 
17.00 0.04 1 1.64% 11 "9% 
18.19 0.98 6.58% 12 8% 
3002 020 12 67% 13 5% 
39.15 0.50 1 1.40% 12.9% 

12.7% 

--. 

- _--- 

----- 
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APPENDIX 1 
QIJAL~CA'ITONS OF JAMES H. VANDER WJIIDE 

JAMES a VANDER WEIDE, PL.D. 
3606 Stoneybrook Drive 

Durham, NC 27705 
Tel. 919.383.6659 or 919.383.1057 

jim.vandenveide@duke.edu 

James H. Vander Weide is Research Professor of Finance and Economics at Duke XJniversity, the 

Fuqua School of Business. Dr. Vander Weide is also founder and President of Financial Strategy 

Associates, a consulting .fins that provides strategic, financial, and economic consulting services to 

corporate clients, including cost of capital and valuation studies. 

Educational Backeround and Prior Academic Experience 

Dr. Vander Weide holds a Ph.D. in Finance fiom Northwestern LJniversity and a Bachelor of Arts  

in Economics fiom Cornell University. He joined the faculty at Duke TJniversity and was named Assistant 

Professor, Associate Professor, Professor, and then Research Professor of Finance and Economics. 

Since joining the faculty at Ihke, Dr. Vander Weide has taught courses in corporate finance, 

investment management, and management of financial institutions. He has also taught courses in statistics, 

economics, and operations research, and a PhD. seminar on the theory of public utility pricing. In addition, 

Dr. Vander Weide has been active in executive education at Duke and Duke Corporate Education, leading 

executive development seminars on topics including financial analysis, cost of capital, creating shareholder 

value, mergers and acquisitions, real options, capital budgeting, cash management, measuring corporate 

performance, valuation, short-run financial planning, depreciation policies, financial strategy, and 

competitive strategy. Dr. Vander Weide has designed and served as Program Director for several executive 

education programs, including the Advanced Management Program, Competitive Strategies in 

Telecommunications, and the Duke Program for Manager DeveIopment for managers f?om the former 

Soviet 1 Jnion. 

Publications 

Dr. Vander Weide has w'tten a book entitled Managing Corporate Liquidity: An lntroduction to 

Working Capital Management published by John Wiley and Sons, Inc. He has also written a chapter titled, 

"Financial Management in the Short Run" for The Handbook of Modern Finance;" a chapter for The 

Handbook of Portfolio Construction: Contemporary Applications of Markowitz Techniques, ''Primciples 

for Lifetime Portfolio Selection: Lessons &om Portfolio Theoryy" and written research papers on such 

topics as portfolio management, capital budgeting, investments, the effect of regulation on the performance 

of public utilities, and cash management. His articles have been published in American Economic Review, 

Financial Management, International Journal of Industrial Organization, Journal of Finance, Journal of 
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Financial and Quantitative AnaZysis, Journal of Bank Research, Journal of Porgolio Management, Journal 

of Accounting Research, Journal of Cash Management, Management Science, Atlantic Economic Journal, 

Journal of Economics and Business, and Computers and Operations Research. 

Professional Consulting Experience 

Dr. Vander Weide has provided financial and economic consulting services to firms in the electric, 

gas, insurance, telecommunications, and water industries for more than 25 years. He has testified on the cost 

of capital, competition, risk, incentive regulation, forward-looking economic cost, economic pricing 

guidelines, depreciation, accounting, valuation, and other financial and economic issues in mare than 400 

cases before the United States Congress, the Canadian Radio-Television and Telecommunications 

Comission, the Federal Communications Commission, the National Energy Board (Canada), the National 

Telecommunications and Information Administration, the Federal Energy Regulatory Commission, the 

Alberta Utilities Board (Canada), the public service commissions of 42 states and the District of Columbia, 

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, he has testified as an 

expert witness in proceedings before the United States District Court for the District of New Hampshire; 

United States District Court for the Northern District of California; TJnited States District Court for the 

Northern District of Illinois, United States District Court for the District of Nebraska; lJnited States District 

Court for the Eastern District of North Carolina; Superior Court of North Carolina, the United States 

Bankruptcy Court for the Southern District of West Virginia; and IJnited States District Court for the 

Eastern District of Michigan. With respect to implementation of the Telecommunications Act of 1996, 

Dr. Vander Weide has testified in 30 states on issues relating to the pricing of unbundled network elements 

and universal service cost studies and has consulted with Bell Canada, Deutsche Telekom, and Telefbnica 

on similar issues. He has also provided expert testimony on issues related to electric and natural gas 

restructuring. He has worked for Bell Canadahlortel on a special task force to study the effects of vertical 

integration in the Canadian telephone industry and has worked for Bell Canada as an expert witness on the 

cost of capital. ‘Ds. Vander Weide has provided consulting and expert witness testimony to the following 

companies: 

Telecommunications Companies 
M.LTEL and its subsidiaries 
AT&T (old) 
Bell Camda/Nortel 
Centel and its subsidiaries 
Cisco Systems 
Concord Telephone Company 
Deutsche Telekorn 
Heins Telephone Company 
JDS Uniphase 
Minnesota Independent Equal Access Corp. 
Pacific Telesis and its subsidiaries 
Pine Drive Cooperative Telephone Co. 

Ameritech (now AT&T new) 
Verizon (Bell Atlantic) and subsidiaries 
BellSouth and its subsidiaries 
Cincinnati Bell (Broadwing) 
Citkns Telephone Company 
Contel and its subsidiaries 
GTE and subsidiaries (now Verizon) 
Lucent Technologies 
Tellabs, Inc. 
NYNEX and its subsidiaries (Verizon) 
Phillips County Cooperative TeL Co. 
Roseville Telephone Company (SureWest) 
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Siemens 
Sherburne Telephone Company 
The Stentor Companies 
Telefdnica 
Woodbury Telephone Company 
U S West (Qwest) 
Ebctric, Gas, and Water Companies 
Alcoa Power Generating, Inc. 
Allian t Energy 
AltaLink, LP. 
Ameren 
American Water Works 
Amos Energy 
Central Illinois Public Service 
Citizens IJtilities 
Consolidated Natural Gas and its subsidiaries 
Dominion Resources 
Duke Energy 
Empire District Electric Company 
EPCOR Distribution & Transmission Inc. 
EPCOR Energy Alberta Inc. 
FortisAIberta Inc. 
Interstate Power Company 
Iowa-American Water Company 
Iowa-Illinois Gas and Electric 
Iowa Southern 
Kentucky-American Water Company 
Kentucky Power Company 
MidAmerican Energy and its subsidiaries 
Nevada Power Company 
NICOR 
North Carolina Natural Gas 
Northern Natural Gas Company 

SBC Communications (now AT&T new) 
Southern New England Telephone 
SprintAJnited and its subsidiaries 
Union Telephone Company 
United States Telephone Association 
Valor Telecommunications (Windstream) 

NOVA Gas Transmission Ltd. 
North Shore Gas 
PacifiCorp 
PG&E 
Peoples Energy and its subsidiaries 
The Peoples Cms, Light and Coke Co. 
Progress Energy 
Public Service Company of North Carolina 
PSE&G 
Sempra Energy 
South Carolina Electric and Gas 
Southern Company and subsidiaries 
Tennessee-American Water Company 
Trans Qu6bec &. Maritirnes Pipeline Inc. 
United Cities Gas Company 
Union Gas 

Insurance Companies 
Allstate 
North Carolina Rate Bureau 
United Services Automobile Association (USAA) 
The Travelers Indemnity Company 
Gulf Insurance Company 

-- Other Professional Emerience 

Dr. Vander Weide conducts in-house seminars and training sessions on topics such as creating 

shareholder value, financial analysis, competitive strategy, cost of capital, real options, financial strategy, 

managing growth, mergers and acquisitions, valuation, measuring corporate performance, capital budgeting, 

cash management, and financial planning. Among the finns for whom he has designed and taught tailored 

programs and training sessions are ABB Asea Brown Boveri, Accenture, Allstate, Ameritech, AT&T, Bell 

Atlantic/Verizon, BellSouth, Progress EnergyKarolina Power & Light, Contel, Fisons, GlaxoSmithKline, 

GTE, Lafarge, MidAmerican Energy, New Century Energies, Norfolk Southern, Pacific Bell Telephone, 

The Rank Group, Siemens, Southern New England Telephone, TRW, and Wolseley PIC. Dr. Vander Weide 

has also hosted a nationally prominent conference/workshop on estimating the cost of capitaL In 1989, at 

the request of Mr. Fuqua, Dr. Vander Weide designed the Duke Program for Manager Development for 
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managers fkom the former Soviet Union, the first in the United States designed exclusively for managers 

fiom Russia and the former Soviet republics. 

In the 1970’s, Dr. Vander Weide helped found University Analytics, Znc., which at that time was 

one of the fisted growing small fulns in the country. As an officer at University Analytics, he designed cash 

management models, databases, and software packages that are still used by most major U.S. banks in 

consulting with their corporate clients. Having sold his interest in TJniversity Analytics, Dr. Vander Weide 

now concentrates on strategic and financial consulting, academic research, and executive education. 
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Publications - Dr. James €I. Vander Weide 

The Lock-Box Location Problem: a Practical Reformulation, Journal ofBank 

Research, Summer, 1974, pp. 92-96 (with S. Maier). Reprinted in Management 

Science in Banking, edited by K. J. Cohen and S. E. Gibson, Warren, Gorham and 

Lamont, 1978. 
I 

A Finite Horizon Dynamic Programming Approach to the Telephone Cable 

Layout Problem, Conference Record, 1976 International Conference on 

Communications (with S. Maier and C. Lam). 

A Note on the Optimal Investment Policy of the Regulated Firm, Atlantic 

Economic Journal, Fall, 1976 (with D. Peterson). 

A IJnified Location Model for Cash Disbursements and Lock-Box Collections, 

Journal of Bank Research, Summer, 1976 (with S. Maier). Reprinted in Management 

Science in Banking, edited by R. J. Cohen and S. E. Gibson, Warren Gorham and 

I.,amont, 1978. Also reprinted in Readings on the Management of Working Capital, 

edited by IC. V. Smith, West Publishing Company, 1979. 

Capital Budgeting in the Decentralized Firm.,’ Management Science, Val. 23, No. 

4, December 1976, pp. 433-443 (with S. Maier). 

A Monte Carlo Investigation of Characteristics of Optima1 Geometric Mean 

Portfolios, Journal of Financial and Quantitative Analysis, June, 1977, pp. 2 15-233 

(with S. Maier and D. Peterson). 

A Strategy which Maximizes the Geometric Mean Return on Portfolio 

Investments, Management Science, June, 1977, Val. 23, No. 10, pp. 1 1 17-1 123 (with 

S. Maier and D. Peterson). 

A Decision Analysis Approach to the Computer Lease-Purchase Decision, 

Computers and Operations Research, Vol. 4, No. 3, September, 1977, pp. 167- 172 

(with S. Maier). 
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A Practical Approach to Short-run Fhancial Planning, Financial Management, 

Winter, 1978 (with S. Maier). Reprinted in Readings on the Management of Working 

Capital, edited by K. V. Smith, West Publishing Company, 1979. 

Effectiveness of Regulation in the Electric Utility Industry,’ Journal of 

Economics and Business, May, 1979 (with F. Tapon). 

On the Decentralized Capital Budgeting Problem Under Uncertainty, 

Management Science, September 1979 (with R. Ohel). 

Expectations Data and the Predictive Value of Interim Reporting: A Comment, 
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ATMOS ENERGY 
APPENDIX 2 

DERIVATION OF THX QUARTERLY DCF MODEL 

The simple DCF model assumes that a Grm pays dividends only at the end of each year. 

Since firms in fact pay dividends quarterly and investors appreciate the time value of money, 

the annual version of the DCF model generally underestimates the value investors are WiIling to 

place on the firm‘s expected fuhue dividend stream. In these workpapers, we review 

two alternative fonnulations of the DCF model that allow for the quarterly payment of 

dividends. 

When dividends are assumed to be paid annually, the DCF model suggests that the 

current price of the firm’s stock is given by the expression: 

where 

PO = current price per share of the firm’s stock, 

DI, DZ ,...,TIn = 

prl = 

expected annual dividends per share on the firm’s stock, 

price per share of stock at the time investors expect to sell 

the stock, and 

k = return investors expect to earn on alternative investments 

of the same risk, Le., the investors’ required rate of return. 

Unfortunately, expression (1) is rather difficult to analyze, especially for the purpose of 

estimating k. Thus, most analysts make a number of simplifjling assumptions. First, they 

assume that dividends are expected to grow at the constant rate g into the indefinite fiiture. 

Second, they assume that the stock price at time n is simply the present value of all dividends 

expected in periods subsequent to n. Third, they assume that the investors’ required rate of 
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return, k, exceeds the expected dividend growth rate g. llJnder the above simplifying 

assumptions, a firm's stock price may be written as the following sum: 

where the three dots indicate that the sum continues indefinitely. 

As we shall demonstrate shortly, this sum may be simplified to: 

First, however, we need to review the very useful concept of a geometric progression 

Geometric Progression 

Consider the sequence of numbers 3,6, 12, 24,. . ., where each number after the first is 

obtained by multiplying the preceding number by the factor 2. Obviously, this sequence of 

numbers may also be expressed as the sequence 3 , 3  x 2,3 x 22, 3 x 23, etc. This sequence is an 

example of a geometric progression. 

Definition: A geometric progression is a sequence in which each term after the first is 

obtained by multipIyixlg some fixed number, called the common ratio, by the preceding term. 

A general notation for geometric progressions is: a, the first term, r, the common ratio, 

and n, the number of terms. TJsing this notation, any geometric progression may be represented 

by the sequence: 

a, a, ar2, ar3,..., d-! 

In studying the DCF model, we will find it useful to have an expression for the sum of n 

terms of a geometric progression Call this sum S,. Then 
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sn = a 4- a i  + ... + @f"? . (3) 
However, this expression can be simplified by multiplying both sides of equation (3) by r 

and then subtxacting the new equation from the old Thus, 

r ~ n = t ~ + a r 2 + = ~ + . . .  +aS 

and 

S,-rSn=a-arn , 

or 

(1 - r )S,=a(l  -r") . 

Solving for Sn, we obtain: 

as a simple expression for the sum of n terms of a geometric progression. Furthermore, if 

I r I 1, then S n  is finite, and as n approaches infinity, S n  approaches a + (1-r). Thus, for a 

geometric progression with an infinite number of terms and I r I < 1, equation (4) becomes: 

Application to DCF Model 

Comparing equation (2) with equation (3), we see that the %n's stock price (under the 

DCF assumption) is the sum of an infinite geometric progression with the first term 
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and common factor 

r = -  (7 + g) 
(7 4- k) 

Applying equation (5) for the ,sum of such a geometric progression, we obtain 
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Ouarterlv DCF Model 

The annual DCF model assumes that dividends grow at an annual rate of g% per year (see 

Figure 1). 

Figure 1 

Annual DCF Model 

DO 

0 1 

Figure 2 

Oumterlv DCF Model (Constant Growth Version) 

do dl d2 d3 DI 

0 1 
Year 

di = do( 1 -t-g).25 d2 = &( I+g)50 

d3 = &(l+g)75 4 = do(l+g) 
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In the quarterly DCF model, it is natural to assume that quarterly dividend payments 

di€€ikr fiom the preceding quarterly dividend by the factor (1 3. g)=, where g is expressed in 

t e r n  of percent per year and the decimal .25 indicates that the growth has only occurred for 

one quarter of the year. (See Figure 2.) TJsing this assumption, along with the assumption of 

constant growth and k > g, we obtain a new expression for the firm's stock price, which takes 

account of the quarterly payment of dividends. This expression is: 

where do is the last quarterly dividend payment, rather than the last annual dividend 

payment. (We use a lower case d to remind the reader that this is not the mual dividend.) 

Although equation (6) looks formidable at first glance, it too can be greatly simplified 

using the formula [equation (4)] for the swn of an infinite geometric progression. As the reader 

can easily verify, equation (6) can be simplified to: 

Solving equation (7) for k, we obtain a DCF formula for estimating the cost of equity 

under the quarterly dividend assumption: 
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Aa Alternative Quarterly DCF Model 

Although the constant growth quarterly DCF model [equation (8)] allows for the 

quarterly timing of dividend payments, it does require the assumptian that the firm increases its 

dividend payments each quarter. Since this assumption is difficult for some analysts to accept, 

we now discuss a second quarterly DCF model hat allows for constant quarterly dividend 

payments within each dividend year. 

Assume then tihat the firm pays dividends quarterly and that each dividend payment is 

constant for four consecutive quarters. There are fourcases to consider, with each case 

distinguished by varying assumptions about where we are evaluating the firm in relation to the 

tizne of its next dividend increase. ( S e e  Figure 3.) 
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F h r e  3 

Ouarterlv DCF Model (Constant Dividend Version) 

Case 1 

do dl d2 d3 Q 

0 1 

Case 2 

Q di (12 d3 n4 

0 1 

Year 
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Rime 3 (continued) 

- Case 3 

I 1 
do di d2 

0 1 

Year 
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If we. assume that the investor invests the quarterly dividend in an alternative investment of 
the same risk, then the amount accumulated by the end of the year will in all cases be given 

by 

DI* = dl (l+k)3'4 + dz (l+k)m 3- d3 (l.+-~#~ -t- 4 
where dl, d2, d3 and Q are the four quarterly dividends. Under these new assumptions, the 

firm's stock price may be expressed by an annual DCF model of the form (2), with the 

exception that 

Dl* = dl (1 + k)3" -+- d2 (1 + k)y2 + d3 (1 + +- Q (9) 

is used in place of Do(l+g). But, we already know that the annual DCF model may be 

reduced to 

Thus, under the assumptions of the second quarterly DCF model, the firm's cost of 

equity is given by 

k = -  D; + g (10) 
Po 

with D1* ~ V H I  by (9). 

Although equation (10) looks like the annual DCF model, there are at least two very 

important practical differences. First, since D1* is always greater fhan Do(l+g), the estirnates of 

the cost of equity are always larger (and more accurate) in the Quarterly Model (1 0) than in the 

Annual Model. Second, since D1* depends on k through equation (9), the unknown "k" 

appears on both sides of (1 0), and an iterative procedure is required to solve for k. 
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ATMOS ENERGY 
AF’PENDIX 3 

AI)S[JSTING FOR FJBTATION COSTS 
IN DETERMINING A PUBLIC UTILITY’S ALLOWED 

RATE OF RETURN ON EQUITY 

Introduction 

Regulation of public ufilities is guided by the principle that utility revenues 

should be sufficient to allow recovery of all prudently incurred expenses, including 

the cost of capital. As set forth in the 1944 Hope Natural Gas Case [Federal Power 

Comm’n v. Hope Natural Gas Co. 320 U. S. 591 (1944) at 6031, the U. S. Supreme 

Court states: 

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. 

Since the flotation costs arising from the issuance of debt and equity securities 

are an integral component of capital costs, this standard requires that the company’s 

revenues be sufficient to l l l y  recover flotation costs. 

Despite the widespread agreement that flotation costs should be recovered in the 

regulatory process, several issues still need to be resolved. These include: 

1. How is the term “flotation costs” defined? Does it include only the 

out-of-pocket costs associated with issuing securities (e. g., legal fees, 

printing costs, selling and underwriting expenses), or does it also 

include the reduction in a security’s price that frequently accompanies 

flotation (i. e., market pressure)? 

2. What should be the t h e  pattern of cost recovery? Should a company 

be allowed to recover flotation costs immediately, or should flotation 

costs be recovered over the life of the issue? 

3. For the purposes of regulatory accounting, should flotation costs be 

included as an expense? As an addition to rate base? Or as an 

additional element of a firm’s allowed rate of return? 
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4. Do existing regulatory methods for flotation cost recovery allow a firm 

fuU recovery of flotation costs? 

In this paper, I review the literature pertaining to the above issues and discuss my 

own views regarding how this literature applies to the cost of equity for a regulated 

firm. 

Definition of Flotation Cost 

The value of a firm is related to the fbture stream of net cash flows (revenues 

minus expenses measured on a cash basis) that can be derived from its assets. In the 

process of acquiring assets, a firm incurs certain expenses which reduce its value. 

Some of these expenses or costs are directly associated with revenue production in 

one period (e. g., wages, cost of goods sold), others are more properly associated with 

revenue production in many periods (e. g., the acquisition cost of plant and 

equipment). In either case, the word “cost” refers to any item that reduces the value 

of a b. 

If this concept is applied to the act of issuing new securities to finance asset 

purchases, many item are properly included in issuance or ff otation costs. These 

include: (1) compensation received by investment bankers for underwriting services, 

(2) legal fees, (3) accounting fees, (4) engineering fees, (5) trustee’s fees, (6) listing 
fees, (7) printing and engraving expenses, (8) SEC registration fees, (9) Federal 

Revenue Stamps, (10) state taxes, (1 1) warrants granted to underwriters as extra 

compensation, (1 2) postage expenses, (I 3) employees’ time, ( 14) market pressure, 

and ( I  5 )  the offer discount. The jinance literature generally divides these flotation 

cost items into three categories, namely, underwriting expenses, issuer expenses, and 

price effects. 

The finance literature contains several studies of the magnitude of the flotation 

costs associated with new debt and equity issues. These studies differ primarily with 

regard to the time period studied, the sample of companies included, and the source of 
data. The flotation cost studies generally agree, however, that for large issues, 

underwriting expenses represent approximately one and one-half percent of the 

proceeds of debt issues and three to five percent of the proceeds of seasoned equity 
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issues. They also agree that issuer expenses represent approximately 0.5 percent of 

both debt and equity issues, and that the announcement of an equity issue reduces the 

company’s stock price by at least two to three percent of the proceeds from the stock 

issue. TIIUS, total flotation costs represent approximately two percent” ofthe 

proceeds from debt issues, and five and one-half to eight and one-half percent of the 

proceeds of equity issues. 

Lee et. al. f 14 J is an excellent example of the type of flotation cost studies found 

in the finance literature. The Lee study is a comprehensive recent study of the 

underwriting and issuer costs associated with debt and equity issues for both utilities 

and non-utilities. The results of the Lee et. al. study are reproduced in Tables 1 and 2. 

Table 1 demonstrates that the total underwriting and issuer expenses for the 1,092 

debt issues in their study averaged 2.24 percent of the proceeds of the issues, while 
the total underwriting and issuer costs for the 1,593 seasoned equity issues in their 

study averaged 7.1 1 percent of the proceeds of the new issue. Table 1 also 

demonstrates that the total underwriting and issuer costs of seasoned equity offerings, 

as a percent of proceeds, decline with the size of the issue. For issues above $60 
million, total underwriting and issuer costs amount to .from three to five percent of the 

amount of the proceeds. 

Table 2 reports the total underwriting and issuer expenses for 135 utility debt 

issues and 136 seasoned utility equity issues. Total underwriting and issuer expenses 

for utility bond offerings averaged 1.47 percent of the amount of the proceeds and for 
seasoned utility equity offerings averaged 4.92 percent of the amount ofthe proceeds. 
Again, there are some economies of scale associated with larger equity offerings. 

Total underwriting and issuer expenses for equity offerings in excess of 40 million 

dollars generally range from three to four percent of the proceeds. 

The two percent flotation cost on debt only recognizes the cost of newIy-issued debt. When 
interest rates decline, many companies exercise the call provisions on higher cost debt and 
reissue debt at lower rates. This process involves reacquisition costs that are not included in 
the academic studies. If reacquisition costs were included in the academic studies, debt 
flotation costs could increase significantly. 

12 
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The results of the Lee study for large equity issues are consistent with results of 

earlier studies by Bhagat and Frost 141, Mikkelson and Partch [ 171, and Smith [24], 

Bhagat and Frost found that total underwriting and issuer expenses average 

approximately four and one-half percent of the amount of proceeds from negotiated 

utility offerings during the period 1973 to 1980, and approximately three and one-half 

percent of the amount of the proceeds from competitive utility offerings over the same 

period. Mikkelson and Partch found that total underwriting and issuer expenses 

average five and one-half percent of the proceeds fiom seasoned equity offerings over 

the 1972 to 1982 period. Smith found that total underwriting and issuer expenses for 

larger equity issues generally amount to four to five percent of the proceeds of the 

new issue. 

The finance literature also contains numerous studies of the decline in price 

associated with sales of large blocks of stock to the public. These articles relate to the 

price impact of: (1) initial public offerings; (2) the sale of large blocks of stock from 

one investor to another; and (3) the issuance of seasoned equity issues to the general 

public. All of these studies generally support the notion that the announcement of the 

sale of large blocks of stock produces a decline in a company’s share price. The 

decline in share price for initial public offerings is significantly Iarger than the decline 

in share price for seasoned equity offerings; and the decline in share price for public 

utilities is less than the decline in share price for non-public utilities. A 

comprehensive study of the magnitude of the decline in share price associated 

specifically with the sale of new equity by public utilities is reported in Pettway [ 191, 

who found the market pressure effect for a sample of 368 public utility equity sales to 

be in the range of two to three percent. This decline in price is a real cost to the 

utility, because the proceeds to the utility depend on the stock price on the day of 

issue. 

In addition to the price decline associated with the announcement of a new equity 

issue, the finance literature recognizes that there is also a price decline associated with 

the actual issuance of equity securities. In particular, underwriters typically sell 

seasoned new equity securities to investors at a price lower than the closing market 

price on the day preceding the issue. The Rules of Fair Practice of the National 
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Association of Securities Dealers require that underwriters not sell shares at a price 

above the offer price. Since the offer price represents a binding constraint to the 

underwriter, the underwriter tends to set the offer price slightly below the market 

price on the day of issue to compensate for the risk that the price received by the 

underwriter may go down, but can not increase. Smith provides evidence that the 

offer discount tends to be between 0.5 and 0.8 percent of the proceeds of an equity 

issue. I am not aware of any similar studies for debt issues. 

In summary, the finance literature provides strong support for the conclusion that 

total underwriting and issuer expenses for public utility debt offerings represent 

approximately two percent of the mount of the proceeds, while total underwriting 

and issuer expenses for public utility equity offerings represent at least four to five 

percent of the amount of the proceeds. In addition, the finance literature supports the 

conclusion that the cost associated with the decline in stock price at the 

announcement date represents approximately two to three percent as a result of a large 

public utility equity issue. 

Time Pattern Of Flotation Cost Recoverv 

Although flotation costs are incurred only at the time a firm issues new securities, 

there is no reason why an issuing firm ought to recognize the expense only in the 

current period. In fact, if assets purchased with the proceeds of a security issue 

produce revenues over many years, a sound argument can be made in favor of 
recognizing flotation expenses over a reasonably lengthy period of time. Such 

recognition is certainly consistent with the generally accepted accounttug principle 

that the time pattern of expenses match the time pattern of revenues, and it is also 

consistent with the normal treatment of debt flotation expenses in both regulated and 
unregulated industries. 

In the context of a regulated firm, it should be noted that there are many possible 

time patterns for the recovery of flotation expenses. However, if it is felt that 

flotation expenses are most appropriately recovered over a period of years, then it 

should be recognized that investors must also be compensated for the passage of time. 

That is to say, the value of an investor’s capital will be reduced if the expenses are 
merely distributed over time, without any allowance for the time value of money. 
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Accounting For Flotation Cost In A Reeulatorv Setting 

In a regulatory setting, a firm's revenue requirements are determined by the 

equation: 

Revenue Requirement = Total Expenses i- Allowed Rate of Return x Rate Base 

Thus, there are three ways in which an issuing firm can account for and recover 

its flotation expenses: (1) treat flotation expenses as a current expense and recover 

them immediately; (2) include flotation expenses in rate base and recover them over 

time; and (3) adjust the allowed rate of return upward and again recover flotation 

expenses over time. Before considering methods currently being used to recover 

flotation expenses in a regulatory setting, I shall briefly consider d e  advantages and 

disadvantages of these three basic recovery methods. 

ExDenses. Treating flotation costs as a current expense has several advantages. 

Because it allows for recovery at the time the expense occurs, it is not necessary to 

compute amortized balances over time and to debate which interest rate should be 

applied to these balances. A firm's stockholders are treated fairly, and so are the 

firm's customers, because they pay neither more nor less than the actual flotation 

expense. Since flotation costs are relatively small compared to the total revenue 

requirement, treatment as a current expense does not cause unusual rate hikes in the 

year of flotation, as would the introduction of a large generating plant in a state that 
does not allow Construction Work in Progress in rate base. 

On the other hand, there are two major disadvantages of treating flotation costs as 

a current expense. First, since the asset purchased with the acquired funds will likely 

generate revenues for many years into the future, it seem mfhir that current 

ratepayers should bear the hi1 cost of issuing new securities, when future ratepayers 

share in the benefits. Second, this method requires an estimate of the underpricing 

effect on each security issue. Given the dXiculties involved in measuring the extent 

of underpricing, it may be more accurate to estimate d e  average underpricing 

allowance for many securities than to estimate the exact figure for one security. 

Rate Base. In an article in Public ZTtilities Fortnightly, Rierman and Hass [S J 

recommend that flotation costs be treated as an intangibfe asset that is included in a 
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firm‘s rate base along with the assets acquired with the stock proceeds. This approach 

has many advantages. For ratepayers, it provides a better match between benefits and 

expenses: the future ratepayers who benefit fiom the financing costs contribute the 

revenues to recover these costs. For investors, if the allowed rate of return is equal to 

the investors’ required rate of return, it is also theoretically fair since they are 

compensated for the opportunity cost of their investment (including both the time 

value of money and the investment risk). 

Despite the compelling advantages of this method of cost recovery, there are 

several disadvantages that probably explain why it has not been used in practice. 

First, a firm will only recover the proper amount for flotation expenses if the rate base 

is multiplied by the appropriate cost of capital. To the extent that a commission under 

or over estimates the cost of capital, a firm will under or over recover its flotation 

expenses. Second, it is may be both legally and psychologically difficult for 

commissioners to include an intangible asset in a f i rm‘s rate base. According to 

established legal doctrine, assets are to be included in rate base only if they are “used 

and useful” in the public service. It is unclear whether intangible assets such as 

flotation expenses meet this criterion. 

Rate of Return. The prevailing practice among state regulators is to treat 

flotation expenses as an additional element of a firin’s cost of capital or allowed rate 

of return. This method is similar to the second method above (treatment in rate base) 

in that some part of the initial flotation cost is amortized over time. However, it has a 

disadvantage not shared by the rate base method. If flotation cost is included in rate 

base, it is fairly easy to keep track of the flotation cost on each new equity issue and 

see how it is recovered over time. Using the rate of return method, it is not possible 

to track the flotation cost for specific issues because the flotation cost for a specific 
issue is never recorded. Thus, it is not clear to participants whether a current 

allowance is meant to recover (1) flotation costs actually incurred in a test period, (2) 

expected future flotation costs, or (3) past flotation costs. This confusion never arises 

in the treatment of debt flotation costs. Because the exact costs are recorded and 

explicitly amortized over time, participants recognize that current allowances for debt 
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flotation costs are meant to recover some fraction of the flotation costs on all past 

debt issues. 

Existing Regulatorv Methods 

Although most state commissions prefer to let a regulated fm recover flotation 

expenses through an adjustment to the allowed rate of return, there is considerable 

controversy about the magnitude of the required adjustment. The following are some 

of the most frequently asked questions: (1) Should an adjustment to the allowed 

return be made every year, or should the adjustment be made only in those years in 

which new equity is raised? (2) Should an adjusted rate of return be applied to the 

entire rate base, or should it be applied only to that portion of the rate base financed 

with paid-in capital (as opposed to retained earnings)? (3) What is the appropriate 

formula for adjusting the rate of return? 

This section reviews several methods of allowing for flotation cost recovery. 

Since the regulatory methods of allowing for recovery of debt flotation costs is well 

known and widely accepted, I will begin my discussion of flotation cost recovery 

procedures by describing the widely accepted procedure of allowing for debt flotation 

cost recovery. 

Debt Flotation Costs 

Regulators uniformly recognize that companies incur flotation costs when they issue 

debt securities. They typically allow recovery of debt flotation costs by making an 
adjustment to both the cost of debt and the rate base (see Brigham [q). Assume that: 

(1) a regulated company issues $1 00 million in bonds that mature in 10 years; (2) the 

interest rate on these bonds is seven percent; and (3) flotation costs represent four 
percent of the amount of the proceeds. Then the cost of debt for regulatory purposes 

will generally be calculated as follows: 

Interest expense + Amortization of flotation costs 
Principal value - Unamortized flotation costs 

Cost of Debt = 

- $7,000,000 + $400,000 

= 7.71 % 

--  
$100,000,000 - $4,000,000 
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Thus, current regulatory practice requires that the cost of debt be adjusted upward 

by approximately 71 basis points, in this example, to allow for the recovery of debt 

flotation costs. This example does not include losses on reacquisition of debt. The 

flotation cost allowance would increase if losses on reacquisition of debt were 

included. 

The logic behind the traditional method of allowing for recovery of debt flotation 

costs is simple. Although the company has issued $1 00 million in bonds, it can only 

invest $96 million in rate base because flotation costs have reduced the amount of 

h d s  received by $4 million. If the company is not allowed to earn a 71 basis point 

higher rate of return on the $96 million invested in rate base, it will not generate 

sufficient cash flow to pay the seven percent interest on the $1 00 million in bonds it 

has issued. Thus, proper regulatory treatment is to increase the required rate of return 

on debt by 71 basis points. 

Eauitv Flotation Costs 

The finance literature discusses several methods of recovering equity flotation 

costs. Since each method stems from a specific model, (i. e., set of assumptions) of a 

fm and its cash flows, I will highlight the assumptions that distinguish one method 

from another. 

Arzac and Marcus. Armc and Marcus [2] study the proper flotation cost 

adjustment formula for a firm that makes continuous use of retained earnings and 

external equity financing and maintains a constant capital structure (debt/equity ratio). 

They assume at the outset that underwriting expenses and underpricing apply only to 

new equity obtained from external sources. They also assume that a firm has 

previously recovered all underwriting expenses, issuer expenses, and underpricing 

associated with previous issues of new equity. 

To discuss and compare various equity flotation cost adjustment formulas, Arzac and 
Marcus make use of the following notation: 

k - - an investors’ required return on equity 

r = a utility’s allowed return on equity base 
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value of equity in the absence of flotation costs 

value of equity net of flotation costs 

equity base at t h e  t 

total earnings in year t 

total cash dividends at time t 

(Et-Dt) + & = retention rate, expressed as a fraction of 

earnings 

new equity issues, expressed as a fiaction of earnings 

equity investment rate, expressed as a fraction of 

earnings, 

m = b + h < l  

flotation costs, expressed as a fraction of the value of an 

issue. 

Because of flotation costs, Arzac and Marcus assume that a fim must issue a 

greater amount of external equity each year than it actually needs. In terms of the 

above notation, a firm issues hEt f (1-9 to obtain 

Thus, each year a firm loses: 

in external equity funding. 

Equation 3 

f L=-- hE, =-----xhE, 
I-- f  I - f  

due to flotation expenses. The present value, V, of all future flotation expenses 

is: 

Equation 4 

To avoid diluting the value of the initial stockholder’s equity, a regulatory 

authority needs to find the value of r, a firm’s allowed return on equity base, that 
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equates the value of equity net of flotation costs to the initial equity base (Sf = KO). 
Since the value of equity net of flotation costs equals the value of equity in the 

absence of flotation costs minus the present value of flotation costs, a regulatory 

authority needs to find that value of r that solves the following equation: 

Sf =S-L. 

This value is: 

Equation 5 

I - f  

To illustrate the Arzac-Marcus approach to adjusting the allowed return on equity 

for the effect of flotation costs, suppose that the cost of equity in the absence of 

flotation costs is 12 percent. Furthermore, a s m e  that a firm obtains external equity 

fmancing each year equal to 10 percent of its earnings and that flotation expenses 

equal 5 percent of the value of each issue. Then, according to Arzac and Marcus, the 

allowed return on equity should be: 

= .I206 = 12.06% . I2 
1 I- (.OS). (. I )  

r = = -  

.95 

Summary. With respect to the three questions raised at the beginning of this 
section, it is evident that Arzac and Marcus believe the flotation cost adjustment 

should be applied each year, since continuous external equity financing is a 

fundamental assumption of their model. They also believe that the adjusted rate of 

return should be applied to the entire equity-financed portion of the rate base because 

their model is based on the assumption that the flotation cost adjustment mechanism 

will be applied to the entire equity financed portion of the rate base. Finally, h c  

and Marcus recommend a flotation cost adjustment formula, Equation (3), that 

implicitly excludes recovery of financing costs associated with financing in previous 

periods and includes only an allowance for the fkaction of equity financing obtained 

fkom external sources. 
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Patterson. The Arzac-Marcus flotation cost adjustment formula is significantly 

Merent fiom the conventional approach (found in many introductory textbooks) 

which recommends the adjustment equation: 

Equation 6 

where P,J is the stock price in the previous period and g is the expected dividend 

growth rate. Patterson [ 181 compares the Arzac-Marcus adjustment formula to the 

conventional approach and reaches the conclusion that the Arzac-Marcus formula 

effectively expenses issuance costs as they are incurred, while the conventional 

approach effectively amortizes them over an assumed inhite life of the equity issue. 

Thus, the conventional formula is similar to the formula for the recovery of debt 

flotation costs: it is not meant to compensate investors for the flotation costs of future 

issues, but instead is meant to compensate investors for the flotation costs of previous 

issues. Patterson argues that the conventional approach is more appropriate for rate 

making purposes because the plant purchased with external equity funds will yield 

benefits over many future periods. 

Jllustration. To illustrate the Patterson approach to flotation cost recovery, 

assume that a newly organized utility sells an initial issue of stock for $100 per share, 

and that the utility plans to h c e  all new investments with retained earnings. 

Assume also that: (1) the initial dividend per share is six dollars; (2) the expected 

long-run dividend growth rate is six percent; (3) the flotation cost is five percent of 

the amount of the proceeds; and (4) the payout ratio is 5 1.28 percent. Then, the 

investor’s required rate of retum on equity is [k = (WP) + g = 6 percent + 6 percent = 

12 percent]; and the flotation-cost-adjusted cost of equity is [6 percent (U.95) + 6 

percent = 12.316 percent]. 

The effects o f  the Patterson adjustment formula on the utility’s rate base, 

dividends, earnings, and stock price are shown in Table 3. We see that the Patterson 

formula allows earnings and dividends to grow at the expected six percent rate. We 

also see that the present value of expected future dividends, $1 00, is just sufficient to 
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induce investors to part with their money. If the present value of expected k twe 

dividends were less than $100, investors would not have been willing to invest $100 

in the firm. Furthermore, the present value of future dividends will only equal $100 if 

the firin is allowed to earn the 12.316 percent flotation-cost-adjusted cost of equity on 

its entire rate base. 

Summary. Patterson’s opinions on the three issues raised in this section are in 

stark contrast to those of h a c  and Marcus. He believes that: (1) a flotation cost 

adjustment should be applied in every year, regardless of whether a f m  issues any 

new equity in each year; (2) a flotation cost adjustment should be applied to the entire 

equity-financed portion of the rate base, including that portion h a w e d  by retained 

earnings; and (3) the rate of return adjustment formula should allow a firm to recover 

an appropriate &action of all previous flotation expenses. 

Conclusion 

Having reviewed the literature and analyzed flotation cost issues, I conclude that: 

Definition of FIotation Cost: A regulated firm should be allowed to recover 

both the total underwriting and issuance expenses associated with issuing securities 

and the cost of market pressure. 

Time Pattern of Flotation Cost Recoverv. Shareholders are indifferent 

between the alternatives of immediate recovery of flotation costs and recovery over 

t h e ,  as long as they are fairly compensated for the opportunity cost of their money. 

This opportunity cost must include both the time value of money and a risk premium 

for equity investments of this nature. 

Repulatorv Recovery of Flotation Costs. The Patterson approach to recovering 

flotation costs is the only rate-of-return-adjustment approach that meets the Hope case 

criterion that a regulated company’s revenues must be suficient to allow the company 

an opportunity to recover all prudently incurred expenses, including the cost of 

capital. The Patterson approach is also the onIy rate-of-return-adjustment approach 

that provides an incentive for investors to invest in the regulated company. 
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Imdementation of a Flotation Cost Adiustment. As noted earlier, prevailing 

regulatory practice seems to be to allow the recovery of  flotation costs through an 

adjustment to the required rate of return. My review of the literature on this subject 

indicates that there are at least two recommended methods of making this adjustment: 

the Patterson approach and the Arzac-Marcus approach. The Patterson approach 

assumes that a firm’s flotation expenses on new equity issues are treated in the same 

manner as flotation expenses on new bond issues, i. e., they are amortized over fbture 

time periods. If this assumption is true (and I believe it is), then the flotation cost 
adjustment should be applied to a firm‘s entire equity base, including retained 

earnings. In practical terns, the Patterson approach produces an increase in a firm’s 

cost of equity of approximately thirty basis points. The Arzac-Marcus approach 

assumes that flotation costs on new equity issues are recovered entirely in the year in 
which the securities are sold. [Jnder the Arzac-Marcus assumption, a firm should not 

be allowed any adjustments for flotation costs associated with previous Rotations. 

Instead, a firm should be allowed only an adjustment on future security sales as they 

OCCUT. Under reasonable assumptions about the rate of new equity sales, this method 

produces an increase in the cost of equity of approximately six basis points. Since the 

Arzac-Marcus approach does not allow the company to recover the entire amount of 

its flotation cost, I recommend that this approach be rejected and the Patterson 

approach. be accepted. 
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Table 1 
Direct Costs as a Percentage of Gross Proceeds 

€or Equity (IPOs and SEOs) and Straight and Convertible Bonds 
Offered by Domestic Operating Companies 1990-199413 

Equities 

No. Other Total No. Other Total 
Line Proceeds of Gross Direct Direct of Gross Direct Direct 
No. ($ i n d o n s )  Issues Spreads Expenses Costs Issues Spreads Expenses Costs 

1 2-9.99 337 9.05% 7.91% 16.96% 167 7.72% 5.56% 13.28% 
2 10-19.99 389 7.24% 4.39% 11.63% 310 6.23% 2.49% 8.72% 
3 20-39.99 533 7.01% 2.69% 9.70% 425 5.60% 1.33% 6.93% 
4 40-59.99 215 6.96% 1.76% 8.72% 261 5.05% 0.82% 5.87% 
5 60-79.99 79 6.74% 1.46% 8.20% 143 4.57% 0.61% 5.18% 
6 80-99.99 51 6.47% 1.44% 7.91% 71 425% 0.48% 4.73% 
7 100-199.99 106 6.03% 1.03% 7.06% 152 3.85% 0.37% 422% 
8 200-499.99 47 5.67% 0.86% 6.53% 55 3.26Yo 021% 3.47% 
9 500 and up 10 5.21% 0.51% 5.72% 9 3.03% 0.12% 3.15% 
10 TotaYAverage 1,767 7.31% 3.69% 11.00% 1,593 5.44Y0 1.67% 7.11% 

---------- 

I 

Convertible Bonds Straight Bonds 
No. Other Total No. Other Total 

Line Proceeds of Gross Direct Direct of Grass Direct Direct 
No. ($mmillions) Issues Spreads Expenses Costs Issues Spreads Expenses Costs 

1 2-9.99 4 6.07% 2.68% 8.75%, 32 2.07% 2.32% 4.39% 
2" 10- 19.99 14 5.48% 3.18% 8.66% 78 1.36% 1.40% 2.76% 
3 20-39.99 18 4.16% 1.95% 6.11% 89 1.54% 0.88% 2.42% 
4 40-59.99 28 3.26% 1.04% 4.30% 90 0.72% 0.60% 1.32% 
5 60-79.99 47 2.64% 0.59% 3.23% 92 1.76% 0.58% 2.34% 
6 80-99.99 13 2.43% 0.61% 3.04% 112 1.55Yo 0.61% 2.16% 
7 100-1 99.99 57 2.34% 0.42% 2.76% 409 1.77% 0.54% 2.31% 
8 200-499.99 27 1.99% 0.19% 2.18% 170 1.79% 0.40% 2.19% 
9 500 and up 3 2.00% 0.09% 2.09% 20 1.39% 0.25% 1.64% 
10 TntallAverave 211 2.92% 0.87% 3.79% 1.0921 1.62% 0.62% 2.24% 

Bonds 

Lnmoo Lee, Scott Locbhead, Jay Ritter, and Quanshui Zhao, "The Costs of Raising Capital," 
Journal of Financial Research Vol19 No 1 (Spring 1996) pp. 59-74. 

Direct Testimony of James H. Vander Weide, Ph.D. 
On behalf of Atmos Energy Corporation 

Page 87 



Notes: 

Closed-end funds and unit offerings are excluded from the sample. Rights offerings 
for SEOs are also excluded. Bond offerings do not include securities backed by 
mortgages and issues by Federal agencies. Only firm commitment ofl-ehgs and non- 
shelf-registered offerings are included. 
Caoss Spreads as a percentage of total proceeds, including management fee, 
underwriting fee, and selling concession. 
Other Direct Expenses as a percentage of total proceeds, including management fee, 
underwriting fee, and selling concession. 
Total Direct Costs as a percentage of total proceeds (total direct costs are the surn of 
gross spreads and other direct expenses). 
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Table 2 
Direct Costs of Raising Capital 1990----1994 

tJtility versus Non-Utility Cornpanies14 

Equities 
Non-Utilities rpos SEOs 

Line Proceeds NO. Total Direct NO. Gross Total Direct 
No. ($ in millions) of Issues Gross Spreads costs Of Issues Spreads costs 
1 2-9.99 332 9.04% 16.97% 154 7.91% 13.76% 
2 10-1 9.99 388 7.24% 1 1.64% 278 6.42% 9.01% 
3 20-39.99 528 7.01% 9.70% 399 5.70% 7.07% 
4 40-59.99 214 6.96% 8.71% 240 5.17% 6.02% 
5 60-79.99 78 6.74% 8.21% 13 1 4.68% 5.3 1% 
6 80-99.99 47 6.46% 7.88% 60 4.35% 4.84% 

I 7 100-199.99 101 6.01% 7.01% 137 3.97% 4.36% 
8 200-499.99 44 5.65% 6.49% 50 3.27% 3.48% 
9 500andup 10 5.21% 5.72yo 8 3.12% 3.25% 
10 TotaUAverage 1,742 7.3 1 % 11.01% 1,457 5.57% 7.32% 

11 Utilities Only 
12 2-9.99 5 9.40% 16.54% 13 5.41% 7.68% 
13 10-19.99 1 7.00% 8.77% 32 4.59% 6.21% 
14 20-39.99 5 7.00% 9.86% 26 4.17% 4.96% 
15 40-59.99 1 6.98% 1 1.55% 21 3.69% 4.12% 
16 60-79.99 1 6.50% 7.55% 12 3.39% 3.72% 
17 80-99.99 4 6.57% 8.24% 11 3.68% 4.1 1% 
18 100-199.99 5 6.45% 7.96% 15 2.83% 2.98% 
19 200-499.99 3 5.88% 7.00% 5 3.19% 3.48% 
20 500andup 0 1 2.25% 2.31% 
21 TotaYAverage 25 7.15% 10.14% 136 4.01% 4.92'%0 

[I41 Lee et al, op. cit. 
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Table 2 (continued) 
Direct Costs of Raising Capital 1990--1994 

Utility versus Non-Utility Companies” 

Bonds 
Non- Utilities Convertible Bonds Straight Bonds 

Line Proceeds No. of Total Direct No. of Total Direct 
No. ($ in millions) Issues Gross Spreads Costs Issues Gross Spreads Costs 

v 

1 2- 9.99 4 6.07% 8.75% 29 2.07% 4.53% 
2 1 0- 19.99 12 5.54% 8.65% 47 1.70% 3.28% 
3 20-39.99 I6 4.20% 6.23% 63 1.59% 2.52% 
4 40-59.99 28 3.26% 4.30% 76 0.73% I .37% 
5 60-79.99 47 2.64% 3 23% 84 1.84% 2.44% 
6 80-99.99 12 2.54% 3.19% I 04 1.61% 2.25% 
7 100-199.99 55 2.34% 2.77% 381 1.83% 2.38% 
8 200-499.99 26 1.97% 2.16% 154 1.87% 2.27% 
9 500andup 3 2.00% 2.09% 19 1.28% 1.53% 

2.34% I O  TotaYAverage 203 2.90% - 3.75% 957 I .70% 

11 utilities only 
12 2-9.99 0 3 2.00% 3.28% 
13 10-1 9.99 2 5.13% 8.72% 31 0.86% 1.35% 
14 20-39.99 2 3.88% 5.18% 26 1.40% 2.06% 
15 40-59.99 0 14 0.63% 1.10% 
16 60-79.99 0 8 0.87% 1.13% 
17 80-99.99 1 1.13% 1.34% 8 0.71% 0.98% 
18 100-199.99 2 2.50% 2.74% 28 1.06% 1.42% 
19 200-499.99 1 2.50% 2.65% 16 1.00% 1.40% 
20 500andup 0 1 3.50% na16 

~ ~ ~- ~ ~ - - ~ _ _ _ _ ~  __ - _ _  ~ 

2 1 TotaYAverage 8 3.33% 4.66% 135 1.04% 1.47% 

Notes: 
Total proceeds raised in the United States, excluding proceeds from the exercise of 
over allotment options. 
Gross spreads as a percentage of total proceeds (including management fee, 
underwriting fee, and selling concession). 
Other direct expenses as a percentage of total proceeds (including registration fee and 
printing, legal, and auditing costs). 

1151 Lee et al, op. cit. 

Not available because of missing data on other direct expenses. 
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Table 3 
Illustration of Patterson Approach fa Flotation Cost Recovery 

Earnings Earnings 
Line Rate @ @ Amortization 
No. T i e  Period Base 12.32% 12.00% Dividends InitialFC 

1 0 95.00 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

100.70 
106.74 
113.15 
119.94 
127.13 
134.76 
142.84 
151.42 
160.50 
170.13 
180.34 
191.16 
202.63 
214.79 
227.67 
241.33 
255.81 
271.16 
287.43 
304.68 
322.96 
342.34 
362.88 
384.65 
407.73 
432.19 
458.12 
485.61 
5 14.75 

1 1.70 
12.40 
13.15 
13.93 
14.77 
15.66 
16.60 
17.59 
18.65 
19.77 
20.95 
22.21 
23.54 
24.96 
26.45 
28.04 
29.72 
31.51 
33.40 
35.40 
37.52 
39.77 
42.16 
44.69 
47.37 
50.2 I 
53.23 
56.42 
59.8 1 

11.40 
12.08 
12.81 
13.58 
14.39 
15.26 
16.17 
17.14 
18.17 
19.26 
20.42 
21.64 
22.94 
24.32 
25.77 
27.32 
28.96 
30.70 
32.54 
34.49 
36.56 
38.76 
41.08 
43.55 
46.16 
48.93 
51.86 
54.97 
58.27 

6.00 
6.36 
6.74 
7.15 
7.57 
8.03 
8.51 
9.02 
9.56 

10.14 
10.75 
11.39 
12.07 
12.80 
13.57 
14.38 
15.24 
16.16 
17.13 
18.15 
19.24 
20.40 
2 1.62 
22.92 
2429 
25.75 
27.30 
28.93 
30.67 

0.3000 
0.3 180 
0.3371 
0.3573 
0.3787 
0.401 5 
0.4256 
0.451 1 
0.4782 
0.5068 
0.5373 
0.5695 
0.6037 
0.6399 
0.6783 
0.7190 
0.762 1 
0.8078 
0.8563 
0.9077 
0.9621 
1.0199 
1.081 1 
1.1459 
1.2147 
1.2876 
1.3648 
1 .&I67 
1 s335 

31 30 545.63 63 -40 61.77 32.51 1.6255 
32 Present Value@12Yo 195.00 190.00 100.00 5.00 
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ATMOS ENERGY 
APPENDIX4 

EX ANTE RISK PREMIUM APPROACH 

My ex ante risk premium method is based on studies of  the DCF expected return on 

proxy companies compared to the interest rate on Moody's A-rated utility bonds. 

Specifically, for each month in my study period, I calculate the risk premium using the 

equation, 

where: 

RPPROX~ the required risk premium on an equity investment in the proxy 

group of  companies, 

average DCF estimated cost of equity on a portfolio of proxy 

companies; and 

IA the yield to maturity on an investment in A-rated utility bonds. 

For my ex ante risk premium analysis, I begin with my comparable group of natural 

D C F ~ R ~ X Y  = 

= 

gas companies shown in Schedule 1. Previous studies have shown that the ex ante risk 

premium tends to vary inversely with the level o f  interest rates, that is, the risk premium 

tends to increase when interest rates decline, and decrease when interest rates go up. To test 

whether my studies also indicate that the ex ante risk premium varies inversely with the level 

of interest rates, I perform a regression analysis of the relationship between the ex ante risk 
premium and the yield to maturity on A-rated utility bonds, using the equation, 
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where: 

RPPROX~ = risk premium on proxy company group; 

IA = yield to maturity on A-rated utility bonds; 

e = a random residual; and 

a, b = coeficients estimated by the regression procedure. 

Regression analysis assumes that the statistical residuals ftom the regression equation are 

random. My examination of the residuals reveals that there is a significant probability that 

the residuals are serially correlated (non-zero serial correlation indicates that the residual in 

one time period tends to he correlated with the residual in the previous time period). 

Therefore, I make adjustments to my data to correct for the possibility of serial correlation in 
the residuals. 

The common procedure for dealing with serial correlation in the residuals is to 

estimate the regression coefficients in two steps. First, a multiple regression analysis is used 

to estimate the serial correlation coeficient, Y. Second, the estimated serial correlation 

coefficient is used to transform the original variables into new variables whose serial 

correlation is approximately zero. The regression coefficients are then re-estimated using the 

transformed variables as inputs in the regression equation. Rased on my knowledge of the 

statistical relationship between the yield to maturity on A-rated utility bonds and the required 

risk premium, my estimate of the ex ante risk premium on an investment in my proxy natural 

gas company group as compared to an investment in A-rated utility bonds is given by the 

equation: 
WPROXY _. - 0.0677 .. .3068 x I,+ 

(8.69) (-2.706) ~ 7 1  

Using the 5.97 percent average yield to maturity on A-rated utility bonds at July 2009, the 

regression equation produces an ex ante risk premium based on the natural gas proxy group 

equal to 4.94 percent (0.0677 -3068 x 5.97 =I 4.94). 
To estimate the cost of equity using the ex ante risk premium method, one may add 

the estimated risk premium over the yield on A-rated utility bonds to the yield to maturity on 

[171 The t-statistics are shown in parentheses. 
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A-rated utility bonds. As described above, my analyses produce an estimated risk premium 

over the yield on A-rated utility bonds equal to 4.94 percent. Adding an estimated risk 
premium of 4.94 percent to the 5.97 percent average yield to maturity on A-rated utility 

bonds produces a cost of equity estimate of 10.9 percent for the natural gas company proxy 

group using the ex ante risk premium method. 
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ATMOS ElWRGY 
APPENDIX 5 

EX POST RISK PREMIUM APPROACH 

SOURCE OF DATA 

Stock price and yield information is obtained from Standard & Poor’s Security Price 

publication. Standard & Poor’s derives the stock dividend yield by dividing the aggregate cash 

dividends (based on the latest known annual rate) by the aggregate market value of the stocks in 

the group. The bond price Somation is obtained by calculating the present value of a bond due 

in 30 years with a $4.00 coupon and a yield to maturity of a particular year’s indicated Moody’s 

A-rated IJtility bond yield. The values shown on the ex post risk premium schedules are the 

Jan~~ary values of the respective indices. 

CALCULATION OF STOCK AND BOND RETURNS 

Sample calculation of “Stock Return’’ column: 

1 Stock Price (2009) -Stock Price (2008) + Dividend (2008) 
Stock Price (2008) 

Stock Return (2008) = 

where Dividend (2008) = Stock Price (2008) x Stock Div. Yield (2008) 
Sample calculation of “Bond Return” column: 

Bond Return (2008) = 
Bond Price (2009) - Bond Price (2008) -t Interest (2008) E- Bond Price (2008) -1 

where Interest = $4.00. 
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Atmos Energy Corporation 

Kentucky/Mid-States Division 

DIRECT TESTIMONY OF PAUL H. RAAB 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS. 

My name is Paul H. Raab and my business address is 5313 Portsmouth Road, 

Bethesda, MD 2081 6. I am an independent economic consultant. 

ON WHOSE BEHALF ARE YOU APPEARING TODAY? 

I am appearing on behalf of Atmos Energy Corporation, Kentucky/Mid-States 

Division (“Atmos Energy” or “Company“). 

I. QUALIFICATIONS 

WHAT IS YOUR EDUCATIONAL BACKGROUND? 

I have a B.A. in Economics from Rutgers University and an M.A. from the State 

University of New York at Binghamton with a concentration in Econometrics. 

While attending Rutgers, I studied as a Henry Rutgers Scholar. 

PLEASE DESCRIBE YOUR BUSINESS EXPERIENCE. 

I have been providing consulting services to the utility industry for over thirty 

years, having assisted electric, gas, telephone, and water utilities; Commissions; 

and intervenor clients in a variety of areas. I am trained as a quantitative 

economist so that most of this assistance has been in the form of mathematical 

and economic analysis and information systems development. My particular 

areas of focus are planning issues, costing and rate design analysis, and 
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depreciation and life analysis. I began my career with the professional services 

firm that is now known as Ernst & Young, where I was employed for ten years. 

HAVE YOU TESTIFIED PREVIOUSLY BEFORE COMMISSIONS IN 

REGULATORY PROCEEDINGS? 

Yes. I have previously provided expert testimony before this Commission in 

Docket Nos. 9613 and 97-083 as well as the state regulatory authorities of 

Alaska, the District of Columbia, Georgia, Indiana, Iowa, Kansas, Louisiana, 

Maryland, Michigan, Missouri, Montana, Nebraska, Nevada, New Jersey, New 

Mexico, New York, Ohio, Oklahoma, Pennsylvania, Tennessee, Texas, Virginia, 

West Virginia, and Wisconsin. In addition, I have presented expert testimony 

before the Federal Energy Reguiatory Commission, the Pennsylvania House 

Consumer Affairs Committee, the Michigan House Economic Development and 

Energy Committee, the Province of Saskatchewan, and the United States Tax 

Court. Details on the subject matter of the testimony presented are provided in 

Exhibit PHR-I, 

II.  PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose of my testimony is to present the Company’s class cost of service 

(CCOS) study. This study is used to guide the Company in assigning the 

required revenue increase across customer classes and in designing rates. 

Ill. IDENTIFICATION OF EXHIBITS 
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DO YOU SPONSOR ANY EXHIBITS IN SUPPORT OF YOUR TESTIMONY? 

Yes, I sponsor two exhibits. Exhibit PHR-1 is a summary of my qualifications and 

experience. Exhibit PHR-2 is a copy of the Company’s class cost of service 

study (CCOSS). 

The above-designated exhibits were prepared by me or under my 

direction and supervision. 

IV. ORGANIZATION OF TESTIMONY 

HOW IS YOUR TESTIMONY ORGANIZED? 

My testimony is organized into one additional section. Section V describes the 

class cost of service study. 

V. CLASS COST OF SERVICE 

a. Background 

WHAT IS A CLASS COST OF SERVICE ANALYSIS? 

A class cost of service analysis is the process by which the costs that a utility 

incurs to serve particular classes of customers are linked to the classes of 

customers that caused those costs to be incurred. 

WHY IS IT NECESSARY TO ALLOCATE COSTS TO THE DIFFERENT 

CUSTOMER CLASSES? 

It is a generally accepted utility ratemaking principle that rates should be based 

on costs. This statement applies not only to the overall level of costs incurred by 

the utility, but also to the costs that the utility incurs to serve individual services, 

3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 Q. 

23 

classes of customers, and segments of the utility’s business. Adherence to this 

principle is complicated by the fact that many of the costs incurred to provide 

different types of service are ‘‘joint’’ costs and many are Ucommon” costs, neither 

of which has a theoretically precise method by which they can be assigned to the 

different products produced as a result of the incurrence of these costs. 

Joint costs occur when the provision of one service is an automatic by- 

product of another (e.g., the delivery of natural gas at different times of the year). 

Common costs are incurred when several outputs are produced using the same 

facilities or inputs (e.g., administrative and general expenses). 

Thus, cost of service studies are the primary method used to allocate the 

common and joint costs incurred by the utility in serving different customer 

classes. They are used for five purposes: 

1. To attribute costs to different categories of customers based on how those 

customers cause costs to be incurred; 

To determine how costs will be recovered from customers within each 

customer class; 

To calculate the costs of individual types of service based on the costs 

each service requires the utility to expend; 

To determine the revenue requirement for the monopoly services offered 

by a utility operating in both monopoly and competitive markets; and 

To separate costs between different regulatory jurisdictions. 

2. 

3. 

4. 

5. 

HOW ARE THE COSTS INCURRED BY THE UTILITY ALLOCATED TO THE 

DIFFERENT CUSTOMER CLASSES? 
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These costs are allocated to the different customer classes in three steps: 

functionalization, classification, and allocation. 

PLEASE DESCRIBE THE FUNCTIONALIZATION PROCESS. 

Functionalization is the process whereby the capital and operating costs incurred 

by the utility to provide service are categorized by function. The typical functions 

of a natural gas utility are transmission, distribution, customer service and 

facilities, and administrative and general. The transmission function includes 

those assets and expenses associated with the delivery of natural gas from the 

field to the distribution system. The assets and expenses involved in the delivery 

of natural gas to ultimate customers, except those that can be directly assigned 

to a particular customer, are included in the distribution function. Those 

distribution costs that can be directly assigned to a particular customer (e.g., 

service drops and meters) plus the meter reading and other customer service 

functions such as billing and collections are included in the customer service and 

facilities function. The administrative and general function includes management 

costs that cannot be directly assigned to the other major cost functions. 

WHY DOES ONE FUNCTIONALIZE COSTS? 

Costs are functionalized so that they can be more easily classified, which is the 

next step in the cost of service analysis. 

HOW WAS THE FUNCTIONALIZATION PROCESS PERFORMED FOR ATMOS 

ENERGY? 

The Company’s accounting processes follow the FERC Uniform System of 

Accounts. In large measure, this system of accounts records costs by the 
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function for which they were incurred. Thus, the costs that I work with in the cost 

of service analysis are already grouped by function. 

PLEASE DESCRIBE THE CLASSIFICATION PROCESS. 

The classification process recognizes that the utility’s costs are incurred for a 

number of purposes: to meet customers’ peak demands (demand-related costs), 

to provide energy (energy- or commodity-related costs), and because there are 

customers on the system (customer-related costs). The classification process 

groups the utility’s costs by the purpose for which they were incurred. The cost 

of odorant is the best exampie of a cost that is incurred in direct proportion to the 

amount of natural gas that flows through the system and is therefore classified as 

an energy-related cost. On the other hand, metering costs are primarily driven 

by the number of customers on the system and would be classified as customer- 

related costs. 

HOW WERE THE COMPANY’S COSTS CLASSIFIED IN THIS STUDY? 

In general, I followed the classifications that are generally accepted by utilities 

and state commissions, and relied upon the suggested classification of the 

National Association of Regulatory Utility Commissioners (NARUC). Moreover, 

the classifications used in the class cost of service study are intended to be the 

same as those utilized by the Company in its last general rate case filing. My 

testimony below explains the specific classification factors employed. 

PLEASE DESCRIBE THE ALLOCATION PROCESS. 

The allocation process is one in which the functionalized and classified costs 

from above are assigned to specific customer classes. It is assumed that the 
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load characteristics of the customers within each of the major customer classes 

are relatively homogeneous with respect to their usage characteristics. Thus, 

costs can be allocated to customer classes based on these characteristics. 

Those costs that have been classified as demand-related costs in the 

classification process above are allocated among the customer classes on the 

basis of demands imposed on the system during the peak day. Commodity- or 

energy-related costs are allocated on the basis of the energy that the system 

must supply to meet the needs of these customers. Customer-related costs are 

allocated to the different customer classes based on the number of customers. 

HOW ARE THESE COSTS ALLOCATED TO THE COMPANY'S DIFFERENT 

CUSTOMER CLASSES? 

First, customers are divided into groups or classes. These classes are populated 

with customers having similar natural gas demand characteristics. The 

customers within each class can therefore be billed pursuant to a single rate 

schedule containing a customer charge and an energy charge since their load 

profiles are sufficiently similar. Next, costs are examined to determine why the 

utility incurred them and how customers' usage characteristics impact the utility's 

cost incurrence decisions. Finally, a demand characteristic is associated with 

each cost incurred; each customer class' contribution to that cost provides the 

basis for the allocation of the associated cost. 

WHAT ARE THESE "USAGE CHARACTERISTICS1 THAT CUSTOMERS 

PLACE ON THE SYSTEM? 

The customer's request for service is a cost causative demand characteristic that 
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necessarily results in an immediate investment in a regulator, a service line and 

metering facilities and establishes a commitment on the part of the company to 

provide, among other things, answers to questions and a monthly billing. Hence, 

the very existence of this customer-utility relationship causes the incurrence of 

cost. The amount of natural gas taken from the utility system, usually expressed 

volumetrically (Mcf) or in terms of the energy content of the natural gas itself 

(therms or Dth) and referred to as the customer's energy use or usage, is an 

important cost causative characteristic as well. Additionally, as my testimony will 

describe in more detail, the magnitude of costs incurred to serve a customer is 

also driven by the customer's potential rate of energy use, usually expressed in 

design day usage and referred to as the customer's demand. 

HOW DO SUCH DEMANDS AFFECT COST INCURRENCE? 

Cost incurrence is strongly driven by two primary factors, the physical connection 

to the system and the rate at which energy is used. As described above, the 

physical connection to the system involves investments (a regulator, a service 

line and metering facilities) and establishes a commitment on the part of the 

company to provide monthly billing, even if no customer usage occurs. Likewise, 

the rate at which energy is used serves as the link to the incurrence and 

magnitude of demand related utility costs. 

WHY HAVE YOU EMPHASIZED THE PHYSICAL CONNECTION TO THE 

SYSTEM AND THE RATE AT WHICH ENERGY IS USED WHEN DESCRIBING 

COST CAUSATIVE CUSTOMER UTILIZATION FACTORS? 

There are two very important factors that drive a natural gas utility's cost 
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incurrence. First, it is a capital-intensive enterprise. Second, the system must be 

sized so that it has the capability to deliver natural gas to customers during 

extremely cold conditions (the “design day”), even though this intensity of usage 

only occurs a few days out of the year, if at all. This combination of capital 

intensity and sizing to meet peak day demands dictates the prominence of the 

physical connection and the ”rate of use” customer demand characteristic when 

discussing the cause of cost incurrence. 

WHAT IS THE SIGNIFICANCE OF THE DESIGN DAY DEMAND? 

It is necessary first and foremost to safely and reliably meet the simultaneous 

loads of all customers. Furthermore, transmission plant is built to meet the 

highest simultaneous peak established by customers. Therefore, the class 

contribution to the coincident design day demand is the appropriate cost 

causative factor to be used in the allocation of capital cost carrying charges of 

facilities to customer classes. 

WHAT ARE THE GENERAL PRINCIPLES THAT SHOULD GUIDE AN 

ANALYST IN PREPARING A CLASS COST OF SERVICE STUDY? 

Allocation of costs among customer classes establishes the basis to measure 

existing revenue levels from such classes against the costs incurred by the 

Company to serve them. It also provides a basis for establishing actual tariff 

prices that will equitably recover the costs associated with providing service while 

minimizing inter-class subsidies that may otherwise occur. In brief, using the 

class cost of service analysis, the analyst allocates costs to cost causers. The 

costs that a utility incurs to serve customers are the transmission facilities to 
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transmit the natural gas to town border stations, distribution facilities to distribute 

the natural gas to homes and businesses, general facilities that provide support 

to the first two functional groups and the related costs of operation. 

Some analysts utilize energy use in a class cost of service to distribute 

capital costs to classes. These analysts rationalize this allocation methodology 

by pointing out that these facilities serve year-round load. This methodology 

gives no weight to the critical point that these facilities were sized and built to 

meet the highest demand that occurs during the winter period for Atmos Energy. 

During the five winter months of November through March (the winter 

heating season), Atmos Energy can be expected to distribute about 75 percent of 

its total residential volumes. This vividly illustrates that the use of a design day 

allocation methodology links cost incurrence and the cost causer for demand- 

related fixed costs. 

Energy-related costs such as odorant vary with the actual throughput and 

should be spread to the various classes based on test year throughput. Costs 

such as services, regulators, meters, operation and maintenance of these 

facilities, customer accounting and other similar costs can he directly linked to 

given customer classes and should be allocated to and collected from those 

classes. 

b. The Classification Study 

Q. 

A. The classification study I prepared for the Company follows the general 

guidelines established above. It is easiest to present the details associated with 

PLEASE DESCRIBE THE CLASSIFICATION STUDY. 
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this process by introducing the specific studies I have conducted. Exhibit PHR-2 

contains the complete cost of service study (including the classifications 

developed) for Atmos Energy. The first five pages of the study contain 

summaries of the completed cost of service for total and customer-, demand-, 

and commodity-related costs. Pages 6 through 19 of the study contain 

summaries of the cost classifications employed. Pages 6 through 18 contain 

classification schedules for Gross Plant in Service, Reserve for Depreciation and 

Amortization, Other Rate Base, O&M Expense, Depreciation Expense, and 

Taxes Other Than Income and Net Deductions for Income Tax, respectively. 

Page 19 summarizes the classifications developed. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF GROSS PLANT IN 

SERVICE. 

As shown on pages 6-8 of the study, a majority of gross plant in service 

categories are classified as either 100% customer-related or 100% demand- 

related, pursuant to the methodology outlined previously in my testimony. There 

are two notable exceptions to this general rule. First, investments in storage 

facilities are classified as 50% demand and 50% commodity, consistent with the 

classification used in the Company’s last base rate proceeding. The second 

exception is investments in distribution mains, which are classified as 

approximately 85% customer and 15% demand, in accordance with the results of 

a zero-intercept. 

General Plant, which includes investments in property that cannot 

otherwise be included in other plant accounts, is classified in the same way as all 
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production, storage, transmission and distribution plant. 

WHY DID YOU EMPLOY THESE PARTICULAR CLASSIFICATIONS? 

As stated earlier, the classification process follows the classifications that have 

been previously accepted by this Commission in the Company’s last base rate 

proceeding. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF RESERVE FOR 

DEPRECIATION AND AMORTIZATION. 

As shown on pages 9-14 of the class cost of service study, the classifications of 

the Reserves for Depreciation and Amortization follow the same classifications 

as employed for Gross Plant in Service, since the same factors that influence 

Gross Plant in Service also affect the Reserves for Depreciation of those plant 

categories. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF OTHER RATE BASE ITEMS. 

Other Rate Base items include materials and supplies, gas storage inventory, 

prepayments, cash working capital, customer advances and accumulated 

deferred income taxes. Materials and supplies, prepayments and cash working 

capital are classified in the same way as operations and maintenance 

expenditures. Gas storage inventories are classified as 100% commodity- 

related. Customer advances are classified as customer-related cost and 

accumulated deferred income taxes are classified according to net plant, since 

they would appear to be largely driven by these investments. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF OPERATIONS AND 

MAINTENANCE (O&M) EXPENSES. 
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A. 

Q. 

A. 

Q. 

A. 

As can be seen on pages 13-14 of the study, 1 have generally classified O&M 

expenses in accordance with the NARUC classification models. For example, 

other gas supply expenses have been classified as 100% commodity-related. 

Underground storage O&M expenses are classified in the same way as 

investments in storage plant, i.e., 50% demand-related and 50% commodity- 

related. 

Transmission O&M expense is classified as entirely demand-related. 

Distribution O&M expense classification relies on customers for those expenses 

related to services, regulators and meters and composite classification factors for 

many of the other accounts that make up distribution O&M expenses. These 

composite factors are generated within the class cost of service model. A&G 

expenses are also classified based on composite classification factors. 

Customer accounts expenses, customer service and information expenses and 

sales expenses are all classified as customer-related. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF DEPRECIATION AND 

AMORTIZATION EXPENSE. 

Functionalized depreciation and amortization expense is shown on pages 15-17 

of the class cost of service study. Functionalized depreciation expense is 

classified the same as gross plant. 

PLEASE DESCRIBE YOUR CLASSIFICATION OF TAXES, OTHER THAN 

INCOME TAXES. 

Taxes other than income taxes fall into two categories, ad valorem and payroll- 

related. Ad valorem taxes are classified on the basis of piant while the various 

13 
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payroll-related taxes, most notably FICA taxes, are classified on the basis of total 

O&M expenses. Total O&M expenses are also used to classify the DOT 

transmission user tax and other taxes. The Public Service Commission 

Assessment is classified as commodity-related. Finally, while not a tax, the taxes 

other than income taxes schedule includes a classification of interest expense, a 

deduction to income taxes. Income taxes are computed elsewhere in the 

program. These classifications are shown on Page 18 of the class cost of 

service study. 

c. The Allocation Study 

PLEASE DESCRIBE THE ALLOCATION STUDY. 

The allocation schedules of the cost of service study begin on page 20 of the 

class cost of service study. Each allocation section consists of 4 subsections. 

The first subsection shows the allocation of the functionalized cost item’s 

customer component, the second subsection shows the allocation of the item’s 

demand component, the third the commodity component, and the fourth the total 

allocated costs. Thus, for example, pages 20-22 contain the allocation of gross 

plant customer-related costs, pages 23-25 gross plant demand-related costs, 

pages 26-28 gross plant commodity-related costs and pages 29-31 total 

allocated gross plant. 

Each line lists the functionalized cost item, the allocation factor used, the 

total company classified costs for that item, and the amount allocated of that cost 

item to each of the rate classes. These pages continue through page 71 of the 

exhibit. The allocation of revenue follows on page 72. Page 73 shows the 
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classification factors used in the study, while pages 74 and 75 show the 

allocation factors used. 

PLEASE DESCRIBE THE PRIMARY ALLOCATION FACTORS THAT YOU 

HAVE USED IN YOUR STUDY. 

There are three types of allocation factors used in this study. As is the case with 

the classification study discussed above, these allocation factors are related to 

customers on the system, demands placed on the system, and energy 

demanded from the system. 

PLEASE DESCRIBE THE ALLOCATORS OF CUSTOMER-RELATED COSTS 

THAT YOU USE. 

Six primary allocators are used to assign customer-related costs to customer 

classes: the number of bills, customer-weighted meter investments, and direct 

assignment to the four individual customer classes. I used these different 

allocators because different customer-related costs are more appropriately 

allocated with each. 

CAN YOU PROVIDE AN EXAMPLE? 

Certainly. The number of customers by class is used to allocate such expense 

items as sales and customer service and information costs. Meter investments 

are the best allocator for investment in meters. Industrial measuring and 

regulating station expenses are most appropriately assigned directly to industrial 

and transport customers. 

PLEASE DESCRIBE THE ALLOCATORS OF DEMAND-RELATED COSTS 

THAT YOU USE. 
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The two demand allocators used are a class’ design day peak, since design day 

forms the basis for planning decisions made by the Company and winter 

volumes, used to allocate storage expenses. 

PLEASE DESCRIBE THE ALLOCATORS OF COMMODITY-RELATED COSTS 

THATYOU USE. 

The primary allocator for commodity-related costs is total throughput. 

PLWSE SUMMARIZE YOUR ALLOCATION STUDY. 

The results are summarized on the first page of the class cost of service study. 

While this exhibit shows that all classes are making positive contributions to rate 

of return, the residential class is providing less than the system average rate of 

return. All other classes are providing a return greater than the system average 

return. In other words, these classes are subsidizing the residential class. 

The exhibit also shows the amount by which each class’s revenues must 

increase in order to achieve rate of return parity in the section entitled Equalized 

ROR (lines 37-46). 

WHY ARE THESE AMOUNTS OF INTEREST TO THE COMMISSION? 

One of the primary purposes of a class cost of service analysis is to identify 

interclass subsidies that may exist between the different classes of a natural gas 

distribution system so that steps can be taken to eliminate them. The equal class 

rates of return increase identifies for the Commission the extent to which rates 

need to be adjusted so that 

WOULD YOU RECOMMEND THAT THE COMMISSION ADOPT A CLASS 

REVENUE DISTRIBUTION THAT RESULTS IN EQUAL CLASS RATES OF 

identified subsidies can be eliminated. 
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RETURN? 

I do believe that equal class rates of return should be an objective of any rate 

design study. Consistent with this objective, my class cost of service study 

indicates that the Residential class should certainly receive a larger increase 

than the other customers on the Atmos Energy system. 

DOES THE REVENUE INCREASE ALLOCATION ADVOCATED BY COMPANY 

WITNESS GARY SMITH MOVE THE CLASSES CLOSER TO AN EQUALIZED 

RATE OF RETURN? 

In general, yes. This can be seen in lines 48 to 57 of page I of Exhibit PHR-2. I 

have input the revenue increases by class that are proposed by Witness Smith. 

The relative return by class (line 56) has generally been moved closer to 1 for 

each class based on Mr. Smith’s proposed allocation of the requested increase. 

DOES THE STUDY PROVIDE ANY OTHER SUPPORT FOR MR. SMITH’S 

RATE DESIGNS? 

Yes. Mr. Smith proposes customer charges that range from $13.50/month for 

residential customers to $500/month for interruptible and transportation 

customers. The levels of these charges are well below the customer-related 

costs developed in the study and shown on page 2, line 39 of Exhibit PHR-2. 

DOES THAT COMPLETE YOUR DIRECT TESTIMONY AT THIS TIME? 

Yes, it does. 
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SUBSCRIBED AND SWORN to before me by ?.@4L ti.. t/+P(b on this the 
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PAUL H. RAAB 

Mr. Raab’s consulting focus is on the regulated public utilrty industry. His experience 
includes mathematical and economic analyses and system development and his areas 
of expertise include regulatory change management, load forecasting, supply-side and 
demand-side planning, management audits, mergers and acquisitions\ costing and rate 
design, and depreciation and life analysis. 

PROFESSIONAL EXPERIENCE 

Mr. Raab has directed or has had a key role in numerous engagements in the areas 
listed above. Representative clients are provided for each of these areas in the 
subsections below. 

Regulatory Change Management. Mr. Raab has recently been assisting both 
electric and natural gas utilities as they prepare to operate in an environment that is 
significantly different from the one they operate in today. This work has involved the 
development of unbundled cost of service studies; the development of strategies that 
will allow companies to prosper in a restructured industry; retail access program 
development, implementation, and evaluation; and the development of innovative 
ratemaking approaches to accompany changes in the regulatory structure. 
Representative clients for whom he has performed such work include: 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Virginia Natural Gas 
Aquila 
Kansas Corporation Commission 
Atmos Energy Corporation 
Electric Cooperatives’ Association 
Central Louisiana Electric Company 
Washington Gas 
Western Resources 
Kansas Gas Service 
Mid Continent Market Center. 

Load Forecasting. Mr. Raab has broad experience in the review and 
development of forecasts of sales forecasts for electric and natural gas utilities. This 
work has also included the development of elasticity of demand measures that have 
been used for attrition adjustments and revenue requirement reconciliations. 
Representative clients for whom he has performed such work include: 

o Washington Gas Energy Services 
0 Central Louisiana Electric Company 
o Washington Gas 
0 

0 Union Gas Limited 
Saskatchewan Public Utilities Review Commission 
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0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Nova Scotia Power Corporation 
Cajun Electric Power Cooperative 
Cincinnati Gas & Electric 
Commonwealth Edison Company 
Cleveland Electric Illuminating 
Public Service of Indiana 
Atlantic City Electric Company 
Detroit Edison Company 
Sierra Pacific Power 
Connecticut Natural Gas Corporation 
Appalachian Power Company 
Missouri Public Service Company 
Empire District Electric Company 
Public Service Company of Oklahoma 
Wisconsin Electric Power Company 
Northern States Power Company 
Iowa State Commerce Commission 
Missouri Public Service Commission. 

Supply Side Planning. Mr. Raab has assisted clients to determine the most 
appropriate supply-side resources to meet future demands. This assistance has 
included the determination of optimal sizes and types of capacity to install, 
determination of production costs including and excluding the resource, and an 
assessment of system reliability changes as a result of different resource additions. 
Much of this work for the following clients has been done in conjunction with litigation: 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Enstar Natural Gas 
AGL Resources 
Washington Gas 
Soyland Electric Cooperative 
Houston Lighting and Power 
City of Farmington, New Mexico 
Big Rivers Electric Cooperative 
City of Redding, California 
Brown & Root 
Kentucky Joint Committee on Electric Power Planning Coordination 
Sierra Pacific Power. 

Demand Side Planning. Demand Side Planning involves the forecasting of 
future demands; the design, development, implementation, and evaluation of demand 
side management programs; the determination of future supply side costs; and the 
integration of cost effective demand side management programs into an Integrated 
Least Cost Resource Plan. Mr. Raab has performed such work for the following clients: 

0 UGI Utilities 
o Dominion Peoples Gas 
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0 

0 

0 
0 

0 

0 

0 

0 

0 

0 

0 

National Fuel Gas Distribution Corporation 
Columbia Gas of Pennsylvania 
Kansas Gas Service 
Atmos Energy Corporation 
Black Hills Gas Company 
Oklahoma Natural Gas Company 
Washington Gas Light Company 
Piedmont Natural Gas Company 
Chesapeake Utilities 
Pennsylvania & Southern Gas 
Montana-Dakota Utilities. 

Management Audits. Mr. Raab has been involved in a number of management 
audits. Consistent with his other experience, the focus of his efforts has been in the 
areas of load forecasting, demand- and supply-side planning, integrated resource 
planning , sales and marketing , and rates. Representative commission/utility clients are 
as follows: 

0 

0 

0 

Pubfic Utilities Commission of OhiolEast Ohio Gas 
Kentucky Public Service Comrnission/Louisville Gas & Electric 
New Hampshire Public Service Commission/Public Service Company of 
New Hampshire 
New Mexico Public Service Commission/Pu blic Service of New Mexico 
New York Public Service Commission/New York State Electric & Gas 
Missouri Public Service ComrnissiodLaclede Gas Company 
New Jersey Board of Public Utilities/Jersey Central Power & Light 
New Jersey Board of Public Utilities/New Jersey Natural Gas 
Pennsylvania Public Utilities Commission/ Pennsylvania Power & Light 
California Public Utilities Commission/San Diego Gas & Electric Company. 

Mergers and Acquisitions. Mr. Raab has been involved in a number of merger 
and acquisition studies throughout his career. Many of these were conducted as 
confidential studies and cannot be listed. Those in which his involvement was publicly 
known are: 

o ONEOK, IncJSouthwest Gas Corporation 
0 Western Resources 
0 Constellation. 

Costing and Rate Design Analysis. Mr. Raab has prepared generic rate 
design studies for the National Governor's Conference, the Electricity Consumer's 
Resource Council, the Tennessee Valley Industrial Committee, the State Electricity 
Commission of Western Australia, and the State Electricity Commission of Victoria. 
These generic studies addressed advantages and disadvantages of alternative costing 
approaches in the electric utility industry; the strengths and weaknesses of commonly 
encountered costing methodologies; future tariff policies to promote equity, efficiency, 



Exhibit PHR-1 
Page 4 of I O  

and fairness criteria; and the advisability of changing tariff policies. Mr. Raab has 
performed specific costing and rate design studies for the following companies: 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 
0 

0 

0 

0 

0 

0 

Atmos Energy Corporation 
Southern Maryland Electric Cooperative, Inc. 
Comcast Cable Communications, Inc. 
Cable Television Association of Georgia 
Devon Energy 
Aquila 
Oklahoma Natural Gas 
Semco Energy Gas Company 
Laclede Gas 
Western Resources 
Kansas Gas Service Company 
Central Louisiana Electric Company 
Washington Gas Light Company 
Piedmont Natural Gas Company 
Chesapeake Utilities 
Pennsylvania & Southern Gas 
KPL Gas Service Company 
Allegheny Power Systems 
Northern States Power 
interstate Power Company 
lowa-Illinois Gas & Electric Company 
Arkansas Power and Light 
Iowa Power & Light 
Iowa Public Service Company 
Southern California Edison 
Pacific Gas & Electric 
New York State Electric & Gas 
Middle South Utilities 
Missouri Public Service Company 
Empire District Electric Company 
Sierra Pacific Power 
Commonweafth Edison Company 
South Carolina Electric & Gas 
State Electricity Commission of Western Australia 
State Electricity Commission of Victoria, Australia 
Public Service Company of New Mexico 
Tennessee Valley Authority. 

Depreciation and Life Analysis. Mr. Raab has extensive experience in 
depreciation and life analysis studies for the electric, gas, rail, and telephone industries 
and has taught a course on depreciation at George Washington University, Washington, 
DC. Representative clients in this area include: 
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834 Demand Side Planning 
905 Costing/Rate Design 
917 -- Costing/Rate Design 
92 I Demand Side Pfanning 
922 Rate Design 

~ ~ - - ~ 1 1 _ 1 _ _ _ -  _____-I_^ 

District of Columbia 
_I___.___- 

u Champaign Telephone Company 
0 

o 
Plains Generation & Transmission Cooperative 
CSX Corporation (Includes work for Seaboard Coast Line, Louisville & 
Nashville, Baltimore & Ohio, Chesapeake & Ohio, and Western Maryland 
Railroads) 

0 Lea County Electric Cooperative, Inc. 
0 North Carolina Electric Membership Cooperative 
o Alberta Gas Trunk Lines (NOVA) 
0 Federal Communications Commission. 

I- 

TESTIMONY 

The following table summarizes Mr. Raab's testimony experience. 

934 Rate Design 
989 Rate Desian 

-____-_. 

1016 I 1053 
Rate Design 
CostindRate Desian 

I 1 

1054 Rate Eesign 

174,155-U Retail Competition 
1 76,716-U CostinglRate Design 

-I- -- -------- Kansas 

98-KGSG-822-TAR Rate Design 
99-KGSG-705-GIG Restructuring 
01 -KGSG-229-TAR Rate Design 

Rate Design 

- _ - " ~  - ~ - - - -  
____________ - _ _ . - - ~ " ~  

Rate Design 

02-KGSG-01 &TAR 
02-WSRE-301 -RTS 
03-KGSG-602-RTS 
03-AQLG-1076-TAR 

-- 

I 
Indiana 3681 8 i CaDacitv PIaniina 

I-.__I____-. -- 
Iowa RPU-05-2 CostingIRate Design 
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Jurisdiction Docket Number - Subject ___ 

05-AQLG-367-RTS 
06-KGSG-1209-RTS 
07-AQLG-431 -RTS 

08-WSEE-rn41-RTS 
r I I 

-- 
Cosi-of ServiceIRate Design .~ 

Cost of Service/Rate Design 
Rate Design 
Cost of Service 

- ~ - -  
__-___.- 97-083 

Capacity Planning 
Management Audit - 

bz is iana  I 

I____- 

I ~ - - - . .  U-21453 RestructuringlMarket Power 

I__.__ - 
D2005.4.48 4 Costina/Rate Desian 

___-- -..- .~ ~ 

8251 CostinglRate Design 
Demand Side Planning 8259 

8315 Costing/Rate Design 
8720 Demand Side Planning 
8791 CostinglRate Design 

Costing/Rate Design 8920 
8959 Costing/Rate Design 
9092 Costing/Rate Design 
91 04 Costing/Rate Design 

-__._-- ” - - - ~ ~  Maryland 
- - ~ _ _ _ _ . ~ ~ - - _ _ _ _ _  --- 

_ _ _ _ ~  
_.-__.I- _ I ~ - - _ _ _  

~ - - -  ---- ~- 
_I _-__ 

__.” 

~- ---_ 91 06 CostingIRate Design -- 

I I I 

Michigan 

Missouri 

~ - -  .-.- 
U-6949 Load Forecasting 
u-I 3575 Costing/Rate Design _..__--.-____.--.- 

GR-2002-356 Rate Desian 

~ - - - ~ - - - ] ~ - O O O l ,  NG-0002, NG-0003 
NG-0041 --____-_ 

- 
Rate Design 
Rate Design --- 

Nevada 
___I_____-___ 

-. 
New Jersey 

__ .- 

_-.---~- 
8 1 -660 Load Forecasting 

OAL# PUC 1876-82 Load __---I---_- Forecasting -. - 
BPU# 822-01 16 

New Mexico 

---_. 

2087 Capacity Planning 

27546 CostinglRate Design 

81 -I 378-.ELiA?R--- Load Forecasting -.- 

~ - -  
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- 
Tennessee 

Load Forecasting 
Costing/Rate Design 

PUD 200700449 Demand Side Planning 

_-.- ~ - - _ _ - . _ _ _ .  
PURPA Hearings Costing/Rate Design 

R-0061346 Costing/Rate Design 
M-2009-2092222, M-2009- Demand Side Planning 

/Teuas~--”---?----~~ -._- No. 9762 

2112952, M-2009-2112956 
M-2009-2093216 
M-2009-20932 17 

Demand Side Planning 
Demand Side 
Demand Side Planning 

-- ~ - - -  
_-- ---- 

M-2009-2093218 - ~ _ _ _ _ - -  

Costing/Rate Design ---” 

US Tax Court 4870 Life Analysis 
-- 4875 Life Analysis 

PUE900013 Demand Side Planning 

PUE940030 Costing/Rate Design 
PUE940031 Costing/Rate Design 
PUE950131 Capacity Planning 
PUB808 13 Costing/Rate Design 

Costing/Rate Design 
PUE-2003-00603 Costing/Rate Design 

- P U E-2006-00059 Costing/Rate Design 
PUE-2008-00060 Demand Side Planning 

-.--- ___I.- Virginia 
-__ PUE920041 ---- Costing/Rate D e s k  -I 

---- 

-.---- .__-I____ 
-- ---- PUE-2002-00346 

~ _ _ _ I  -- 

West Virginia 79-1 40-E42T Capacity Planning 
90-046-E-PC , Demand Side Planning 
I---- I 

. 
tijiiii&nsin 

.- 
05-EP-2 Capacity Planning 

In addition, Mr. Raab has presented expert testimony before the Federal Energy 
Regulatory Commission, the Michigan House Economic Development and Energy 
Committee and the Province of Saskatchewan. He is a member of the Advisory Board 
of the Expert Evidence Report, published by The Bureau of National Affairs, Inc. 
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EDUCATION 

Mr. Raab holds a B.A. (with high distinction) in Economics from Rutgers University and 
an M.A. from SUNY at Binghamton with a concentration in Econometrics. While 
attending Rutgers, he studied as a Henry Rutgers Scholar. 

PUBLICATIONS AND PRESENTATIONS 

Mr. Raab has published in a number of professional journals and spoken at a number of 
industry conferences. His publications/ presentations include: 

"Natural Gas as an Electric DSM Tool," American Gas Association 
Membership Services Committee Meeting, Williamsburg, VA, September 
15,2009. 

"Electric-to-Gas Fuel Switching," NARUC Summer Meetinq, Seattle, WA, 
July 20, 2009. 

'The Future of Fuel in Virginia: Natural Gas," The Twentv-Seventh 
National Regulatory Conference, Williamsburg, VA, May 19, 2009. 

"Revenue Decoupling for Natural Gas Utilities," Energy Bar Association 
Midwest Energy Conference, Chicago, IL, March 6, 2008. 

"Responses to Arrearage Problems from High Natural Gas Bills," 
American Gas Association Rate and Regulatory Issues Seminar, Phoenix, 
AZ, April 8, 2004. 

"Factors Influencing Cooperative Power Supply," National Rural Utilities 
Cooperative Finance Corporation Independent Borrower's Conference, 
Boston, MA, July 3, 1997. 

"Current Status of LDC Unbundling," American Gas Association 
Unbundling Conference: Regulatow and Competitive Issues, Arlington, 
VA, June 19,1997. 

"Balancing, Capacity Assignment, and Stranded Costs," American Gas 
Association Rate and Strategic Planning Committee Spring Meeting, 
Phoenix, 1121, March 26, 1997. 

"Gas Industry Restructuring and Changes: The Relationship of' 
Economics and Marketing" (with Jed Smith), National Association of 
Business Economists, 38th Annual Meetinq, Boston, MA September I O ,  
1996. 
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"Improving Corporate Performance By Better Forecasting," 1996 Peak 
Day Demand and Supply Planning Seminar, San Francisco, CA, April 11 , 
1996. 

"Natural Gas Price Elasticity Estimation," AGA Forecastinq Review, Vol. 6, 
No. 1, November 1995. 

"Assessing Price Competitiveness," Competitive Analysis & Benchmarking 
for Power Companies, Washington, DC, November 13, 1995. 

"Avoided Cost Concepts and Management Considerations," Workshop- 
Avoided Costs in a Post 636 Gas Industry: Is It Time to Unbundle Avoided 
Cost? Sponsored by the Gas Research Institute and Wisconsin Center for 
Demand-Side Research, Milwaukee, WI, June 29, 1994. 

"Estimating Implied Long- and Short-Run Price Elasticities of Natural Gas 
Consumption," Atlantic Economic Conference, Philadelphia, PA, October 
I O ,  1993. 

"Program Evaluation and Marginal Cost," The Natural Gas Least Cost 
Planning Conference, Washington, DC, April 7, 1992. 

"The New Environmentalism & Least Cost Planning," Institute for 
Environmental Negotiation, University of Virginia, May 15, 1991. 

"Development of Conditional Demand Estimates of Gas Appliances," AGA 
Forecasting Review, Vol. I, No. I , October 1988. 

''The Feasibility Study: Forecasting and Sensitivities," Municipal 
Wastewater Treatment Facilities, The Energy Bureau, Inc., November 18, 
1985. 

"The Development of a Gas Sales End-Use Forecasting Model," Third 
International Forecasting Symposium, The International Institute of 
Forecasting, July 1984. 

"New Forecasting Guidelines for REC's - A Seminar," (Chairman), Kansas 
City, Missouri, June 1984. 

"A Method and Application of Estimating Long Run Marginal Cost for an 
Electric Utility," Advances in Microeconomics, Volume 11, 1983. 

"Forecasting Under Public Scrutiny," Forecasting Energv and Demand 
Requirements, University of Wisconsin - Extension, October 25, 1982. 

"Forecasting Public Utilities," The Journal of Business Forecasting, Vot. 4 ,  
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No. 4, Summer, 1982. 

0 "Are Utilities Underforecasting," Electric Ratemaking, Vol. I .  No. I, 
February, 1982. 

0 "A Polynomial Spline Function Technique for Defining and Forecasting 
Electric Utility Load Duration Curves," First International Forecasting 
Symposium, Montreal, Canada, May, 1981. 

0 "Time-of-Use Rates and Marginal Costs," ELCON Legal Seminar, March 
20, 1980. 

0 "The Emst & Whinney Forecasting Model," Forecastincl Enerw & Demand 
Requirements, University of Wisconsin - Extension, October 8, 1979. 

0 "Marginal Cost in Electric Utilities - A Multi-Technology Multi-Period 
Analysis" (with Frederick McCoy), ORSA/Tims Joint National Meeting, Los 
Angeles, California, November 13-1 5, 1978. 
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10 
11 I 12 
13 
14 
15 

L,, 16 
17 
18 
19 
20 
21 
22 I-' 23 

i 24 
25 
25 
26 
27 
28 

30 
1 3 1  

32 
33 
34 
35 

37 
38 
39 
40 
41 
42 
43 

I 44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 

~- 

l 2 S l  

-- I 
Operating Expenses: 

dpiiating Maintenance 168,789,105 105,147.532 55,410.967 4,870,804 3,360,002 I 

Depreciation &Amortization 12,899,592 9,480,453 2,464,151 162,276 792,711 
4,186,517 2,799,876 843,026 60,312 483.302 

185,875,214 117,427,862 58,718,%4 5,093,192 4,636.01 6 

13,854,283 553,427 6 , l U O  149,668 7,018,778 

685,715 

Taxes Other Than Income 
I 

Total Operating Expenses 

Income Before Taxes .,- 

Interest Expense 6,168,882 4,218,085 1.183,141 81,942 

Income Taxes: I 

I I ~. 

1 I 

I I --. 
___--____I.___ 

I 
6.00% 461,124 (21 9,879) 296.956 4,064 379,984 StatelncomeTaxes 2,083.578 

Federal Income Taxes 35.00% 2,528,497 (1,205,672) 1,628,310 22,282 
Total Deferred Income Taxes 0 0 0 0 "  01 

07 Amortization of ITC 0 -- 
I 

I I  

1 1  - - .  

I I 

I 

0 0 0 

2,989,621 (1,425,552) 1,925,266 26,346 2,463,562 

10,864,662 1,978.979 4,207,144 123,323 4,555,216 

184,697,058 - 126,289,956 35,423[370 2,453,354 20,530,378 

_.___.I 

Total IncomeTaxes -11.-. 

Netlncome 

Total Rate Base 

RateofRetum ~ 

Relative Rate of Return 

Equalized ROR: pp______.__ppp ' 

Net Income Increase 5.758.073 ,_ 9,387,118 (1,019,041) 97,479 (2,707,482). 
62,020 101.108 (10,976) 1,050 (29.162) UncollectibleslPSC Fees Increase 0.6538% 

IncomeTaxes 
Gross Revenue After Increase 209,215,532 133,445,927 63,171,753 5,403,451 7,194,401 
Revenue Increase 9,486,035 15,464,639 (1,678,801) 160,590 (4,460,393) 
Rateof,Return 

Percent Increase 

5.8824% 1.5670% __ 11.8767% 5.0267% 22.1877% 
3.T1, -. 0.85 1 .oo 0.27 2.02 - 

! 3 6 - 1 1 - - -  ---.. 

__ ___._I 

3,665,942 5,976,414 (648,784) 62,061 (1,723,7491 

9.0000% 9.0000% __ 9.0000% 9.0000% 9.0000% 
Relative Rate of Return 1 .oo 1 .oo 1.00 1.00 1 .oo 

4.7494% 13.1077% -2.5887% 3.0630% -382709% 

135,337 ____ 4,909,162 
."-- - 

P ; o k d  Rate Levels: 16,622,734 6,641,674 4,936,561 
' I  

5,758,072 4,662,695 729,417 12,014 353,945 

3,665,941 2,968,557 464,392 7,649 225,343 

Net Income Increase __.- . 
62,020 50,221 7,856 __ 129 3,812 UncollectibleslPSC Fees Increase - 

IncomeTaxes 
Gross Revenue After Increase __ 209,215,530 125,662,762 66,052,219 5,262,653 12,237,895 

9,486,033 7,681,474 1,201,665 19,792 583,101 Revenue Increase 
9.0000% 5.2591% 13.9359% 5.5164% 23.9117% Rate of Return 

1 .oo 0.58 1.55 0.61 2.66 
5.0033 

Relative Rate of Return 
.,Percent Increase ___I_I,I_-.,,...Y_._ .* _-__- 3 9 %  ___ l_".ll_-_l..-____. ---0.3775%---. - 6.5108% 1.8530% 
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j Almos Energy Corporation, KentuckyMlid-Stales Division 
‘Kenlucky Jurisdiction Case No. 200400354 

I I I I I  ~- 
jSUMMARY OF CUSTOMEI? COSTS ,- 

I 
I f Forecasted Tesl Period:Twelve Months Ended March 31,2011 

I ! I ! (  ---.- 

-..___.I1.._”””_._-..-.---I , _ - - - - . _ _ ~ _ . ~ _  
_.__ 

I-- 

- 
- 
- I -4 

I 
I 

I 
I 
l ( I I I  I I  -I__ I I \ 11 IRaleBase- 139.554.968 L--108.262,066 I 25,833,276 I 1,583,519 I 3,876,107 

I- 

Total Commercia{ & Fim Industrial & 
Residenlial Public Authority Industrial Transport Company 

$ - I 1 

I ---_I__ _- 10 InmmeTaxes: 1 11 

r 13 FederallncomeTaxes 1,910,503 (735,229) 
- 348,420 ( 134 I O M  ) 222.049 t 12 SlalelnmmeTaxes 

14 Deferred Income Tams 0 0 
15 Amortization of ITC 0 
16 
17 Tolal IncomeTaxes 2,258 923 869,313) 1.439.619 15.533 _ _  1.673.085 I ( 

__I..-. - 
18 I I - I 19 Total Customer-Relaled Costs (riI Realized ROR 45.281.085 I 29.018.560 10,333,689 467.931 5,460,905 
20 Tolal Customers I 171,610 1 152,237 18.956 207 21 0 

1588 $ 4543 $ 188.53 $ 2,j67.89 2l Customer Costs ($lwstomerlmonth) .- p _._ 
I 

I Lf 

1 28 

1 28 
j 30 

I 2 3  I I  I 24 Inwemental Relum @l Equalized ROR -- 4,350,734 7,493,058 (799,038) 65,230 (2,40451 7) 

I 26 Incremental UncollectiblesPSC Fees Increase 46,861 80,707 (8,606) 703 (25,942) 
I #.-I I 1  I I  

I 25 Incremental Income Taxes 2,769,943 4,n0,540 (508,717) 41,529 (1.533.4091 

ToA CusEG-Related cosis Q Equalized ROR- i 52,448,624 41,362,865 9,017,328 575,394 1,493,037 
Cuslom=--p -..-- I 171,610 152,237 18,956 207 21 0 
Dollars/Cuslomer/Monlh I $  8 .47  $ 27-64 $ 39.64 $ 231.83 $ 592.71 , 

i 32 

i 24 
1 33 

1 35 

__-I_- I /  
Incremental Relum @ Proposed Rates 4,350,733 3,923,339 522,077 654 (95.337) 
lnwemenlallncomeTaxes 2,769,943 2,497,838 332,386 41 6 (60.69Q 
Incremental UncollectiblesiPSC Fees Increase 46,861 42,258 5,623 7 (1.0n) 

JO I 1 ! 37 Tolal Customer-Relaled Costs @ Proposed Rates 52.448,aZZ 35,481,995 11.193,775 469.009 5.303.844 
38 Customers 171,610 152,237 18,956 207 210 
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-ll_l_-" .--I --- 
lAtmrEnergy Corporation, Kentucky/Mid-States Division- 
Kenlucky Jurisdiction Case No. 2009-00354 
Forecasted Test Period: Twelve Monlhs Ended March 31,2011 ___ 

I I I I  - --_1 

1__7. I-.." __.I__-_. 

.- .--zzii 
-~ ! 

I I I I  I 1  I I I 
.._-I--- - Total 1 commercial & 1 Firm j I n d u s l r c l  

! !  Company I Residential I Public Authority I industrial . I Transport 

I 2  
3 
4 
5 
6 
7 
6 
9 

l o  

..-- 

1- 

/ I  
Return @ Realized ROR 1.689.762 ( 118,691) 701,191 30,589 1,076,673 

586.696 O&MExpenses 1,788,976 771,515 392,723 35.842 
Depredation Expense - 1,437.694 620,021 315,608 28,604 473,261 
TaXe!+,OIher - 573,647 247.391 125,929 11,493 188.633 ! 

Interest Expense _. 959,436 413,767 210,619 19,222 315,828 

lnwmeTaxes: 

I 1  -___ 

I I  _I. I---. - ________ 
I I 

I I] 

12 
13 
14 
15 
.c 

---- .~ 
State income Taxes 71.718 (52,307) 48,174 1,116 74.734 

Deferred lnwme Taxes 0 0 0 0 01 
Amo&zation OrITC, 0 0 0 0 0 

Federal Income Taxes ______ 393,253 (286.81 5) 264,154 6,121 409.794 

I 
I" , , 9 

17 ToiallnwmeTaxes 464.971 (339,122) 3 1 2 . ~ ~  7,237 484,528 

19 Total Demand-Relaled Costs @9 Realized ROR 5,955,049 1,180,914 1.847.779 113,965 2,81=17 
18 I I .-- 

I 2 0  I !  .--- 4 -..- 2 
I 21 

22 

I 24 
r--=--1 

1 23 
I 

21,207 1-(225.&111 Incremental Return @ Equalized ROR 
incremental Income Taxes 570.158 785.532 { 85,092) 13,502 (143,784) 

I I ~_~ 
695.543 -:-------- 

Incremental UnwlleclibleslPSC Fees Increase 9.646 13289 (1,440) 228 (2,433) r I t  I 
I D  rz-. 
1 2 7  

I -_ I 

148,903 2.440,334 J Todl Demand-Relaled costs m Equalized RoR 7,430,396 3.213.566 1,627,593 
/ I  __-- ___I___ 

26 
29 
30 

I 31 
1 32 
1 33 

1 1 
incremental Relurn @ Proposed Rates 695.543 - 499.050 138,280 .__ 7,915 250298' 

5,039 159,3551 

TLd, Demand-Relaled C---' 7.430395 _?1003.%- - 2 , O B 5 8 7  - - 12!,005 .--A - 

lncremenlal Income Taxes no.  158 317.726 88,038 
lncromenlal UnwlledibleslPSC Fees  Increase 9.646 5,375 1,489 85 2,696 

___-- 
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1 2 7  
28 1 29 . 30 
31 

i m n  

. ~ - -  I 
3 Return @ Realired ROR 965.686 331,749 193,188 17,313 423.438 I 

32341 5 Depreclalion Expense . 69,694 23,442 12,706 ___- 1,205 

- ___- 
146.177.588 87,645,800 51,817.394 2098,980 i 4 -..----- O r n ~ e n s e s  

1,014,668 482,348 283,747 25.322 zmq I I 8 TaxeS.Other _____I_________ . 

i 1 1  _~_-______-- 
Total Commodify-Related Costs @ Equalized ROR 149,336,512 88,864,276 52528,865 4,679,134 3,264,234 i 

I I  I 
TotalThroughput ____ 39,147,037 10,009,211 5,817.322 519.670 22,800,835 
Commodity Costs ($/Mcff $ 3.81 $ 8.88 $ 9.03 $ 9.00 $ 0.14 
I 1 

18 I I ~- 
, I 9  Tolal Commodity-Related Costs 148.493.363 --88,574.626 52,360,192 4,664.018 

5,817,322 519,670 22,800,835 1 
$ 8.84931 $ 9.W74 $ 8.97497 8 0.12695 1 39,147,037 10.009.211 i 20 TolalThroughput - 

f 21 Commodity Costs ($/MCn .--. 

33 
. 34 
1 35 

Iinaemental Reium @ Proposed Rates 51 1,798 (244,101) 257.794 1 1,579 496,524 
llncrementatlncomeTams 325,841 (155,410) 164,127 1.005 316,117 

(2,629) 17 5,348 lincrementai UnmilectibleslPSC Fees increase 5,513 2.777 I 

1 %  
37 

1 38 

-~ 
4,666,620 

I 1  . . _ I ~  
Total Commodity-Related Cmls c(9 Proposed Rates 149,336,512 88.172,486 __ 52,784,890 
Totaimroughput 39,147,037 10.009.21 I 5,817.322 519.670 22,800.835 

8.81 $ - 9.07 , 8 8.98$".---.- 0.18 
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--- - ----I --_--_11- --_.---__Ix--. 

IAbnos CommSon. KentuckvlMnlstsb hv161orl 

~Forecosted Ted Penad: T w e k  M& Ended March 31.2011 

.CLASSlflCAllONOFGROSS PVWT INSERVlCE 

IKUmrCkv Julsdlclion c8se tb ZD09.00351 I-____ 1 - - ~ -  

I 1  I l l  -_ 
I - 
I l_____l_- - 

__ .- -- 
M o m e r  Demand - CommoW Tost Year Classff CILmlf 

f Fadm BaSlS S t s 
-__I--- ~ ~ _ _ _ _  

Irdnnglble Rad 
I 

3 30100 OmaMation 8.330 5 4  P.S. T & D  Rant 6.723 
4 30200 FranchscshCoffients 
5 30300 MecIrr&15&Aant - 
6 " 1  
0 I I  I_- 

9 Froducbon Pbd 

119.853 5 4  P,S.T hDFiant 96.735 
9 8 0 -  - 

128,182 103.458 Total l r l a ~ ! M  Plant __ 
~ I I  10 

11 32520 FrodUumLeasehddE 2.353 ZO_- Demand 

1.617 80 
21.033 1.285 

~ - 1  
n,350 1.374 

2,353 
I 83,422 

3,492 
1 47,163 

528,zia 
1%3W 
44.309 

0 901,402 

03.422 20 Denrmd 
3.492 20 Demand 

47,163 2 0  Demand 
520,218 2 0  Demnd 

12 32540 Rl"hk0fways 
13 33100 PmdcdlonGw Wclk E q w M  
14 33201 RetdUna 
15 33202 TIlbhfyLw?i 

' 192.384 20  Domad 
17 33600 Pu,mcolwnEsuprnent 44,309 2 0  IDemand 

I 18 -. 
20 I 

1 18 33400 FkldMcas hReu StaEsitp 

"- - I_- --- 
901,402 i 19 Total R o W n n  plant 

i 21 -sew __ _____ -_-- 

-_ 

- 

0 

I 
f z !  __ 

251,127 3 5 Slora~o (50150) i w 35018 lLsnd 
4.882 3 5 Stora~c (50150) 

11250 3 5  Slora0~(50150) 
i 24 35020 Ihhtsofway -__ 
f 26 35100 ISbudue~andfnuuovement. 

153.261 3 5 Slomao (50150) 
23.130 3 5 Stornge (50150) 

137.443 3 5  - Storane(5O)SO) f 28 35104 OlhcrSbwtucs 
35200 weos \ ~l MP d ww 351.174 3 5 Stomgc (50150) 

1.876.703 3 5 SlornPe (50150) 1 35201 WdlMdW1On 
31 35202 W e l E q u p W  - 477,339 3 5 Storage (50150) 

1.694.833 3 5  Storanc(50150) __ i 32 3nO3 CffihonGn6 
33 35210 Lc8sehdds 178530 3 5 S I O R Q O  (50150) 

130,553 130,563 
2.341 - - 5625 5.625 

76,631 76,631 
I 11.588 11.569 

68.721 68,721 
177,087 in.087 
938.391 838.391 
238,680 230.609 
847.415 047,416 
89.265 89.265 

2,341 

---I_ 

~4.614 1 34 35211 StorageffiM 
170,5M 35 35301 FicMLrneS 

36 , 35302 TnbthVunCS 209A58 
927.898 
242,482 1 / 35500 MZPaReg E w p S w  

1 39 I 35800 RnfilalmnErmpmrd 184.849 

35400 Co regsOrStntonE med 1 
27 307 27,307 
00,250 89.250 

3 5  Storoqe(5015q I - , 
3 5 Storage (50150) 
3 5 Sloraac (50150) 
3 5 Storage (-0) 
3 5 Storage (so/50) 
3 5  Storane(rn50) I 

1 104.729 104,729 
463.919 . 463,949 

I 121,241 121.241 
a2424 a2424 

- 

40 
41 
42 
43 
44 

i 45 
] 48 r 47 
1 40 

49 I 50 
1 51 ' 52 
a 
64 

I I  ---I-. I 
0 3.475.180 1 3.475.100 Total Storaoe Plad 6,950,361 

Trarurrioslon: _____.____ 
1 

1 

I .___- 
I 

26 070 
867.m 
46.243 
60B40 

403.219 

595.357 
2.056.856 

Total TrammWon Plad 37,538,925 0 37.530.925 

26,wo 20 Demand . ~ .  - * 
0 ~ 7 . ~ 1 2  20 ~smand 
44243 2 0  Demand 

33.403557 2 0  Demand 
5 9 5 3 7  2.0 Demand 

30510 Lad&LandRiflhk 
36520 Ri MPdWa 
36602 S&lWtS&&ImVCIlYMS 
30603 OhErSinI!Ams 
35300 Malm Covlodrc proledion 
36701 Maim-Steel 
36900 
36901 M-.&Rei. E;Ukrd 

60,940 Dcmand 
405.219 2 0  Demand 

- 33.485357 - I  

~_l.___l.--I 

.I __ 
Mea. &Re .E u W____._ 

2,056,856 2.0 ,Delmd _, 



_I__-- _I. 

LAI- ~nernv Comotauon. KerduckY/Mid-Stalcs bmion - 
8 Kenl 
kFore%ITed Pcnod T w e h  M o n h  Erded March%gl.l_, 

JsQ&llon CDae No 2009-00354 
___----__I 

I I  I l l  - --- --_ 
~C~SS~F~W\TIONOF~ROSS PW INSERV~CE --- 

_ _ ~  
I ..-- 

Test Yesr Clasc~I uaud ___ Cus(amer 
s Factor 88616 - 5  

_ _  - .-- 
82 GenQsaL -I 

72,702 83 --- 90.075 5 4  P. S, T 6  DPlant 
681,717 

IBd- 38900 Land 6 Land R I g b  
857.020 5 4 P. S, T 6 D Plan! 

5 4  P,S,T6DPlanl 
i 85 39000 Sbwtucs6llmpmvemcrhs ~ 

181,144 5 4  P.S.ThDPlani - 146204 
i 86 39001 ShUCIU~sFrntne 

587,205 727,533 5 4 P. S. T 6 D Plnnt 
6.022 

I 88 W 0 3  ImpinKmrms 
7,461 5 4 P, S. T h D Planl 

1.058.693 
1 89 39004 fw~an&bor&wEqupmd 

1,311,694 5 4  P,&TLDPbnl 
go 38009 lmprovcmsnt lo leased Ramises 1.167.541 5 4  P. 5. T h D Plant 942.344 

5 4 P. S, T L D Plant 
91 39100 OfnnFurnilueL Eslapmenl 

5 4  P.S,ThDPlanl 
92 39102 Remdlance Proocssolg &UP _- 
93 -39103 OrTmMa&ms 
94 39200 Tmnsportellon Esupmenl 
95 39201 Tturks 

2163 5 4  P.S.ThDPlaM 
5 4  P , S , T h D P l d  

96 39202 Trailen - 
1.683.916 5 4 P. S. T 6 D Rant 

5 4  P.S,ThDPlant 

I -I__ 

87 39002 Sbuitrcrsrlck 

48.511 5 4  P,S.ThD&-- 39.154 
21.941 5 4  P.S,TIDPlant 17.709 

1,746 

1,359.119 
! 97 39300 StorsbEquonmd 
I 98 w o o  TOO$. shop asatam Eqwment 
I 99 39600 PowcrOperaledEqupment 

194,161 5 4 P. S. T 6 D Plant 156.71 I 
148,407 5 4  P,S.ThDPlant I__ 119.782 

30,947 38.343 5 4 P. 5. T 6 D Plant 
121.533 150,577 5 4 P, S. T 6 D Plant 

5 4  P.S.ThDPlant 
5 4  P.S.ThDPlant 

53.525 66,316 5 4 P, S. T 6 D PlaM 
3,144238 5 4 ' P, 5, T 6 D Plant 2.537.m 

5 4  P,S,ThDPlant 
142045 175,990 5 4 P. S. T 6 D Planl 

113.473 -fi_-- P,S,T&DPl;mnt 91.586 
511.781 5 4  P.S.TLDPlant 413.068 

IO0 39603 m&rs 
io1 39604 Backhoes 
102 39605 Weldem 
103 39700 Commoi&onEWPment 
104 39701 Commwlmllon WpmUI! - MoMc Rndlos 
105 39702 CqmmaMIiDn Equpmenl- Fmed Radjm 

107 39000 MmxUaneoffi E~upmcrd 
lo8 39900 Other Tangible RoPeriv 
109 39901 m e r  T a W e  Rope* -scryep+- WW 
110 39802 Mhef TamMe Roperlv- S E ~ r t i  - YYy 
111 33803 Olhcr Tangible Ropcrly - Ndwork - t.wV 

I 106 39705 Cammnioabon EWP - Telemelennu -- 

5 4 P. S. T h D Plant 
5 4  P.S,T&DPlard 

t 112 
! I13 39905 Mhcr Tam8ble FTOPC~V - MF - lgrdware - - 

39904 W r  Tans Pmperlv . CPU 

- ---I 

-1 

-1 

- 

- - ~  

Damend Comnmdm 
5 s 

16.408 956 - 156,116 9.188 
-- 

32.997 1.942 
132.528 7.799. 

1.359 80 
238.940 14 052, 

12.516 212681 
- I  

520 
235 

334 23 

--- 
8,837 

, 3.997 

306,744 18 , 052 

35,369 2.081 
27.034 1 591 

- 6.985 411 
27,429 1.614 

12.080 711 
572.758 33.707 

Z2059 1,887 
1216 20.670 

93227 5.486 

- 

3291.850 5 4  P.S,T6D-P&& 2,656 993 599,656 
188,526 42.649 

63,047 
233,579 5 4  P,S.ThDPlanl -_ 

279,347 346.104 5 4  P,S.TLDFMl  
- 5 4  P,S,TbDPfant 
5 4  P,S,T&DPlanl __ 

\ 114 39908 DIIEI ~ a t l p  Rop~rtV - PC tbrdwara 
115 39907 Olhu Tans Propem - PC SORwarc 
116 39908 OulerTarq Propem MaldrameSMI ' 'L17 39808+ MherTana RoDerlv-AwfwfianSom 
118 39924 Olher Tam Propem - General Starlm Cosb 

119 11.714.450 2,643,074 120 TOM General Plant 14.51 331 8 

273,458,437 61.717.764 
121 
122 TDTK DIRECT PLANT 338,808,350 

I 24 CWtP WIO AFUX: 

I 
I I  

4,155,608 5 4 P. 5. T 6 D Plant 3.354.132 757,005 
123 I 1 1  --_--__ - 

12% - K e  Milcslates General Olfice - I 
I 125 I-- 

, 1 2 7 .  , I 1  

. 122 
128 I I ImWbk Plant 

130 301001 Oraantnfirm 63243 5 4  P,S.ThDPlanl 51 .W 11.520 
131 30200 Ffanddsea 6 Constnk 5 4  P.S,TLDPlant 

35.291 
2,504 
3,710 

155.594 

3.632.149 

44,550 

--11 

I 

378,671 5 4 P, S. T 6 D Plant 

441.014 
I 135 . / I  

1% - Ge-l_-______ 
137 -1 -- - 

5 4  P.S.ThDFlanl 
612051 6 4  P,S.T&DP(ald 

5 4  P,S,TbDPlant 
312,405 5 4  P.S. T6DFlaid 

13253 - 5 4  P.S,T6DPlaid 

5 4 P. S, T 6 D Plant 
5 4  P,S.ThDPlilnl 
5 4  P,S,T6DFiwd . 
5 4  P.S,ThDPlant 
54  P,ST&DPlant 

1,420 5 4  P, S, T 6 D  plant 
49,356 5 4 P. 5. T h D Plant 
2,900 5 4 P, S. T 6 D Plant 

5 4  P.S,TbDFlaid 
5 4 P. S. T h D Plant 
5 4 P, S. T 6 D Plant 

107,800 5 4 P, S. T h D Plant 
s 4 P, s. T a D ~lent 

138 37400 bM&hndRlDb 
139 39001 SmmhresFrame 
I40 35602 Sbucbes hlrrgmuemenk 

I i 4 1  38800 LailCf6hndfflW 
1 142 39004 IhCanfmaavi&UtP 
' 143 39008 Improvement l o  leased Renures 

144 39100 Oii%cFunWue6E&~nl 
145 39102 Rerrittan~c hcw~w E d P  

I r46 39103 OIikeMadrnes 
1 147 39200 TrareportGUonEwPmwt 

--__ 
menl 1,970 5 4  P.S. T h D  Plant 

22.170 5 4  P,S.T&DPlant .- __ 

148 39201 TNckp 

150 39300 GtoresuHnpmtnl 
151 39400 %ob, shw, 6 Garage Equpmenl 
152 39600 Power Operated blupment 

I 1 5 3  39603 C M C l m  
154 39604 Batxhoer 
155 39605 Welders 

1 149 39202 TmPw --_I 

' 156 39700 CofMludto~OnCLODlTICld ! 157 39701 Commuvcalmn &wment- Mobtle bdms 

icso 39800 Mtwdlaneous menl 

158 39702 C o m & o n  Esropmenl Fired Radios __ 
159 39705 C o m ~ t o l J ~ n  Eqwp - Tdemdnrhg 

305,632 Ga,979 4,059 

356,677 80.500 
-- 

_______ 
49400 d l 4 9  656 

__ - 
252,148 56.908 3.349 

3 
142 10.697 Z414 

17.894 4.039 238 

1.590 ".-__ 359 

.- 

1.146 259 15 

2341 I 528 31, 
39,836 8.991 w .  

I 

I 

I 
86.046 1 19.601 1.1% 

I 
I 162 

I63 
164 

1 165 
166 

252 
2,279 - 514 - 30 

8,002 

='--X1900 - 
24,457 5 4  P.S,TbDPlant __ 19.740 4.455 39801 Duler TWlble Properlv - SslvIII6 - WW 

39902 DUrr Tanqiblc prop& - Sewers - 9MI 
39903 DBerTongtbleRopethl-NENlorir-HNV 828.541 5 4  P S.ThDPlant 668.731 150.828 
39904 OUrrTEIla PmPWlV-CPU 
39905 DUrrTonqible Propedy-MF- tbrdworc 

2,823 5 4  P, S. T 6 D  Plant 

5 4  P.S.T&DPlant- 
5 4 P. S. T h D Plant 

351.254 
43.089 

296,166 

167 3990s OherTann Pro~wtv-PClgrdwarc 

i 170 39908 OUrrTen Pro c - I&onSolhvare _I_ - 
171 

I 1 7 2  
1 173 Tala1 G e m 1  Ptant i 174 

175 

39924 O M  To: Pr&: ~ ZrnI %rlW Ca* 

2,448.021 
I 

CWlPWlD AFUDC w###W#M 
1176 .---LIJ..-_ ___ _______ _ _  

3.073- 
452 

5 4  P.S.T&DPlanl 239,041 53,950 3,175 
5 4  P,S.T6DPlant 
5 4  P.S.TbDPlant - 

5 4  P. S,T hDPlant 291.574 55.8W 
5 4  P.S.ThDPlant 34 . 778 7 , 849 

1,975,843 445.935 26244 
I_ I 

I 
I_ 

5 4  P SThDPlnn l  (40,?.25)1 - I 
_.I_--I -_' -I---_ I L L----- 
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190 
’ 191 1 192 

194 
193 

195 
196 
197 
190 

! 199 r 200 
201 

I 203 
I 202 

205 
206 

1 207 

209 
210 
211 , 212 
213 i 214 

1 204 

t 200 

I 215 

5 4  P,S.TELDPlant 
5 4  P.S.ThDFlard 
5 4  P,S.ThDRant 
5 4  P.S.ThDAard 39300 SlOresEqu~mwl 

5 4  P,S,ThDFiard 
5 4  P.S,ThDUmt 

39600 Power Opereled Esupmenl 
39603 DPchcrs 

5 4  , P.S.ThDWnt 
39604 ‘BackhoeS _.___ 

38505 Weldus 
39700 CommcalionEsu~mcnl 
39701 C o m m d o n  mpment- Mobile Radios 5 4  P.S,TBDPlard 
39702 Comdcabon  Eammmt- Fmed Radros I 5 4  P.S.ThDPhnt 

, 5 4  P.S.T6DPlant 
39800 MsceUaneou~EqupmMl 10,570 5 4  P.S,T&DPlanl 8,531 1,925 113 
39705 ComrmnlcBlion Equp - TelemlulMl 

10 168 ________ 
673.915 152.098 0.051 

39900 WlerTa HERO e I _  

7.015 
39901 Other Ta%% Ro!e$ ~ Scw~rti C W W  

528.177 119.205 
07 898 - 19,838 1.167 

39902 Other Tnngide Ropem) - Sewen - SMI 6H.399 5 4 P, S. T & D Plant -- 
8,936 585 

39903 OUlerTan$alcRopem)-Ndnork WW 
54,547 - 5 4  P.S.ThDPlanI 44,026 
57.758 5 4  P.S.ThDPlanl __ 46.618 10.521 619 

389M Other Taw Rapem). CPU - 
2.572 

39905 Olher Toraide mpeny - MF ~ Hardwars 
39908 MherTa R a  em)-PCHuhvarc 239,917 5 4 P. s, T a D piant - 193.6‘11 43.704 

842 39907 -__ m W T a  e - f f i S a b ’ v t e  78,667 5 4  P,S.ThDPlent 63,413 14.312 .. 
, 39908 Other TO: %e$. MslnfrsmO SMi - 4&6,929 5 4 P, S. T h D Plant 3,419,703- n i . 8 0 4  45,421 

1.375. 39909 Other Tong Pmpem) - Applicalton Soilwore 128236 5 4 P. S. T 8 D Plant 103.501 23,360 
I 39924 WlerTang PropertyLGeneral%mqlCosk 5 4  P.S.T&DFient 

39200 Tmportnbon Equpmml 
38201 TNCb 
39202 TreilcrS 

39400 Tools. Shos 6 Garage Emspmsnr 2.079 5 4  P. S. T&D Mcd 1,678 379 22 
__.- .- 

5 4  , P . s . T ~ D P ~ o ~ ~  

77285 5 4  P.S.ThDFiant - 62.378 71.078 829 

909 5 4  P,S.ThDPlant 734 
034.965 5 4 P, S, T L D Plard 

108.9M 5 4  P.S,ThDPlant . 
- 

I 
6015,613 1.357.6ffl 79.901 . I 

Tolal Gmeral PlanI 7A53,198 

---Lpp-74 UMP WlO AFWC 

S h e d  S e w ~  -mer SWPOlt: 
I 1  

224 37400 LandLLandRlghls 
m 

zz6 mi02 m u ~ 1 ~ s a i ~ r p l o ~ n t 5  
227 37503 lmormmnk - 

GenernL ~ 

1225 39001 S1TUC1Ue8FrOme 

I 228 39004 I \ l rCondnorhEW~md 

P, S. T h D Plant 606.838 136.959 8.050 I - -- 
_I_______ - -~ 

- 5 4  P.S.ThDPlanl _-I__---- - 
5 4 - - -  P,S,ThDPlanl 
5 4  P.S.ThDPlanl 
5 4  P.S,ThDPlsnl - 
5 4  P.S.ThDPla1 

I- - 

189 39103 06wMadxneo 

150,274 33,916 229 39009 lmp~oYNneIdIokOSCdPTC~6eO 188,168 5 4  P,S.ThDPlanl 

5 4  P.S.ThDPlant 
5 4  P.S,ThDPlant 
5 4 P. S. T h D Pbnl 

230 39100 OICEC F&e h Eqlspment 14.695 5 4 P, S. T & D Plant 11,Mjl 2,677 
231 39102 Rem(tsMPmce66wEw~ L 

232 39103 D N m M U d m ~  
1 233 35200 TramDorWion~Pment 

1,996 
158 

I 

5 4  P.S.ThDPlont 
5 4  P.S,ThDPhnl 

1-234 39201 TNcks 

5 4  P.S,ThDPlant 
: 235 39202 Trlnkrs 
I 236 39300 SIorcsEdpmUd 
i 237 3WOO Took. ? h p  hGaane E q w M  5 4  P,S,T6DPlani 
1 238 39600 Power Operated Eaupmnt 5 4  P,S,TLDPlanl 

5 4  P.S.T&DPlanl 
5 4 P, S, T h D Pbnt 

1239 39603 Whets 

5 4  P.S.ThDP1Jnt 
1 242 39700 ComrmniwimnEqwment 1,335.799 5 4  P.S.T&DPlsrd I. 
. 241 39605 Welders 

243 39701 C o m m t n d w  mea - Mobrle Radm 5 4  P.S.TLDPlanl f 244 39702 Comdcof lon  z$mnl. Fmd Rsdm 5 4  &S,ThDPlnnl 
245 39705 CommmcaUon E~MP - TelemeleMs 5 4  P.S,TLDPlanl 

247 39900 Outer TBmlbb RDPSrm -- 5 4  P.S,ThDPlanl 
I 248 39901 O m  Tamale Propem) - Servers ~ WW 593.042 5 4 P, S. T L D Phnl 

250 399m O W  Tamlble ProptrtV - tblwork- WW 25,375 5 4  P,S,ThDPlanl I 251 39904 O W l  Taw Property - CPU 5 4  P,S,ThDPhnl I 

240 38604 Badrhos -. 

246 39800 MuaUaneous Esu~mcnl i l l  5 4  P.S.T6DPloni 

f 249 39902 D k r  Tawfble Roperlv - S c m  - SNY 466.379 5 4 P. s, T a D plant 

252 39905 DLhR Tmible Ropcttv - MF - l+mlwafe 5 4  P . S . T L D P ~ ~ M  
253 39906 O k f  TOW PIOPCm) - PC Mdumm I 217950 .L P S T h D P b n l  

255 39900 OURr Taw Prascrtv - Mainframe SMT I 4532.818 6 4  P.S.TdDPkd 
256 39909 O w r  Teng ~ o p a r t y  - P u p n d o n  Software 5 4  P.S,ThDPlanl 1 257 39924 DmCr Tanq Property. General SlOrtup Cos16 1,278,852 5 4 P. S. T h D planl 

I 258 ___I--p-- 

259 Tvlsl Gcncral Plant 8,229,306 II- 

I 1  260 
261 CWlP WlO m c  -- 
262 I I  

1 254 39907 Oltw Taw Propem) - PC Sonwere I 178.099-54 7 

__ 1 In 041 

T6J- 358,380,789 

t265[,-- EI&CY!LWL!&F- - -- ~ -__-&?E,@ 

5 4 P, S. T h D Plant 

I zit .L- _ _ ~ - _ ”  - -  

-I ___--I. 

- __.I_ 

1,078,148 243,331 14.320 

I 

89 20 -1 

1,052,185 232,957 13,710 

7,449,143 1,601,222 98.942 I 
-~ 

96.081 21 ,Sa5 1 ,276 

289255,712 65283.105 3.841.973 I 
53251 2,(116,225-- &5& _____ 
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I -I 

I 1 
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.I"__.__._r --.I.-- ._I--- II_ 

hms Enemy Comralion. KcntudcylMi6Stales Division ~ I_-I-..-- 
1: _- 
'mmasted Tesl Period Twelve Months Ended March 31.201 1 

~Cu\sSlflCATION OF RESERVE FOR DEPRECIATION AND AMORTIZATION 
I I  I l l  

- 
I 

_. 
1 -I -~ 

Tesl Year Cbssif. Classll. custonwr 
5 Faciar BESk 5 

I 
Line Awl. 
N0.I I No. I I 
174 Shared S O W ' ~  Gennral Office: -- 

I 1  I 
I I 

1 75 
1176  - Generat __ 

-A- 
in 
178 37400 ~ n r d  a  and RIIIMS .A- 
180 38502 Snrctures 8 ~ m v e n w n t s  

1 182 39004 Air Conditioninq Er iu imnt 

P. s, T a D plant 

P. S, T 8 D Plant 
P, S, T &  0 P h i  
P, S. T &  D Phrd 

179 39000 SINdWBS 8 ImYmvermnts 1057 , - 5.4 P,S.T&OPlani 853 
5.4 
5.4 
5.4 I 183 39009 ImYmVementtn laasedPrerrises 375,915 5.4- P. S. T L  D Plant 303.408 

m , 0 8 5  5.4 P. s. T a D plant 265.618 184 38100 lOAiC0 FurnHure d Equipmnt __ 
186 38103 ~OffiCc Machines 2.558 - 5.4 P . S . T B D P ~ ~ ~ ~  2.065 

i i 8 5  39102 ]Renillance Processing Equip 1,555 5.4 P,S,TLDPlant 1.255 

382 5.4 P,S.T&DPlard 308 

-7 - 

4 
1 
I 
! 

Domanil commdiv 1 
s 5 

-7 
--- - I  

11 i 193 

68,477 4,030 
59.048 3,528 -1 

468 27 1 
283 I ?  I 

70 -4 
5.4 
5.4 

P. S,T h D Plant 
P. S. T &  D Plant 

i 181 39400 Tools. Shop & Garone  EQUIP^^^ 288 5.4- P,S.TLDPlanl 

5.4 P.S.TdDPlard 
5,4 P. S. T 8 D Plant 

f 193 39603 Ditches 

187 39200 TranswtbUon E Q ~ ~ P I K ? ~ ~  1 188 39201 T N C ~  
.I 

38 5.4 ~ , s . ~ a o p l a r d  -~ 189 38202 TfXitlerS --- 
l e 0  39300 StoresEquimrd 

k 192 38600 PDWErDWraledEqUipmtd . 5.4 P. S. T & 0 Plant 

7 0 1  

I I 
1 - i  

30 
48 215 3 1  

- I  _..__-".-_.__I 

5.4 
30.500 5.4 

5.4 
5.4 
5.4 - 

1 194 39804 Backhoes 
I 195 39605 w e m s  ,._.____. i 198 39700 ComnmicationEquipmen! 
$ 187 39701 Conmmicalion Eiaulpnerd- Mobile Radios 
[ 3 - - 3 9 7 ( 1 2  C m n l a t i o n  E q u i p n t -  Fued Radios 

198 39705 Cornrunionlion Equip-Telemeterina 
i 200 38800 Mkmtaneous Muipmenl 2.823 5.4 
t 201 39800 OtherTangibie Propertv 147 5.4 

202 39901 DtherTanaiMkbperiv - SeNels - W 304.872 5.4 - 
118.558 5.4 

204 39903 Other Tongibie Pmwrtv - Nelwork - WW 84.089 5.4 
205 38904 OlherTang Prnwriv-CPU 55,288 5.4 

207 39906 -- __ 24.982 ~ 5 2  
208 38807 WIorTnnn.Pmper(y-PCSoltwam 77m 5.4 
209 39908 Other Tans. Pmpertv - Mainham SNY 2,083,880 5.4 

' 211 39924 MherTonp. pmperiy-Genn~lStartupCos~ 0 5.4 

] 203 38902 MharTan~lMn Property- S n r v n r s : ~ -  

208 39805 MherTangibia Pmpem- MF- Hardware 58,454 5.4 

210 38909 MherTanp. Prncettv- AppIicationSoRWare ixi.189 __ 5.4 

(279) 5.4 212 
21 3 
214 ITolal Gennrai Plant--..-__ 3.8GG.380 
- 

215 I I  
1 1  217 ..__---- 

218--.-.- General: ~- 
"216 shared Services Cusiormr Support: 

5.4 
5.4 

222 36802 ~SINCIUIDS 8 I ~ v e r m ~ d S  5.4 
5.4 

224 38004 Air Condllioninn Equipmen1 5.4 
127.41a 5.4 

(ii8---- , -- 

, 223 37503 ~llmmvemnts 

1 225 

-___ 
37400 llandLlandRiOhLS 

t 221 39001 ISNClUrCs Frame 

38008 trmmmnwnt to leased PrarriSeS 

.-~.__I-- P. S. T & D Plant 
P. S, T h D Phnt 
P. S. T &  D Plard 
P. S. T h D Plant 
P,S.ThDPlant 

P, S, T B  D Plant 
P S T 8 D Plant 
P. S, T h D Plant 
P.S,T(LDPlan( 
P, S. T 8 D Plant 

P. 6. T L  0 Plant 
P.S.TKDPlant 82.246 14.040 
P. S, T L D Plant 

P.S.TBDPlant 
P , S , T L D P M  

5 556 327 24,617 , 

P. s. T a D plaid 

P ,S ,T I IDP~~~~  

P , S . T ~ D P ~ ~ ~  

I 
3.120.626 7M.305 41.449 
--- 

I 
I 

.-._ 
--.---- 

P,S,TK= 

P. S, T 8 0 Plant 
P. S. T 8 D Plant 
P. S. T 8 D Plant 
P. S,TB D plant _-_ 102,838 23.210 

P. S.T8 D Plant - - 
______..--..I- - 

- !  
1.366 

2.348 5.4 P, S.T 8 D P h d  
P, S. T 8 D Plant 

I 5.4 P, S. T 8 D Plant 

226 39100 Office Fumilm 8 Equipmnt 
5.4 
5.4 P.S,TLDPlad __ f 228 39103 mcaMach lns  

228 39200 Transparialion Esuipnwni 

231 39202 Tlai(eIS 
1230 38201 T N C k  5.4 P, S. T L D Plant 

1 232' 39300 Stores Equipnent 
i 233 , 38400 TOOLS. ShOD 8 Garaoe EQUIPINSTI ____ 
b 234 39800 Pmvar Oporatnd Equipment 

5.4 P.S. TEDPlad -_" 

5.4 P, S, T 8 D Plant 
5.4 P. S. T 8 D Plant 

5.4 P,S.TLDPbnt 
5.4 P. S. T 8 D Plant 

235 39803 Dllchers 

5.4 P.S,T&DPbrd __ 237 39605 W e k s  
798,748 . 5.4 P, S. T 8  D Plant 

238 , 38701 Camrunlation Equ lmn i -  Mobile Radios 5.4 P, S. T & D Plant 
P. S, T L D Plant 
P, S. 7 8  D Plant 241 39705 Comruniation buip.-Tclemterinu 

t 243 39900 MherTanqibie Pmplrtv (57) 5.4 P.S,ThDPlanl 
593,894 5.4 P. S. T 8 D Plard 244 39901 OlherTansiMe Pmper tv -Serves -W 

245 38802 Mher Tanalbio PrnlwrtY - S O N E n  - 412,743 5.4 P, s. T a D plant 
22.149 5.4 P. S. T h D Plant 

247 399M Olher Tong. PmmW ~ CPU _ _  5.4 P. S. T I  D Plant 
246 39803 OlherTanqiMe Propertv. Nehvorlr- W 

5.4 P , S . T ( L D P ~ ~ ~ ~  - 
~ - - . _ _  

235 39804. JBaGkhoeS 
. 238 39700 Comrunicstion Equipnent 

&*- 39702 C o m i c a l i o n  E ~ u l m n t -  Fixed Rodins 5.4 ..= 
f 242 38800 Misce€aneous Equipment , 47 5.4 I P. S. TLLDPlard 

1.894 427 25 

- I 

-3 
- - 

---I----x- _1--_1__ 

8 541 , 145.137 643.070 
-.-.-I__- 

30 ----- 
(46) 

479.423 108.203 
333,133 75.186 4.425 

17,877 4.035 237 
I 
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-........I__.-_.----.-- ”-.- - _ ~  .--I_ 1____1- - 
E < s  Energy Corporation, KenluckyiMid-States Division 
Kentucky Jurisdiction Case No. 200940354 
ForecastedTest Period Twelve Monlhs Ended March 31,2011 

- 
- -  _- 

I I I I  
/CLASSlFlCATION OF OTHER RAE BASE -.I- ~ - . - ~  

t i 
I Test Year Cfasslt Classif. Customer Demand Commodity 

t--t-t.-- i 

I -̂-. ._--- -. 
- -I 

I__-_ 

$ Factor Basis $ .___ $ $ 

1 2  

1 ; 
5 
6 
7 
8 
9 
10 
11 
12 

1 1 I \Rate Base Additions: - I . i - L -  I I I I 
I - 

Materials and Supplies - KY Direcl (286,111) 9.1 Allocated OBM Expenses - ( 35,296) (3.032) (247,783 
Materials and Supplies - KY Mid-SMes GO __1.189.B57 9.1 Allocated O&M Expenses 146,786 I_ 12,611 -_ 1,030,460 
Materials and Supplies - Shared Services G 34 9.L__-. Allocated OBM Expenses 4 0 29 1 

I Materials and Supplies - Shared Services C 0 9.1 Allocated OBM Expenses 
Gas Storage lnventoiy 11,235,428 3.0 Commodity 11,235,428 
Prepayments - KY Direct 200,502 9.1 Allocated OBM Expenses 24,735 2,125 173-642- 
Prepayments - W MidStales GO 2,379 9.1 Allocated OBM Expenses 293 25 2,060 
Prepayments - Shared Services GO 519,141 9.1 Allocated OBN Expenses __ 64.043 5,502 449,595 : 
Prepayments - Shared Services CS - 21,803 9.1 Allocated OBM menses 2,690 231 -- 
Cash WorWnp Capital 2&15,572 9.1- _. Allocated OBM Expenses 351,042 30,160 2,464,370 

* ? I  I 
I., 

14 
15 
16 
17 
18 
19 
20 

, I 

Total Rale Base Additions 15,728.604 554.297 47,623 15,126,684 
-- -- I I 

I I 
I 

Rale Base Deduclions: 
-- 

Customer Advances - KY Drrecl (1,876,531) 10 Customer (1.876.531L 
Customer Advances - W Mid-Stales GO 0 10 Customer --- ___--_. 

21 
22 
23 
24 
25 
26 
27-- 
28 

Customer Advances - Shared SeMces GO 0 1 .o Customer 

ADIT-WDired (35,171,243) 5.7 Net Planl - (29,001,445) (5,904,255) (265,5421 
ADIJ- KY Mid-States GO (128,741) 57 Net Plant (106,157) (21,612) . ( 9721 
ADIT- Shared Services GO ___ (701,437) - 57 ~ Net Plant (578,390) (117,751) (5,296) 
ADIT- Shared Services CS 2700.914 57 Net Plant 2,227,115 453,407 20,392 

Total Rate Base Deductions (35, $64,909) (29.323.279) (5,590,212) 1251.418k 

Customer Advances - Shared SeMces CS 12,129 1.0 __ Customer 12,129 

I 
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1 1  I l l  

.Line Ac'=t. I 1 
NO. NO. I I I 

TedYesr ClarrH. CIssH. Cusbmr 
I Fa&r . E& t 

~~ ~ _ _ _ _ _ _ _ _ _ _  - 
1 --- 94 ___ Dirbi~Wn: 

96 8700 S~crvirionand E~heodnQ 
opomtian " __ 

i.186727 10.0 ComeosiccotAcc!s 871-87oa886583 
I 05 

T - 8 7 1 0 -  mVibUUOn Load OiSpslchhnp 444 3-0 CammodW,-- - OB 18711 OdoMon o 3.0 commodm 
98 18720 ComprcssorSlationLaborlEmens~ 0 3.0 Commodw 

I loo 8750 Mearvlim end Repubtim,Sla6onk.-Gen 

- 
I 
1 2,450,105 
' 114.073 

114.311 

BB 0740 ~a!nshserv!ce$ - 
101 8760 MemWm ond Rc~ula(m4 SMonEm.- Ind. iiwi 1.n customer 
102 8770 Moaslaina and Rsau$UmShEW.-CUVGah, 147.606 12.0 Comoosb of A&. 374378 126.342 
103 8780 Moten end Housc Renulafor Emanso 950.857 1.0 Cuilomr 958.857 

58.808 1.0 Customer 58.008 104 8790 Customer I~laWanr Emcme- 14.599 10.0 Comoosb oiAccts.671-870 LI 686893 13.590 
106 8010 Rem 467.476 10.0 . compmile of &CIS. 871%79 & 886803 435.165 

972 108 8050 Malnlcmnee Srmowisiinand Eniine~rina 1.044 10.0 Commsile 01 Acck. 871579 a 888893 
109 6880 MslWmnre 0fSbllchIres and Imommmems 0.508 zl COmDDSlh 01 W, 374379 8,210 
110 8870 M d B ~ O t W W  10.058 12.0 Cowmb of Acck. 374378 14253 
111 8090 , MainloMncROf co~mrsorstition osubment I 10.635 3.0 Commodw 

9.977 
27.554 

113 8910 Maid. o f M s a r u r i n ~ ~ d R c ~ d ~ ~ S ~ ~ n E a u m . - l n d u s ~ d  9.977 1.0 Customer 
114 8920 MaInL ofW%wrhn andReaulalina S ~ n E n u i ~ , - C & C 3 ~  32.204 120 COrnnOsi leo l~ .  374379 

2.124 1.0 Curlorner 2.124 

0 10.0 Composb 01 Acdr. 871579 8 806893 117 -=-/-- 5,459782, 

2.679.000 4.1 MelW 8 Serylccs 
134261 12.0 Comeosicc of Accts. 374379 

I105 88Wl MhorEmsrstl 

107 Mslnlnnanca ._I_̂  

112 8QW Maint of MmuIinq md Reaulaiins SlamnEquip. - Genenfl 5,870 ,120 COmPosb a1 A&. 374'4579 m= 

115 6830 MaIWMWCOfS@WfCeS - 
13.916 1.0 Curlornor 13.916 ' l l a  8940 Maintonam of Malsrs end Houre Ra U t h s  

5.865.173 [ 118 TotalDlshbWon "____I-- 

110 I I ~~~ .- 

Dsrnsnd Commodity 
I 5 

~~ 

78.891 3 . d  1.1R7Ep- 
444 

228.095 
10,388 

21.323 I 

- - 
39 

31.077 - 1235 

3 

871 

68 
1.388 
2405 I 

lop35 - 
848 

4.850 . 

.- 

. - ~ 

389.902 16.489 { 
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__.._I_- ..,-, -,-.- L _̂ .-...l”...ll.e- 

___-__________-.-. 
-.-._____-- 

1 1 1  1 1 1  - 
!CLASSIFICAlloN OF DEPREClASlDN EXPENSE 

-. 
----.- 

Test Year Classif. C(assir. Cuslomr Demand 
Lint? w.-- J Fador Basls t $ 

- 1 IManaible Plant 
, No. No. I _________________ 

2 I I 

_-I--- *,-~--~. 

___ 

Commdilv 
-E.-_! 

I 5.4 P. S .  T 8  D Plant 
5.4 P. S,T& D Plant 

99.0 ~ 

i 3 30100 Omanintiion 
4 30200 Franchises b Consenls 
5 30300 Miso Inlanpiblo Plant 

I ~ _____ _ _ _ _ _ _ ~ _ _ _  
i 7  Tolal lntaraible Ptank 

9 Producllon Plank 
I 10 
! 11 , 32520 PmduclnnLeasoholds .______ 

12 32540 R I Q ~  dWavs 
13 33100 Pmdudion Gas Webs Equipment 

- . . ” _ l ~  
8 / I  ” 

I 
136 2.0 Demand 

2.0 Demand 
1.874 2.0 Demand . 

- 14 33201 . RelLines - 2.0 Demsnd 
! 15 33202 ~riburrwUnes - ~ 2.0 __ Demand 

0 0 0 

--- 
I36 

1.874---.-=- 

- I  .- _- 
Hakt Mens. L Reo. Sla. EqUlD 33400 

17 33600 purificatmn Equipmot 
18 I 

I 1  

I 

Tolal Pmdudlon Plant -. 

i 21 SIorsae f i n 0  
1 2 2  -1_1- 

23 35010 pnd 
24 35020 RmhlsofWSV 

I 25 35100 StNCIUIRS and hl@fQVellB3n(s 
tx-” 35102 camyession Station buipment 
I 27 35103 Meas. 8 RQ. sia. S~NCIU~S 
! 28 35104 MhersiNdures 

30 35201 Well COIISINEIIOII 

32 35203 CusbjanGas 
31 35202 WellEquimnt 

29-@DL-  Web\RiQhb>fwUV 

e 33 35210 Leaseholds 
I 34 35211 SloraseRighls ~ E 35301 RekiLines 
i 36 35302 TI~MIIWL~~S 

k 35505 
38 35600 PpriliCaliOll&&%nt 

Meas &Re . E  UI nOnl 
37 35400 Cormrc5sorStalionEquipnenl 

40 
41 I TOM siorane Plant -._ 

f 42 
43 Transm‘ssioa 

2289 
20 Demand - 

89 2.0 Demand 22 

4,299 ._ 0 4,290 

- 

I____-._ ~--- 
0 

__ _ _  
.-. 

3.5 Sl013Q0 (sono) 

66 ’ 3.5 siorane (50150) 
3.5 Storage (50150) 

en2 3.5 Storaoe(sn60) 
3.5 Storage (50150) 
3.5 siora!3e (50150) 

7.330 --g.- Starage (50150) 

33 33 
451 451 

I~ 

. 
3,665 - 3.665 

38.843 3.5 Storage 150150) 19.422 19.422 
3.5 storann (50150) . 

39,588 35 SlOrage (50/50) -. 19,783 19.783 

118 118 
3.5 Storage (50150) 

~a8 - 3.5 ~ Slorage (5Ols0) ______ 
3.5 -e (50150) 
3.5 Slomge (50150) 

5 461 3.5 Slorage (50150) 
285 3.5 Storage (50150) 143 143 

I 

350 3.5 slorane (50150) 

._-_____ 
2,730 -_ 2,730 I 

0 93.040 - 
- ~ -  - 

_-..----- ___ 
44 
45 
46 
47 , 48 
48 
50 
51 
52 

I 53 
I 54 
I 55 

56 
a 
58 
59 
60 
81 
62 

64 
83 

65 
86 
67 
68 

70 
6v’ 

71 
72 

[ 73 

1 74 75 
76 . 77 

1 78 
I 78 

12 .L -  
r” 80 

I ~ - _ ^ I _  I 
2.0 Demand 

14.045 20 Demnd 
890 2.0 Demand 

1 W  20-- Denund 

14.045 
890 

I 2 2 5  
6.684 

36510 Land 8 Land Rights 
38520 RiRMsofWav 
36602 mc~ums8fIRKovem?nts 
36603 OlherStNdues 
36700, Malns Cnlhodic Pmtecllan 6684 , 20 Demnd 
367011 Malns-Steel 
36900) Meas. 8 Reg. Eau imn l  
38801 1 Meas. 8 Reg. EqulWnl . 29,979 2.0 Dcmnd 

* I  

551,479 - _I 

551,479 20 Demnd - 
8,643 -,--..z..-- 

1 1  - ~ - -  
Totel Trnnsnission Plant 612,946 .- 612.946 0 .  

Dislribution -----I___- 

8,643 - 20 DCmfftd 
29.979 

- 0 
I1 -_. 

I _- -- 
4.0 Mains 37400 Land 8 Land Rights 

37401 Land 4.0, MalN 
4,462 4.0 Mains 3.817 644 

37500 St~choes 8 lrrpmwmenls 10.039 4.0 WN 8.589 1.450 
2.998 4.0 Mains 2.505 433 

37502 . ~ a n d m o ~ s  1,453 4.0 Malm 1.243 210 
37503 I m m m e n t S  12s .(.o Mains io7 18 
37800 Malns Calhodlc Pmledlon ._ 234,744 4.0 Mains 200,848 33,898 

61.498 I 4.0 I Mains 52,618 I 8.880 

37905 Mens 8 Reg. 61e. Equipmen1T.b. 30.699 4.0 Mains 2B.zee 4,433 
38000 Servims .- I 

4.0 Malm 
37402 LandRiahls - 
37403 ~ a n d ~ h e r  

37501 S ~ N O ~ U ~ ~ S  a lnumvemenls T.B. 
-. 

37601 Mains-Steel 1,558389 4.0 Mains 1,333,955 225,035 
99.681 37602 Mains-Plaslio 690.301 -4.0- Mains 590,820 

37800 Maas 8 Reg. an .  Equip- Ctv Gale 37,923 32.447 5.476 
37800 

4.0 Malm 

--. 
Meas 8 Reg. Sta. Equip- General 

3,768,058 1.0 Customer 3,769,058 -, 

1.242.950 38100 Mnlem 1.242950 1.0 Cusbmr  
38200 Melerlnslaltmons 2.303.889 1.0 cusiomr 2.103.889 

3.057 
38300 House Renulalorn 

3057 1.0 Cusbmer 38400 Housa Rep Inslalt3lians 
38500 Ind. Meas. d Reg. Sa.  Equipment 121,313 1.0 Cuslomr 121.313 

3 154.767 1.0 Customer 154787 . 

38600 MherPmrr0nCusl.Plem I_ 99.0 ~ 

I _I_____-- 

380.158 0 Tolal DislrihuIion Plsnl 10.027,615 
--,.-- 1-1 --_I- --- .l____-l----__l 
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.___..._ -.._ ---- 11-1- ----.-.- -- 
!Atnos Ennw Commlion, KenturkvlMidSfatcs Division 
'Kentucky JudsdlcUon case No. 200900354 I .- 
f I I  I l l  
$orecnsledTest Period T w e b  Months Ended March 31.2011 

jCLASSlFlCATlON OF DEPRECIATION EXPENSE, --- 
I -- --- 

Tesl Year ClasslL Classil. custnmer Denord 

I 

- 

I 
Commdi i  

l u n e  ACCL s Factor Basis s 
' 82 ' Gnnerak ll.l-------.- 

FNo. No. 
I 

I 
5.4 P,S,TSDPlan( 

5.4 P. S. T S D Plant 

83 

82.474 5.4 P. S. T 8 D Phn( B6.588 05 38000 SIructumsFnm -- . 
07 38002) hwovemrds 17,600 5.4 P.S.TBDPlan( 14,212 
88 39003 AirCondiiioninq Eauipmen( 70,721 5.4 P. S. T 8 D Plan( 57.080 

r 90 38008 O ~ w F u m l l u I O 8 E q U l ~ n (  30.365 5.4 P. S. T 8 0 Plant 24,508 

i 84 38900 LandhLsndRihlS 

88 39001 Strudures B lrrpmvemnt5 

) T - - K - P -  725 5 . 4 -  P.S,TSDPlant 585 

71,942 5.4 P,S.TBDPlan( 58.066 \ 81 39100 Rerril(nnoe Pmccssing ESUIP 

I 
s 

____ 15,024 . 884 i 
188" 

- 5,531 326,  

3,208 
12.883 758 

132 8 

13,105 771 
5.4 P. S, T S D Plan( i 82 38102 omco~uchlnes 
5.4 P. S. T 8 D Plant 

5.4 P.S,T(LDPlanl 
5.4 P. S. T B  D Plant 
5.4 P.S.T8DPlanl 

I 98 39400 PownrOimraledE~ulpmsnt - 108.332 5.4 P.S.T8DPlanl 
5.4 P, S, T B D Planl i 89 39800 Dechers 

39.537 P. S, T S D Plant 
30)Zl 5.4 P. S. T I  D Plant 

! 100 38603 Backhoes 

7.808 5.4 P. S. T 8  D Plant 
I $01 39604 Welden 
1 102 39805 Comrunicslion ErmiDmnt ~~ 

8.047 5.4 P. S, T B D Piant f 103 38700 C o m l c a l i o n  Equipment - MoMlo Radtos 
104 39701 Comnmicatlon Equipment-Fimd Radios 5.4 P, S. T 8 D Plant 

1 106 38705 MIscoUaneOUS Equ imn l  3 552 5.4 P. S.TBD Plant 
__ 131 340 5.4 P S TBDPlanl  

84 39200 Truck 30.021 5.4 P. S.1SDPlant __ 03 39103 TmnwrlaIion Equipment 

95 38201 Trailen 
98 39202 SloresEquipment 

i 105 39702 Cwmunicslion h lu ip  - Tcbmlerina 5.4 P.S.TSDPlant 
_-A _ _ ~  

107 39800 OthcrTan ible Pm 

24.877 5.614 330 
-I---- 

I 
88244 I8.816 

424 31,911 7202 
24.382 5.505 324 
6,302 I .422 04 
6.495 1.488 86 

38 
.- 

2,651 643 
108 007 

109 
i 110 
i 111 
k 112 
i 113 
i 114 
' 115 

5.4 ~ , s . T s ~ ~ l a d  
38801 Mher TangiMs Pmimrlv - Sewer5 ~ S W  5.4 P.S.TbDPlant 

5.4 .-- ____ P. S. T S D Plant 
5.4 

39902 OtherTnnuibb Pmpcrhl- Nehvollr- w\N 
39903 Mherlan .Pmrwrlv-CPU 
39904 e(herTaI&kl Pmrww ~ MF . Hahvare 5.4 P, S. T 8  D Pbnt 

5.4 P. S. T S D Plant 39905 MhuTanu.P~perlV-PCHsRfws~ 
38806 MhorTunn. P m m r l y ~  PC SOflWarO 
39907 

108-39800 

- 
~~~ 

P. S. T S D Plant 

18.753 5.4 P. S. T 8 D Plant 15,943 3,590 212 
,,._.__II__-- 5.4 P, s. T a D plant 

~~ 

Other Tang. PropcItv. Mainfmme SW \ 1181 
f 117' 

118 
119 
120 
In 

123 
z 

39808 WerTnnu. Pmwrtv. AppEcation sonware 5.4 - P.S.T8DPlanl - - 
38908 OtherTanR. P m W h  -GEneiXklSl~rlupCOSl 5.4 P, S. T 8 D Plant 

I 
Tolal GeneralPlant 654.227 528.038 118.175 7,014- 

TOTAL DIRECT DEPRECIATION EXPENSE 
I I  

10,175,528 1.163.0D7 53.534- .,-!I ,382,151 
I 

.,I24 Kenlucky Mid-Sloles General MTcn: 
125 _ _ _ _ ~  
1261 

128 
127 

129 
130 
131 
132 
133 
134 
135 

137 1 138 
I 138 
i 140 

141 
142 
143 1 144 

i 145 
146 k 

30100 o ~ n h a t i o n  ~, 5.4 P. S. T 8 D Plant 
30200 F r a n c h h  
30300 Misc Inlanaible Planl 

___ _--- 5.4 P.S,TBDPlanl - 
5.4 P, S. T S D Plant , ,  

Tolol Intangible Plank 0 0 0 0 
I 1  

General: 
~ 

5 . 4 P . S . T I D P l a n t  - - - ____ 
241 14 

--______ 
39001 SINGIUW Fmne I ,324 5.4 P, s. T a D pbnt 1.068 -.- - 

5.4 P. s. 7s D Plant 38802 SNctumS tmmmmnts 
5.4 P. S. T B D Plant 
5.4 P.S,TBDPIant 

38800 ~sndsLandRInMs 
39004 Nr CondlloninqEquimnt 

5.4 P, S,TS D Plant moo9 h m v e m n t t o  leased ~rerr iscs 
5.4 P. 6. T 8  D Pbnt 38100 
5.4 P. s.TsDPlan1 - 39102 Renillame Pmcess:n:Esuip 
5.4 , P.S.T&DPlJnt - 38103 omco Machines 

30200 Transmrlalinn Equimmni 
5.4 P S TsDPlan l  - 5.4 P. S .T8D Plant 

37400- 

" -_. 

_̂ ______.--I_-- - Office Fumlluro S E Ui mml 

5.4 P, s. ~a D piad -~ 
101 5.4 P,S.TbDPlsn( 81 18 1 

. - ~ .  39201 T N C ~  
39202 Wllels 

\ 151 39603 , Dltchnnpc 

I 154 39700 ComsunkallonEqulpment 

: 158 38702 comnical ion Ermlpm?nt- F m d  Radlos 

li 152 39604 Backhoes 
j 153 396135 Weidem 

t 155 39701 Comnloalion E a u i m n t ~  Mob'k Radios 

1 157 38705 ComnInlcallon EQUIo. - Tebmetaring 

~ 

2,116 5.4 P.S.TSDPlanl I - L 7 & . , -  385 ~ 23 
5.4 P, S. T 8  D Plant 
5.4 P,S,TdDPlant 
5.4 P, s. T s D Planl - 
5.4 P, s. ra D Plant - _ _ _ _ I _ ~  __I_..__ _I_ -__ 

6.428 5.4 P. S, T I  D Plant 5.188 1.171 89 
- 5.4 ~ S , T S D P P l a n t  

P. S. T S D Plant 5.4 
5.4 P.S.T(LDPlant 

-- 

162 1 163 
! 164 
1 185 
!166 

167 
168 1 168 

71.842 5.4 P, S. T S D Plant 57.885 13,087 I 770 39903 MherTan iMBPm rl -Nchvork-wW 
38804 O l h e r T a a n ~ . P m p ~ - ~ P U  5.4 P.S.T8DPlant i 

5.4 P, S. T 8 D Plan( 
- 5.4 -.?', T 8 D Pbnt I 

39905 M h e r T e n g i b h t P m p e r t y - - H n r d w a r e  
39908 MherTnnn. Pmimrlv ~ PC Hardware - 
38807 Mher Tam. Pmporlv. PC SoIIwam 5.4 P.S.T8DPlant 
39908 OtherSara. Pmimrly- Mainfmm? S W  5.4 P. s. T B  D Plant 
38908 MherTan .Pro It ~ ~callonSothmre - ~ 

_- 

______.___-______I- -, 
5.4 P S.TSDPlant 

., 39824 Mher"E!!Bm&li- ~nemlSiarluPCos4 I____ , . l _ _ _ S . r - - ~ ~ ~ P ~ ~ - ~ . - ~  ,--_ F.. ___.. __,___* "... L .-_. _._ _,__I -z...- 



_-_ __- _- - -____-_ -.-______ r̂--------- - 
/Alms Enemy Carpomlion. KentuckylMid.Sla1es Divrsian 

tForecasledTeslPenod T w a ~ M o ~ E n d e d M a r c h 3 1 . 2 0 1 9  I 

jCLASSlFlCATiON OF DEPREClATlON EXPENSE 

I 
;Kentu& Junsdicbon Case No 2009-00354 I -- 
f I I  I l l  ----- 
I !  

I una Aal s Easls s 

----- 
----.-- 

Test Year Classif Clossir Cuslomr 
f _I______- - 

Factor _________ 
’ N o  No 

170 
171 - -- 
173 -- 
174 Shared SENI~XS General Gifioe 
175 I I  __I--- 

177 ___I------ 

80.341 172 [Tolnl General Pinnt- 99.541 - 

! 178 _ _  Gennrar I___ - 
I 178 37400 LandBLandRI h b  
r i 7 9  39000 SINctuES a t&vemnts 

-__ 
~ - - ~  5 4  P.S,T&DPlont - 

5 4 P, S. T a  D Pianl 

I_-- 

. - 

-*Dsmnd COrlnUdltv 
s S 

-- ____^_--_- 

18.133 1,067 

-____- 
- A  

5 4 P. S. T(i D Pianl 
5 4 P. S. T& D Planl 

t l a o ’  38802 s r n c ~ o r e s a ~ m v e m ~  A- 

5 4 P, S, T &  D Planl 
30.879 8.969 

i 182 39004 AirCondnioning Equipnenl 
38.259 ”” 54- P, S, T S D Plant 
11,595 5 4  P.S,TBDPioni 0,359 2,112 

I 183 39009 l m v e m n t  to leased Prerrlses r 184 38100 mcce Furnnum a ~q~ipmsnt  ~ 

P. S. T B  D Planl 185 39102 RetnHonw Pmcessiw EWID 
5.188 39103 ORiceMachlnes 

187 39200 Transportalion Equipmsnl 5 4  P.S,T&DPlanl 
5.4 P.S,TBDPlanl __ 
5 4  P,S.TGDPlant 
5 4 P. S, T (i D Planl 

189 38202 Tralbls _I--- 

190 39300 SlOreSECiUiQllF~nt 
191 39400 Took. Sho~ L Garaae EsulPnt 

5 4 P. S. T 8 D Pinnl 
5 4  P.S.TbDPlant 

192 38600 POWar OpeGllCd EqUllmrrnl -- 
5 4  U T a D P i a n t  

193 39603 DHchen 
194 38804 Bso!dms 

5 4 P. S. T a  D Plan1 195 38605 WBkbE 
196 39700 C o m n i w l i o n  Equimnt 
197 38701 ComnicaUon Eaurnnt -  Moblls Rndlos __ 5 4  P.S.T(iDPlanl 
I98 39702 mmrunzwlion Equtpmanl . Fimd Radios 5 4  P,S.T&DPlanl 
189 39705 C o m n i w l i o n  EquiD -Telemlenng - 

861 5 4  P,S.TBDPlant 695 157 zoo 38800/ mceuaneous ~ s u i p m n t  __ - 
201 399001 MherTamibk Pmpeilv 42 5 4  P,S,T&DPlanl 34 I 8 

57868 5 4  P,S.TbDPlant 46.707 10 541 
20,981 4,735 

202 39801 J other T a m  Pmpeiiv -  serve^^. HnN ------- 
- z E - F G E - v  

2041 39903 MherTangiMePmperty-Network-WW 10.123 5 4  P.S.T(LDPiJn1 __I__ 8,171 1 ,844 
m5 38804 MherTaW PmpeW-CPU 

1 181 37503 I n W V V B W t S  _ - ~  

5 4 
-”-. 5 4  P,S,TLDPiant 

1 I88 39201 Tm& 

205 5 4  P.S,T(LDPlant 165 37 

5268 1,189 8,528 5 4  P,S.TLDPlant -- 

5 4  P,S,T&DPlant - - 

25,995 5 4 P. S. T 8  D Plorn 

. __ 5 4  P,S,T6DPiad 
P, S. T &  D Pian1 5 4 

410 
1 24 

4 
70 

9 
0 

620 
278 
109 

206 39905 MherTarqiMe Property ~ MF- thvJwaE 
207 38908 Mher Tang Property - PC Hant.vam 35,619 5 4  P.S,T&DPlant-- 

5,301 5 4  P,S.T(iDPlsnl 208 38807 MharTow Property - PC Sollwirm - 
2io  39900 MherTnng Pmwrtv- Apdlwllon SonwaE 5 4  P,S,T(iDPlant 
211 38824 MharTaw Properly- GeneralS)Jrlu~Cosl- 5 4  P.S.T(iDPbnt 
212 

214 I Taal Gsnsral Phnt 660,871 
215 
218 ShamdSefvia?s ClLslomerSuPDort 
217 I I  
218 

209 139908 MherTanq Pmperty- Mainhem SMI 4 m v - 7  

I 

i 
! 213 ~ 

I I  -_____-- 

28.749 6,488 
4.278 986 

378114 I 85.338 

t -- _ _  
533,401 120.385 7,085 

-4 I_.__- 

I -_-________ 218 _II 

220 37400 ~ i l nd  a Land m m s  

222 36602 SMclumsalnDrovsmnts . 

5 4  P,S,T&DPlaW 
5 4  P,S.TaDP)ant 
5 4  P.S.TBDPlanl 
5 4  P S T t i D P l a n l  

{ 221 39001 SINOlUreSFIllrW? 

, 223 37503 irrpmVem-- v 7  - .  1 224 39004 AkCondlllD~kl E t l U l P ~ ~  

- -  1 

~ - .  

225 
228 
227 
228 
229 
230 
231 
232 

I 233 m234 
235 
238 
237 
238 
239 

16.843 5 4 P. S. T 8  D Plant 13.675 3.086 1 82 ~ 8 0 0 8  inpmvamnt to leasad P r a m s  
39100 OlfiC-3Furn-- 
39102 Remllance Pmcesslng Equip 
38103 m c a m c h l n ~ ~  
39200 Trnnswltolion Eauipnent 
38201 TIUcks 
38202 Transrs 
39300 SIDE5 hUlWrent 
39400 Toots. ShD& GaraOe Eauipmarn 
38600 Power Operaled Equipmsnt =--A 
38604 B a c h e s  
39605 Welders 

315 5 4  P.S.TBDPlad ___- 253-_- - -.--3 _- 5 4  P.S.T(LDPlanl 
5 4  P.S.TIDPlanl 
5 4 P. S. T B  D Plant 
5 4  P.S,TbDPlant 
5 4  P,S.TLLDPfant 

5 4  P,S.T&DPlont 1 

-- 5 4  P.S,TIDPtant 
5 4 P. S. T 8  D Plant 

5 4  P,S.TLDWnt  

: --- 

: --..+I 
--I 

5 4  5 4  P .S ,TBDP~~M P , S . T L D P L ~ ~ ~  
- 

5 4  P.S.TLDPI~~I  l_l 

81 104 20,561 1.210 112.875 5 4  P.S.TBDPhn( _- 39700 Comnmioalion EQUlQIV3ll 
~ n t u i ! J o n  Equ lm l i l  - Mobile Radlos 

240 39702 ComNniCallon Equipmad ~ Fimd Radios 
241 58705 C o m i c a l i o n  E Q U ~  - Telemlenno 

243 39900 MharTaWihle Pmperly 
1242 38800 Misceltaneous EqulPmnt 

5 4  P.S.TLDPlant 
5 4  P.S.TBDPbnt - 
5 4  P.S,TLDPfanl - 

_. 
J P,S.TbDPlant 7 2 -- 

- ~ _ _ _ _ _ _ _  -- 
- . 



Wbi t  PHRd 
Page 18 of 75 

Amos Ener Co mhon. Ken IMid-Sialcc, Dlwsion - 
)ForemstedTesIPenodTwAve Ma& EndedMarch31.2011 ____.- 

I I I I  - 
CLASSIFICATION OF ?AXES, OTHER THAN INCOME 8 NET DEDUCTIONS FOR INCOME TAX 

[Konkky Jt%dim% Case No %OD354 

__I_- -- - - 
-. --- 

_ _ _ _ ) ~ _ -  1 _- 
Classit Classit Customer Demand I Commodty 

- 
Test Year 

$ Factor Basis $ $ $ - 
-- 1 Taxes Olher Than income 

2 1  -. 
3 Nan Revenue Related: . __ 
4 PaymllReiafed 397.800 9.1 ~ AbcaledOgM Expenses 49,074 4,216 

I 5 ProperiyRelaled 3,106,090 5.4 P, S, T ti D Pknt 2506,982 565,809 
50,516 9.1 Allocated OEM Eqlenses 8.232 535 43,748 1 8 DOT transmisslon User Tax 7 OWr 291,128 9.1 AlbcaledOgM W n s e s  35,914 3,088 252,128 

8 Total Nan Revsnua ReklEd: 2,598,203 573,647 673,682 

Yw..lII , 9.1 ~ AbcaledOgM Expenses 49,074 4,216 344,510 
' "'76,090 I 5.4 P,S,TtiD Pknt 2506,982 565,809 33,298 

41 1 I )ray,"n,,~.=s.=" 

I S0,516 I 8.232 535 43,748 - nn. .ne i 9.1 Albcaled OgM W n s e s  35,914 3,088 252,128 
I 51 I 1 IProperiy Relaler' 
1 81 I I , I I ~DOTtransmissG~~u~n ,^.. I- 

, a, I , ,vm, ,"Y,I n="-,lYw I.OPI0". 2,598,203 573,647 673,682 I 

9.1 Allocated OEM Eqlenses 



Exhibit PHR-2 
Page 19 of75 

--...--".."... __I__._-..- I 

r & T g s G y  Corporation. KentuckylMid-States Division 
\Kentucky Jurisdiction Case No. 2009-00354 I 

]SUMMARY OF CMSSIFICATION ~ ~ 

Erecasled Test Period Twelve Months Ended March 31,2011 
i I l l 1  _ _ _ _ _ _ _ _ _ ~ _ _ _ _ _ _  - -. 

i 3  _-I_- -__--_I 

- 

- -- 2 ________ 
Test Year Class% Classif. Cuslorner Demand Commodity i 4  

! 5 s Factor Basis $ $ 

I 8  I I  -. 

6------- 
Operating Revenues 199,729,497 45,281,085 ---XE@5 

i I1 0 erating 8, Maintenance-- 168,789,105 20,822,542 1,788,976 
+E---on _ _  12.899.592 11,392204 1,437,694 

2,590.203 573,647 I 13 Taxes Other man Income 4.186.517 ____.___-__--...-.-__ 

34,812,949 3,800,316 

--I-" 

I 14 I_-. _I_- I --..- 
75 TOM Operating *ernes 185,875,214 ____ 
16 I 1 .- 

s i  
448,493,383 I 

i 
146.17798 1 

69,694 ] 
1,014.668 

147,261,950 
I 







---_I___- _--_ __l-----l---.IL-. __._" ---- +-.-...--.. - !% Enemy CoTporoUon. f i u c M M i ~ n l e s  Diviolon 

!ALLOCATIONOF PUIMINSERVlCE __ 
I 1 7 6  I I I I __--______________--- l_.l 

Iin I Shared Services General Ofsce: 
-_-II--- 

i 1 7 8  I I 1  -- ! 179 1 GCIW81: -. 

I 

-._.I-.-_1 
'KenNc J~kiPisdon Case No. 2004-0035.) 
iForeca:cd Test Period: Twnlve Manlta Ended March 31.2011.' 

I I  i l l  
-. 

-...--. 

._ 
6.2 P. S. T h D pld- Curlonw __ 160 .- 

0 181 37400 LandhbndRinhts 
6.2 P. 9. T h D Piant - Cuslow 0 I 102 - 39W1 flructucs Frame 

0 
0 

183 36502 SliUCIu'eS 6 ImpIOVeWldS 62 P, 9. T h Dphntl- C l s l o w  
184 37503 Improvements 6.2 P. S, T 6 D brit - Cuslomei 
185 39004 Ai Condnionina Eqtdpment 6.2 P. S. T h D pknt - Cuslomer 

~~ ----- 

I 0 -. 
1 100 39009 Improvement lo  leased Preidses 6.2 P. S. T h D PkM - C u d o w  339.574 270,475 56;19a 3,053 

6.2 P, S. T 6 D Phnt - Cwlome! -~ 438.W 349556 - 73,405 3,945 
6 2  P. S. T h D Phm - CusIomer 1 . a  61 2 171 9 

1 187 39100 O R i c c ~ w e 6 Q u p m n t  p- 39102 RenittmeePoxessinoEqW __ . 

_-. - 

.--I 

I 
- I  

9248 I 
11,952 1 

28 ! 

- 

169 39103 0mwMac)ims 6 2  P. S, T h D Phnt - Cmlamer 1.949 
0 
0 
0 

190 392M) Tromporiolinn EGwiPmcnt 6.2 P, S, T 6 D Phnt ~ Curlomci 
191 39201 T m k  6 2  P, S. T h D Pbnl ~ Cuslomer 

62 P. S. T h D Pbnt - Cwslomer _ _  
62 P. S. T 6 D Plant - Ct51~mer 

192 38202 Trallonr 

193 39300 SlorCsEqUP~ld 0 1.678 

0 
194 39400 Toot, Shop h GaZ%lC EqdpmM 6.2 P. S. T h D Plant - U a l o m e r  
195 39600 Power Dparalcd Ealipmcnt 6 2  P, S, T h D Plant - Customer 
196 39603 Dildnn 62 P. s, T a D Plant - Clr;nmer 0 

0 
0 6.2 P, S, T h D Plant - Cujlomer 

62 P. S, T 1 D Plant - Customer - 62,378 
198 39605 Welders - 
199 39700 Comrmrlwllon Qdpmml 

0 
0 

200 39701 Commrioation Equpment ~ Mobile Rodlm 6 2  P, S. T h DPlnnt ~ M o m c r  
201 39702 C o m * c a t i o n  Eqldpmenl -Fmd Radm __ 6 2  P, S, T 6 D Plant - Custorncr 

1 202 39705 Commrication Equip. ~ Tclemeleriw 62 P.S.ThDPlsnt-Mamer - 0 
6 2  P. S. T 6 D Plant - CUstomer 0.531 I 203 39800 MisceUanmuoEqu'pment 

1 205 39901 Dlher Tst&le Property - - - WW 62 P, S, T h D Plant - Cusfamcr 673.915 
I 204 39900 Olhcr Ten ibb Roperty 

I ZOB 39902 Olher TOmlblC PrODCW ~ WCCS - SNY 02 P. S. T h D Plant ~ CuslomEr 526,177 
\ 207 39903 O h  Tengiblc RoPcrty - Nchwrk ~ WW 6 2  P, S. T D Plant - Qlslomer 87.898 

62'  P, S. T h D Plant - Cusfomer 44,026 I 20E 39904 DlherTanu.Pmperty-CPU 
209 39905 Ohtr 'ramble ProPeW ~ MF- bnfrrsro 6 2  P. S. T h D Plant - Cujtomer 46,618 1 210 39906 Olhcr Tang. Ropcrlv ~ PC tkr&arc 193.641 

6.2 P. S, T h D Planl - Customer 63,413 
3,419,703 

211 39907 DUwTan& Roperty- PC Sollware - 
I 213 39909 Olher TUN. ~ r o p c m  - Apprilion sotiware I 6 2 1  P. S. T h DPlard -Cuslomer 103,5M 

0 

Tdal Gmml mad 6.015.613 

606.838 

.- 

"197 39504 BaOkhwS 6 2  P, S. T h D Plont . astomer 

6.2 P. S. T h D Plant - Customer 734 

62 P, S. T h D Plant - Cuj!omer 

212 33908 D h r  Term. Fnmcrty - MeIdame s1w 8 2  P, S, T h DPlant- Customer 

6.21 P, S. T h D Plant ~ aQIomer 
' 

1 214 39924 lOlhcrTang. Pwer lv-  0enera)sClmp Cnsk 
! 

I I  I 
6.2' P, S, T h D Plant. Cwlomer 

217 
218 cw)P W h  AFliTJc .______ 
220 Shared Senices Cuslom Svpport 
221 1 1  ___-_---. 
222. General: -.. 

! 219 ____.____._ - 

0 I 224 37400 LsndhLandRii#6s-. 6.2 P, S. T h D Want. CustomeI 
225 390M stnahna;Frame 6 2  P, S, T h D Plant - Cusfomcr 0 

0 
0 

226 W M  SlrUdwePhIlmiWcmmls 82 P. S. T h DPlant - Customer 
6 2  P, S. T D Plont  mer 727 37503 I n v r m m  

, 228 . 39004 Air Condifionina EuJpment : 
E 2  P. S. T h D Plant - Customer _- 150,274 I 229 39009 IwovemRd lo leeacd Premlses I 230 39100 Olfim Furitmc h E4uiprnml 6 2  P. S. T 6 D Plml - Customer 11,661 

1 231 39102 Rc~nccPro~eai iwEIlui~  ~ 6.2 P. S, T h D Plant - Cwlomer 0 
232 39103 ORceMacUm 6 2  P. S, T h D Plant - Customer . 0 

6 2  0 

235 38202 Tralers 6 2  P, S. T 6 D Phnt - Cusfomr 0 
62 P. S. T h D Plant - Cuslomer 0 

I 2 2 3 1  I 

P. S. T a D Plant - Customer 
234 39201 Tmch 6.2 P, S. T h D Plont - c u p t o m  __ 

I 236 39300 SleresQItPmerd 
237 39400 Took, Shop 6 Garage EW@md 62 P, S. T h 0 Plont - Curlomcr 

0 
0 

238 39600 Power Operated Equpmant ~~ 6 2  P,&TihD PlantLCwslomer 

0 
82 P, S. T h D Plant - Cuslomcr 

1240 39604 BacwDcs 62 P, S. T h  OPlont- Cuslomei 
241 39605 Welderr. 6.2 P, S. T h D P l m l ~  Customer 0 
242 397W CommrlcnUon Qubmcnt 62 P, S. T 6 D Plant - Cdomcr 1,078,148 

0 6.2 P, S. T 6 D Plant ~ Curlomcr 
2 U  -3Ff,? -___ 6 2  P, S, T 6 D Plant - Cujlomcr 0 

6.21 P. S. T h D P M  - M o m c r  0 

6.21 P,S,ThDPIant-CustOmer 0 
478.655 621 P.S.T6DPhnl-Clslamer 

62'  P, S, T h D Plnnt - Cuslomer 376.423 

6 2  P. S. T 6 D Pknl - Cwslomer 0 
6.2 P. S. T 6  D Plant - Cusforhar 0 252 39905 Olkr Tangible Property- MF - f(rrdwnre 

253 39906 OUler Tang. Property - W Hantware 6.2 P. S.T h D Plant ~ Cuplomr 175,911 

255 39908 Olhw Tnng. Property- Mainframe SMI 6.2 P. S.T 6 D Plaid - Cuslomer 3,981,368 
256 39909 Wler Tsng. Fmp& - AprJEUtion W a r e  . - 6.2 P, S, T h D Phi. Cwlomer 0 

----- 

1 243 39701 CompwScntion Eqldpment- Mobile RadlCs ' 245 39705 CommsJclluon Equhr. - Telmdotirm 
Comdmtion Eqldpmcnl - Fncd Radim 

240 39800 Mkcclhncous Eqlrpmcnl 6.21 P. S, T h D Plant - Cuslomer 89 
247 39960 Olher Tamlible Pm& - 
240 39901 Dlhsr Tangible RopcW - Scm - WW 
249 39902 Olhcr Tsngblo Pmperty ~ Semrs - SfW 
250 3SSm O h r  TaIWlble Fmpeiiy - N c h r k -  W - 6.2 P. S. T h D P h n t ~  Oslomer 20,481 1 251 39904 DlhcrT2trm. Roperlv-CPU - - ,___ 

254 39907 Olher Taw. Roperlv - PC SoIhvarw 62 P. S.T6DPhnt-Clslomer - 143.747 

257 39924 Olhcr Tang. RoptW - Gnrrsl SlorhD Cod6 6.2 P. S. T h D Phnl - Curlome1 . 1,032,185 

- 1.5sL 326 

- 
1,336 281 15 

. ._____._I - 1  

I-- :El A ._ .___ 
49.685 10.434 

- .  __ 
6,795 1.427 77 232 

536.7EZ 112,727. 6.058 18.353 
585 123 7 20 f 

70,MZ 14,702 790 2394 I 
35.067 7,354 396 1.199l 

1270 
, 154,238 32.389 1.741 6273 

93,130 
50.509 10,607 570 __. 

82.440 17.312 930 2.819 

.-- 420.700 88,345 4,740 14,364 1 
- 37.132 7,797 419 

i;m i 
2,723,838 571,993 30.741 

- -  
4,791.515 1,006,195 54,077 I 163,825 

483.355 101,502 5,455 1 16.526 
_I 

I 
I- 

--___ 
1 I 

-- 
6 2 - - P l a n l - - ~ ~ - - !  

1t9.605 25,135 1.351 4,092 I 
323 9447 1.984 107 

i 
- I  _ -  -.>- 

I 
- 0  

.. -~ - -_x-- 

- 

- 1  

I 
858.759 180.335 9.692 29.362 I 
- 

I 
I 

71 15 1 1  2 1  

381.255 80.062 4,303 1 13,035 

558 
299,826 62.962 3,384 ' 10,251 , 
16.313 3,426 104 

4,791 l G l 5  29C24 1.561 

3,171,212 665.940 35,790 

822149 172.647 9,279 

I 114 . 497 24 , 044 1 . 292 3 915 i 

I 
I I  

Tola1 General Want & 
258 

7.449143 5.933.340 1 259 

261 CWlP w/o ANDC 6.21 P. S, T h D Plant ~ CWomer 96.081 76,529 
280 

--_- 
I 

66.864 202.8657 I 1.245.874 

16.071 864 2.617 
202 1 1  -- i 
263 TOTAL PlAKT IN SUIVICE- CUSTOMER 

I l l  I 12641 
~ . ~ ~ ~ ~ ~ ~ - ~ I T P . ~ . C W t P W I O A F U D . C . - C U S T D M E R  .l...".~._....-..-----.---.., 

289,255.712 230,395.9?6 48.36Z087 2,600,259 7,877,395 



-I__ " .- 11 ____-- --I -x- -I - 
I 

'h berm Corpornbon, KemuckylMid stales Omion 
:Kenlucky Jmsdrcllon Cnse No 200500354 
'Fore~anedTed Penod T W e  M o m  Ended Mnrch 31.2011 

I 1  I l l  I 
ALLOCATlON OF PLANT INSERVlCE ----- - - 

I Dcmnnd 

I 
lune ' A 5 3  I 
IN0  No I 
! 266 InlSn&ln aSnL - 

T d ~ l  Commerclalh . F m r  Nlosaion _I____ Nocalion 
Fador Barn __ Cofnpam __ Rmdcnbal W i c ~ r t i v  lhdushal 

"_I__- --__ 

654 333 3 0  1 269 30200 FVJ~CYSSS a C O B K ~ ~ S  6 4  P. S. T& DPlanl -Demand 21.833 1,517 - 9.416 4,793 437 
6 4=TEL D Plant - D e d  ___ 

267 
1 268 30100 Ornanrrabsn 

270 30300 Mkc I m i k  Plard 990 ~ 0 
271 __-___"I--- 

274 PIOdUct!anPhrd - __ - 
275 - 
276 32520 Praducirm Lcaseholds 
277 32540 .&OW OfWaY., 

23,350 10,070 5,126 468 272 Tohl I&maWe Plald . 273 I I  

2,353 1.015 516 47 3 0  PeakDnv 
3 0  PeakDay 83,422 35,977 18,313 1.671 

3,492 1,506 767 70 3 0  PenkDav 
47,163 20 3 38 10 , 353 9(5 

5 2 8 3 8  227,800 115.957 10.583 3 0  PcakDaV 
3 0  PeakDay 192.384 82.968 42.233 3,854 

44,369 19.135 9,740 889 

i 278 33100 WdonGasWebEouvmenl - 
I 280 33202 TnbulnryUhes 
I 279 33201 RddUnss 3 0  P e a k h  I -  

3 0  PcakDav __--I- 

281 33400 Reld Mcas & Reu sti hlvol _- 
282 33600 RnScaionEgla~mFnl 

I 
380.730 197.819 __ 18,ffiO 

I 

901,402 1284 283 Total Rodudlon plant ~- 1 285 I 1  
286 .sillfane Plant ~ - . ~ -  
287 

130,563 56.307 28.662 2,616 3 0  PeakDay 
2341 - 1.009 514 47 
5.825 2.426 .--235.--*-- 113 

1 289 35020 RlnhtsafWnY ~ ~~ 3 0  PeakOaV ~ - 
3 0  Peakow 

75631 33 048 16.822 1 ,5 35 3 0  PenfOav . -- 
11.669 4989 2.540 
68.721 28.637 15.086 1,377 3 0  PeakDny 

76,371 38,875 3.548 3 0  PeakDitv 177.087 
938 391 404.691 205.999 18.801 3 0  Poak&-- 

3 0  PeakDnv 238,669 102.929 52,394 4.762 
186.028 - 16,978 3 0  PeakDw 847.418 

3 0  PeakDw 89,265 38,496 19.596 1.788 
W.307 11 , 776 5.995 547 
89250 38.490 __ 19 593 1.768 

30 PcakDw 
3 0  PeakDW 
3 0  PcakDw 104.728 45.186 Z . 8 W  2,098 

463,949 200.083 101.848 9295 3 0  PcskDay 
30 PrakDw 121,241 - 52286 26 615 2,429 
3 0  PrakDw 82424 35 . 546 1,651 

303 35500 Mesa EL Rcn WDmCnl 
304 35600 PuHiwbon Equpmenl 

3,475.180 1?198.708 762,885 69.625 306 Total %me0 Plsnl - 
307 I I  ~ -- 
308 T~nSmSSiWI -. 
309 -- 
310 38510 LandELLandFuSMp 
311 36520 RIOMSIJ~W -_ 
312 36602 t%uckresELIfnprovsmnh. 
313 38Mn WurSlNdues 

314- 36700 Maw CaIhodc Prnlcdwn- 
315 136701 Mans-Siecl 
316 (36900 lMms ELReg Equipmen! 

318 I 

i 288 35010 L -. 
35100 Svuciues and I w r m e W  
35102 ~nvresmn StaUon hlla~menl 

292 35103 Mea~ &Reg shr Simluea 3 0 Peak %-....---.-..----- 
2% 35200. w* 1 01 MY_ - _-__ 293 35104 Oule(SiWAWeS 

1 245 35201 WelComSneUon 
1 296 35202 WcDEguPmenl 
1 297 35203 CushonGas ~ 

299 35211 SioraseRklhki 
1 300 35301 FlrldUnu \ 301 35302 Tribm CDeS 
J 302 35400 C O d S O r  Stabon EqdDment --- 

365,157 

I ~ - . - - - -  
298 35210 Leaseliolds - -- 

I I ' 3051 --_ 

11.631 5,921 540 

60.940 - 26,281 13,378 1.221 
3 0  PcakDnv 403219 173,893 68,516 8.078 

1 317 (36901 IMem ELReg Esuvmmt 3 0  PcakDnv 2.056.856 887,045 451.531 41,209 

30  PeakDnv 26,070 
30 PerkDw 667,772 374,236 100.497 17.386 

44,243 19.080 0.712 888 3 0  PeakDay 
3 0  PaakDw 

670,841 3 9  PEakDay 1 33.483.557 14,440.138 7350.444 
3 0  PeakDay 595,3sr 256.764 130,695 11.928 

___-- 

_--_- 
-j 

-7' 
I 

Indushlalh I 

v i  
I 
I 

-4 
7,686 

I 
774 

27.461 
~ 1,160 

15.525 
1%%379 ! 
63,329 
14,606 

295,724 j 
___f 

42.879 i 
n i  

1.852 1 
25225 ! 

22.m 
58.294 

308,900 
78.565 

278,953 
28.384, 
8.989 

u . 4 n  
152723 
39,910 

z3z----tl 3 BO8 

29,379 1 

1,143,962 

I 
8.878 1 

285.654 1 
14.5M I 
20.060 

132.732 

195.980 I 11,022,133 

6n.080 

37,538,926 319 1 T h l  T r a m 6 b  Plant 
I I  

1 350 
321 [)lsblbubDn -- 

I 322 _- 
3 0  PeakDav 14.198 W 37400 LandELlXirdRI~hL5 
30 PcakDw 5.390 

35 313 
402 

325 37402 LandRgld6 3 9  pcJk% 
3 0  PDakDav 

46475 
326 37403 LandOIhar 

3 0  PeakDw . 327 37600 S r m a W S  lmpmnmcnls ____ 
13,848 

3 0  PcakDev 6.728. 329 37502 LandRlnhls 
I 330 37593 I roverner0.s 3 0  PcakDw s7e 

1.523.1 93 

3 0  PeakDay 470.422 

I 324 37401 Land ___I - 

328 37501 Stnrhrra h lmrowmnb T B 30 PeakDar 

331 i 37600 2- cahodc Robdon------ 3 0  PeakDar __._____ 
10,119,086 3 0  PnlkDw 

3 0  PeokDw 4,484,551 
3321 37601 Mnlrs-Slecl 
3331 37602 Mem-Plasbo __ 
334 37800 MeasELReu Sia Esu~-Getlcrdl 

3 0  PnlkDav 229 I 788 
i35---- 3 0  PcakDav 184.981 

335 37900 MelrsELRe Sin E - C  Gale _____ 
0 337 38000 Sewices 99 0 

338 38100 Meieis 990 . 0 
339 38D0 Mderlnsialladom 990 - 
uo 3 8 ~ ~ 0  HouseRPmdators 99 0 LI_ 

342 38500 Ind Mcas & Reg slk EplPmcnt 990 - 
343 38600 OUwPrap On&! Rem 09 0 

..----- 

0 k.- 38400 mure Roo InS(alall0la 990 ~ - 0 

0 - -__ 
I 344 

345 Total [)l&L$on Planl -_______-_ ----- -- i -LLI~~,os.. 

16,189,058 8,240,695 752,090 12.357.081 
..----_I -_-_ 

3,117 284 
1 08 1.163 

15 7 752 708 
173 88 

6,125 I_ 

2,325 
--_____LA- 

20 043 10,202 931 15.299 I 
5,972 3,040 m 4,559 
2,901 I .477 135 221 5 

30,517 501.405 
4,363,963 2221.382 202 735 3.331.006 
1.934.053 Q84.489. 09850 , a 

12 100 1 127 
~ 249 _ _  

656,893 331 sn 

202,874 103269 9,425 154.854 
75.642 99.098 60,444 4,604 

79,767 40.6Q3 3,706 60.886 I 

---L I 
I 

___LA- 

--4 __ 

31(3,268__ -5,%$5E! 
- 

7 , ~ ~ , e ~ _  --.~w,m.. I- 



EduiR PIR-2 
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~ 

3 9 1  

393 
392 

394 
395 

1396 

399 
398 

400 
1 401 
1 402 
I 403 
I 404 
1 405 

397 

Kentucky MibSistes Gmral DlLe: 
~~.~ 

I I  

I 
mfa-aamh, PI& 

2529 231 3,792 4,958 
I - 1  

30100 Oraanhation. 6.4 P. S. T h D Phnl - Demand 11,520 
6.4 P,S,T&DPhnt-Demarhi 0 30200 Frandiscs&Cumtn(s 

30300 Mlso lrPsnqiblc pkn( 6.4 P, S.T & D Plant - Demand 60,879 I 29.748 __ -!!W.L--..- 1.382 z .7or 

TOM intennale m.5w 34.716 17.572 1.615 26,499 
I 

I I  ~- I_._..-__- 
I I 

I i General: 

I - 0 _. 
4.808 2.440 223 3.670 

37100 Land &Land iUqM8 6.4 P, S. T 6 D Plant. Demand 
39001 structuesFr0m 6.4 P. S, T 6 D Plant - Dcmant 11,149 
36602 ~ s & l ~ v e m m ' s  G.4 P, 5.5 h D Plant - Demarhi 0 

/ 41x1 389001 b n d a ~ a n d ~ ~ ~ ~  6.4 
6.4 
6.4 
6.4 409 39100 Olfira FUritM 8 Eslipmnl 

410 39102 Remltam pracessim E q 4  6.4 
6.4 
6.4 

411 39103 OlfiaMaciines 
412 39200 TramportaLn EqUiprnont 

'413 39201 Trudn 6.4 
6.4 

' 415 3B300 SlomsEsrCornsnl 6.4 

107 39w4 WCondifiOringEqUiPment f 408 39w9 l m p r a m n t i o  leusdPren+scs 
I-___ 

414 39202 Trailen _-__. -.--.I -_ 

56,908 24.542 12.493 , 1140 , I 18.733 
359 155 78 r 118 : P, S, T &  DPlant- Demand 

P. S. T 8 D Plant. C~mrd 

P.S,T6DP!ant-Demard 
P. S. T h D Plant ~ Demand 
P, S, T 6 D Plant- Demnd 0 i 
P.S,T&DPlant-Dcmnd 0 - - ~2 
P. S. T &  D Planl- DNrrend 
P, S. T 6 D Planl . Demand 
P,SrT6DPlant-Demrrd 

P, S, T h D Plant. Demand 2,414 1.041 530 4u 795 
4.039 1.742 887 81 1.329 

0 
__I- 

0 - I  
0 - 1  

259 112 57 5 BSI 
._.__-I-.--_ ~ . " -  

1,974 180 - 2,960 LK!------ 0.991 , 
528 220 
0 
0 

418 39603 lXcher6 6.4 P. S. T 6 D Ptant - Demnd __ 
419 39601 Backlwes 6.4 P. S, T & D Plant . Demand - 

422 39701 Comnunlcallon Equipment ~ MobR Radm 6.4 P. s, T a D ~ i ~ n t .  hwnd - - 
6.4 P. S. 5 6 D Plsnt - Demnd 
6.4 

0 
0 
0 

P, S, T 6 D Plant - Demand,-- 19.601 8,453 
f 420 39605 Weld- 
C421 39700 C o m b d o n  E q u i p d  

423 39702 Cornnunloation E q M  - Fued Radm __ 6.4 P. S. T 6 D Pled - Demand 
424 39705 Corn&&n Equip. - Telemelrrino 6.4 P. S. T & D Plant - Dennd -_ 
425 39800 Mlscdamas EqdpmWrt 6.4 P.S.T&DPlant-Denmnd 53,398 - ~ . r n 8  

4,787 2.054 6.4 P.S,T6DPlard-Demnd ~ ~ 

1 74 116 11 

A i - 
393 6,452 

- i  

- 1  

4.303 
. __^_.__ 

11.722 __ 1,070 17578 
1.578 [ 1.051 86 

6.4 P. S, 7 & D Plant- Dcmand 4.455 1,921 376 427 39901 Other T a W e  PrODotY - SCNel% - HIW 
428 39902 Olher Tnnrpade Property - SeMrs ~ SNY 6.4 P. S. T & D Plant ~ Domrd 514 -.-Z-.-- 113 

150,928 65,089 33,132 6.4 P, S. 5 6 D Plant - Demand 

I 426 39900 Other Tanejhlc Ropcvtv -- 

0 
I 429 39903 M l w r  Tangible PrapW - Nelwnrk -E- 
I 430 39- Mher Tam. Propctlv - CPU 6.4 P. S, T I  D Plant - Dcrmnd _- 

431 39905 olhcr Tawie Property ~ MF - Hrdvrare 6.1 P. S . 5  8 D Plant. Demand 0 - 
I 433 39907 Mher T-. Prlrpctlv - PC SoRwan 6.4 P. S. T 6  D Plant - &nand __ 7,849 3.385 1.723 

432 3990G MherTw.Proper ly-PCMrhm . . 6.4 P, S. T 6 D Plant ~ Denend 65,806 28.380 14,446 

i 434 39908 OlhwT0w. Propem, - Moinlrnmc SNY 6.4 P. S,T & D Plnd ~ Domnd 53 950 23267 __ 
39909 OIhr Taw. Propcdy - Allplicaiion SaRware ___ 6.4 P, S, T 6 D Plml - Demand 0 

I 436 39824 Mher T ~ W .  ~opet lv  ~ General sbmp cuds 6.4 P, S. T & D Plant- Demnd -___ 0 

I 437 I -- 97.883 445.935 182.314 i 4% Tntal G~neral Plant -__I .- 

89 1,467 
10 169 

49583 3.024 - 1  
zi ,662 f 

ls7 17;159 

s.;j5St--i&t 

- 
1 ,31 8 

2 584 
-!.lLEL----- l.OE1 



?KC&W JIrisddllm case ~ a .  zoo%T0%4 
iforecaslcd T& M o d  Twelve Monlt6 Ended March 31,2011 

 ALLOCATIONO OF PUWT INSUiVtCE 
/ I  I l l  

I 441 I 1  
i 442 Shred S r 4 m s  G-1 Office' 
1443 I I  

General: 
I 

!444 
445 
446 37400 Land 6LandRinMs 
447 39001 SlnrtUTesFrnme 
448 36602 Stnvruesblmrovcmerds 

450 39004 A k C o ~ ~ ~ n g ~ r n l  
451 39009 InwraYemwllo based Pre* 
m 38100 omfia!Ftrrihoe6~qldpmern 
453 39102 . Rerdtla~ePmmdmEqldP 
454 39103 ommhiecbffi 
455 39200 Transparlalion EqUpmMt 

I__.- ' 449 37503 lmprnvcmerts 

456 39201 T N C ~  - 
459 39400 Tools. Shop 6 Garage Eqlipmenl 
460 39600 Power Operated Eudpmed 
461 39603 Dichcrs 

I 457 39202 Trailers 
1 458 39300 SloresEsLiPmwl 

I462 39604 BacwOffi 

- t 
_. 

- ._ 
I 

i 

-- 
( - -. ---- . .  6.4 P. S. T 6 0 Plant - Demand 

6.4 P. S. T 6 D Plant - Oemml 
6.4 P. S, T 6 0 Planl ~ Demand 
6.4 ~ ~ 6 D P l a n l - D e m v x l  
6.4 P. S,T&OPlanl-Demnd ______ 
6.4 P, S. T 6 D Plant - Demand 75.640 33,052 16.824 1.535 25,228 ' 

0 
0 t 

6.4 P. S. T 6 D Plant- Demand I 99.M7 42,715 21,743 1,964 32.604j 

I 0 ~- 
0 _ _ _ _ _ ~  

6.4 P. S, T 6 0 Plml - Demand 230 99 51 5 - 76 i 

0 - i  
6.4 P. S. T 8 D Plant - Demand -_ 
6.4 P. S. T 6 D Plant ~ Demand 

I 0 
I 0 - :  

6.4 P. S, T L D Plant ~ Demand 
6.4 P. S, T 6 D Plant - Demand 

I 83 125 
6.4 P. S. T K D Plant - Demand 

163 6.4 P. S. T L D Plnnl - Demand 
6.4 P, S, T 6 D Planl - Demand 
6.4 P. S. T L D Plard- Demnd 

440 190 97 9 145 i 
.- 

0 

dW.+ 
0 - I  

I - <  6.4 P, s. 7' 6 D Plant - Demnd 0 .. 

._I 

378 -.-___-..--.-dd 
-. 

I 463 39605 Welders 6.4 
4M 39700 CammmkalIonEqIiPRYnl 6.4 

6.4 465 39701 cnmdcal lon Eqdpmcnl- Mobile Radios 
466 39702 Cmnnnnication fqdpment- Fned b d a s  6.4 
467 39705 C o d c a t i o n  Eqdp.. Telemsbrirm 6.4 
468 1398130 MiseEUam Eqtapmerd 5.4 

470 39901 O h r  Tannible Prnpertv- Semrs - W 6.4 
469 39900 O l k r  Tengiblc Prq~crty 

471 39902 O l k r  Tsnaibla Prouerty - Severs - SMI 6.4 
472 39003 OlkrTan iblePr e -NeMlork-WVY 6.4 

6.4 
474 39905 Olher Tanniblc RoperW ~ MF . t t d r h r e  6.4 
475 39906 omer rang. Property - PC thrdware 6.4 
476 39907 O h r  Tang, Propertv - PC Soflwam - 6.4 

6.4 . 477 39908 Olher Tang. &OD& ~ Mnlnmrme SIW 
I 478 38909 OUrr Tang. Propem - As~ticatlon Solhnare 6.4 
1 479 39924 Olher Tang. Properly - Gcneral Sarlw Costs 6.4 

6.4 

t 473 39904 D h r  la:. pmp%TTcpu 

I 

! 481 Tdal Ganwai Ptanl 

I::-- GCtlCR3l: I '  

I 
( I  

480 

I 482 
1 483 CWlP WlO AFUDC 6.4 
~3-- - - .1  I I 
1 485 Shared Suulces Customer SuPPolt 

__. 
~~ ~~ 

486 
L-szrJk 6.4 
I 490 39001 SbUcimesFrJme 6.4 
1 491 3 6 s ~ ~  ~&es61mpmvements 6.4 
I482  37503 Imrovrmentv 6.4 

493 39004 Air Conditionno Emipment 6.4 

6.4 1 495 39100 Offlee hRdlWe 6 h U D I l l W !  : 435 39102 Renitlance Prowsing &UP __ 6.4 
497 39103 OffieeMarNrrs 6.4 b 39200- 
499 39201 IT& 6.4 

494 39009 lmrmnmnl lo lensed b r d S f f i  6.4 

- I  
282 4,634 .: 

0 - I  
0 - -....,-A______f 
0 - i  

1,925 630 423 39 634 1 

3,047 50,008 1 P. S. T 6 D Rad ~ Demand 152,098 65,591 33,389 

19.836 8.555 4.355 397 6,530 f 
P. S. T a D Rad- Demand 
P. s. T a D Rant - Demond 
P, S, T 6 D Ha* - Demand 9.936 4,285 2.181 189 3,271 

3.463 P, S. T 6 D Rvd - Demand 10.521 4.537 2,310 21 1 
P. S. T 8 D Rad - Demand 43.7M - 16.WB 9,594 676 1 4 3 6  i 
P. S. T 6 D Rad ~ Demand 14.312 6.172 3.142 - 287 4,7112 
P. S. T 6 D Rant ~ Demand nt ,804 332.04s 109,430 15.463 254.063 1 
P, S. T 6 D Rad - Demand 23,360. 10.074 5.128 468 7.690 
P. S. T & D Rad- DcmOnd 

. _ ~ . _ . _ I  P. S. T 6 D Plant ~ Demand 
P. S. T 6 D Piad- Demnnd I_ 

P. S. T EL 0 Rant- Demnd 
P. S. T 6 D plant - Demand 
P, S, T 6 D Plard- Demand 
P. S. 18 D Rsnl- Demand 

6,071 3.091 14.078 

36 3 _ .  55 j 
119,206 51,409 25.169 2388 39.24u i 

P. S. T a D Ran! - Demand 166 71 

I_ 

0 

1,357,664 585,516 298.044 27,201 446.923 
-- 

.. 

2.744 * 
[ 

__ 
30,066~ 

___ - 
P, S. T 6 D Piad - Demand 136,959 59.065 

.- . 

--+ 
0 t 

- _  

- I  P. S, T h D Plant- Drmnnd 0 - 
P,S,T,hDFIant-Demand 0 
P, S. T 6 D Rvnt - Demand 0 
P. S. T a D Ran - Wmnd 
P. S, T 6 D Rant- Demand 0 - I  

0 - i  
0 - !  
0 - 5  

- ___-I.- 4 

P. S,T 6 D Rant- Demnnd 33.916 14,527 7.445 rsao 11,164 
P. S. T h 17 Pianl~ Demand 2,677 1.154 588 M 881 

l__l_l_- 
P. S. T a D Flnnt- Demand 
P S ThDFtar(L-Demand 

-Rant- Demand 
P, S. T 8 D Ranl ~ Demand 0 -- 

I 500 
I 501 
i 502 

503 
504 
505 
506 

i 508 
509 
61 0 

I 511 

8 513 
514 
515 
516 
517 

507 

I 512 
- 

f 518 
519 
520 
521 
622 c g23 

I 524 

, 526 
525 

527 
. 528 
1529 

0 

0 
0 - I  39202 Ilmaern 6.4 P, S, L6-D RIM- Demand 

30300 l%resEsd~mnt 6.4 ~ . s . ~ a ~ u a n t - ~ e m a n d  __ 
39400 IT&. Smp 6 Garwe EsLiPmEnl 6.4 P. S, T 6 0 Pbnl ~ Demand 
39600 'PawarODeraled EqSd 6.4 P, S. T 8 0 Rani - Demand 

0 t 
0 - $  

39603 Dil&rS 6.4 P. S. T iL D Ranl - Demand 

0 
4,875 80.1 00 3 

39604 BaoWlas 6.4 P. S, T 6 0 Ranl~ Demand ._ 
6.4 P. S. T 6 D Rant - Demand 39605 Welderr; 

0 
0 

139701 Commmicmlkm Eqdpment . Mab&'e Rados 6.4 P. s, r a D Pian! - Dcmad 
139702 6.4 P, S. T 8 D plani - Demand 
138705 Co&csllon Eq?. - Telcrmtsiinn 6.4 P. S. 1 6 0 Ranl - Demand 0 

0 - 1  
6.4 P. S, T 6 0 Rant. Demand (39800 MiscdlancouoEswmenl 
6.4 P, S. T 6 D Rani . Demand 
6.4 P, S. T & ORad-  Demand lOE.mS 46 , 589 23,715 2,164 35.561 1 39900 O W ~  iblcna ertv _- 

139901 i o t h u T ~ , ~ i e P r ~ a l Y - S o ~ - W W - . . - - -  
6.4 P, S, T 6 0 Raid ~ Demand 04,956 36,638 1 18 650 1.702 27,966 1 39902 

39903 O~TangiblcRo~erW-EMwwC-HMI .- 6.4 P. S. T 8 D Ram ~ Demand 4.622 '3993 
39904 Dfhu Taw. Prop& ~ CPU 6.4 P. s. T a 0 R m -  Demand 
39905 6.4 P. s, 5 a D Rant. Demand 

- 1  

- .  

~- 
6.4 P,S.ThDPlant-Demand 243 , 331 104.939 53.4 17 38700 c O ~ C & h l k L f D ~  

-___I_._- Commvicalion Eqdpm~nt - Fucd Radios f 
20 9 4 0 7 !  

1.016 9 3 .  1,522 i 

" 

ovRr 7awiblc Prop& - Servers - SMI 

O W  Taratiblc Property - MF - &rdware 
0 
0 - i  

33.685 553.428 i 

- .  
39906 ourrTang. RopertV-~cttdrd*rare 6.4 P. S. T 6 D Rad ~ Demand 39.702 17.122 . 8.716 , 785 13.069 ' 
39907 0thuTaw.PmpsrN-PCSomMvs 6.4 P, S, T 8 D Rant- Demand 32,443 13.991 7.122 650 10.680 
39908 ohm Tans. Property - Mahhome SMI 6.4 P. S. T K 0 RoM. D e m d  898,509 387,517 197.257 18.003 295.791 
39909 OmCr 7 ' s ~ .  R~pcrtv - Auflkdion Solhvare __ 0 

I 

6.4 P, S. T 6 D plant - Demand 
39924 OfhuTam. RDpsrty - Genorsl StamD Cost8 6.4 P, S. T 6 0 Annl - Demand 232,957 100.465 51,140 4,667 76.61~5 f 

I 

I 

I 

I 1  

- 
I T&l G e m d  Phnl 1.681222 725,045 369,069 __ 
I CWlP WlO AFmc 6.4 P. S,T 8 0 Rnd ~ Demand 21,685 9,352 4.760 434 7.138 1 

I 65,283,105 28,154,029 14.331.208 1.307.943 21,489,924 -.-- 
i 
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Eb. 
531 
532 
533 
534 
535 
536 
537 
538 
539 

__.______ 
I 

I 
I i 

09 30 16 2 41 ' 
22 596.  moo F - H S C E  a ~off icnts 6.6 P. S, T & D Ptant ~ CmnmxGzy 1,285 432 234 

30300 MioCIniamimk'Phnt 99.0 - 0 1  1 

Nu. I I 
lnientllblc PhW 

I 
30100 Ornama(ion 6.6 -Ex, T 6 D Plant - CarnmMttv - ___.. 

I I 
1,374 I 452 251 24 , 

-- .I-.- 
Total Inbrt&40 Plant: 

Producton Plant: 
I I _____________- .- - I 

~ 
I ..~ 

540 

542 
543 
544 
545 
516 1 5+7 

I 548- 
549 

, 551 
552 
553 
554 

' 555 
556 
557 
558 
559 
560 

' 541 

G-0 

I I I I I I I I 5701 I I I I __- I 3175,180 I 1,168,890 I 633.551 1 60,107 1 1.612616 5711 I I Total Storage PLari 
I I 

I 
o -4 -__.__ 

32520 qoduclwLcaseholds 99.0 - 
32540 ~hbo1V'hYS 99.0 . 0 .- - 
33100 Roddon Gas We& Evirtment 39.0 - - 
33202 TributawLim?, 99.0 ~ - - L - - L d  
3uw Fidd Mea. h Re .Eta. Esub ._- 

33201 R e l d k  99.0 . 0 I :-I 
- J  

0 - - - +  
0 0 0-j 

--.I- .. 

._ 99.0 - 
99.0 - - 33600 FwifidonEquipk!l 

- .  
0 -  0 

I 

TotalProduclimPM .____.-_I_-_-___- 

Storaue Aant 

1 I 1  

23.r103 2258 60.586 I - - . ~ -  

1,892 1.026 97 .. 2.610 , 
35,560 ; 

3,OU 82.175 ! 
110.762i 

I_- 

1.5 Winllervoltlmes 130,663 43.915 
2-3-41 787 427 40 1.085 

35010 Land 
35020 RinholWaY 1.5 WinlrrVdumcs 
35100 Strudtues end I m x o v e ~  
35102 Corrpressim Station Eswmeri 1.5 Winter Vdumes 75.631 25.775 13,971 1.325 
35103 Maas. 6 Reu. 5%. Strwtues 1.5 WinlnVdumes 11,569 3.891 2,109 200 5,369 
35104 OhCr%lMUCS 1.5 Wi r i e rVdum 

1.5 Winter W w  177,087 58.566 32.285 moo Wfks\Pinh!sofWav -.- 
35201 wencorsbudian 

1.5 WntcrVdumcs 

1.5' WiMerVdumes 5,515 

68,721 23,115 12629 1,189 31.889 

1.5 Wintervdumes 938,391 315,631 171,060 16.230 435.448 i 
80.277 a s 1 2  4,128 238.669 I 5611 352132 

5521 35203 
5631 35210 

i 5641 35211 
I 565 35301 * 566 35302 

566 35500 
1 567 35400 

1 589 35500 

14.651-.- 393.234 i 
W e l W n m n t  
CllshionGas 
heholds 
Stumne WOns 1.51 WirierVdumes 
FLelcluneS 1.51 Winier Volumes 

463.949 155.051 04SM 
TnhiawurrS __I-- 

Mras  6 Reg. Euumcnt 1.51 Wtricr Vdumes 121,241 40,780 22,104 

15 W I m c r V d w  817.416 285,032 _I- 154,494 __ 
41,422 1.5 WimerVd"mes 89,265 30.025 16.274 1,544 
12672 . 27,307 6.185 4.978 472 

89250 30.[)20 16.271 1.544 41,416 k 
1 ai1 
&24 -%% 
7$97 56,260 1 
1,426 38248 f 

I .5 I Winter v d u m  104.729 35,226 19,093 - 
, Comprensm Station Eqlipment 1.51 ~infervdumes -~ ______ 

PurieaiionEquipmcnl 1.51 WirierVdume~ 82424 27.724 , 15.027 
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'KeOlW Jurkdiotbn Case No. 2WM0354 
;~tmos h r g l  comorotinn. K ~ ~ ~ I M I ~ L C S  Wdon .- . ___----- 
Foremled T& Period: Twelve M o m  Ended Mora 31.201 1 

I I  I l l  .- 
iALLOCATlON OF pv\M IN SERvtCE 

611 I I I 1 __ 
Genm.1: _ _ _ _ _ ~ _ _ _ ~  612 I I 

i 
966 325 6.6 P. S. T €. D Rant - Commodity 

613 .___ ___.------ 
9,188 3.090 

614 38900 Landbbd~tIk 
6.6 P. S. T & D Plant - Commodity __ 
6.6 P, S. T & D mold - Cornmod" 0 

653 1,942 
616 39001 SbmhmcFranY, 

P. S. T L D plant ~ CommodW 6.6 

BO 27 6.6 P. S. T & D Plant- Commodity 
14,062 4.730 6.6 P. S. T 6 D plant ~ Commodity 

6.6 P. S. T 6 D Rant ~ Commodity 12.516 42iO 
6.6 P, S. T 6 D Plant - Commodity __ 
6.6 P, S. T a D m a l -  Commodity 

615 m o o  spuchr~s a Inwronrmcnis 

~~~ ~ 

6.6 P. S. T 6 D plant - Commodity 7,799 2,823 
, 617 39002 sbumrcs-Rick _-__- 
1 618 39003 I m p l o W l M ~  

619 39004 AircMdi%oMnEq9rncx+ 
e o  39009 inwroyrment~o leascd Predscs 
6zl 39100 Offlceh.rilue6E&ml( ____ 
622 39102 Renilionz Rocesdnn EWP ~ ~~ 

0 
0 1  

6.6 P, S, T 8 D plant - CommodW 520 175 
6.6 P, S, T b D Rant - Commodity 235 78 
6.6 P, s. T a D mard- commodity 23 
6.6 P. s, T a D plant - commodity 0 
6.6 P. S. T 6 D Plant - Commodity i n . 0 ~ 2  6,072 
6.6 P, s. T a D nard - commodity 0 

2.081 700 619 38500 Powcr Operated Eqripmerd 6.6 P, S. T a D Rad- CommoditV 
1,581 535 

630 39603 Mchus 
6.6 P, S. T 8 D plad - Commodity - 631 39804 BaJmoeD 
6.6 P, S, T a D Wnt - Commodity 

1.614 543 
f 632 39605 Welders 

0 ._ - 6.6 P. S, T & D  mad^ Cammodity I 634 38701 Commurlwlion Eq~pmnl-  Mobae Rodiw LS, T L D WrP - Commodity 
6.6 P, s, T 6 D Rart - Commodity 711 239 

I 635 39702 CamrmPi0aic-n Equylmen- Fued Radios . 
1' 636 39705 Commrilalion &lip. - Tdcmckrinu 6.6 P. s. T a D ma*. commodity I 630 39900 OlhcrTa *Pro 

I 623 39103 Off~eMadines 
1 624 39200 TmworIoUonEWP~rIl 

625 39201 TrucirS 
626 39202 Trollers 

I 627 39300 SlorasEri~umem 
'528 39400 Took, Shop (LGuraoe Eqlipmnt -. 

130 411 
I 633 39700 ComddonEsliprncx+ 6.6 P, S. T L D Rad - Commodity -" 

33,707 11.338 637 39x10 MlsaUanm Eaupment 
6.6- 0 - '  

~~- 'I .l_.-..__l-. .-.--. 

--II.. 

- 

176 17 4 4 0 .  
4 5  1.675 159 

354 3d 901 I -* __-____ 
1.422. 

15 1 -  
2.554 243 6,5253 

. 2282 216 5.808 

95 9 241 
43 4 109 

11 i - 
4 - 0  

3,291 312 6.377 
I 

379 I I 36 966 
2901 28 738 
I 75 1 7 191 

294 ' 28 74 9 
- I  

330 
6145 583 15.842 

I30 12 

-___ 
6.6 
6.6 

639 39901 Other Ta& Pro% - Serve16 1Ku------~.- 

Mi 39903 Olher T o w  RopW - M W r k  - WYv 6.6 
640 33902 Other T o W e  Propem - S e ~ r s .  SNY 

642 30904 OthN Tam. RopcrN - C W  6.6 
643 39905 W l e r  TamWI Prop&- MF- Hardwafe 6.6 
644 39900 Olher Tons. Rope* - PC H a r h r e  6.6 

6.6 
6.6 

645 39907 Other Taw. Prop& - PC Software 

6.6 
646 39906 OUer Tang. ROD& - MUInfrl lW SNY 

-33 -A 344 1.887 635 P. S, T II D phd - Commodity 
P, s. T a D  ad - commodiny 1,216 409 2 z  21 584 1 
P, S, T & D W d  . COmmOdiW 5188 1.845 1.ow 95 2546 
P. S, T 6 D Wrt- Commodity 
P. S. T a D PI&- Commodity 
P, s. T a D mrl - commodm, 
P, SJ 6 D Rant. Commodity 
P. S, T 6 D Piart - Commodilv 
P. S, T B D Rnri ~ Commodity 

0 

I 

650 

652 
651 

654 
* 655 

656 
657 
650 
659 
650 
661 
662 
663 
664 
665 
666 
667 
558 
669 
mo 
671 
672 
673 

675 
676 

5 677 
678 
678 

3 

680 

682 
661 

683 
684 
665 
E86 
687 
688 

I 690 
I 691 

692 
693 

I 694 

6% 
697 

i 699 

r 669 

1-695 

7W 
I 701 

702 
703 
704 1 705 

P, s, T a D pfad - comm~dity 
-.__..__ 

Tohl General plant 

TOTX DIRECT PUN7 3.632149 1,221,887 ++-.?- CWP I I WlO ARDC 

I I  

6.6 P, S. T & 0 W d  - COmmodm, 
I I 1  f -____^-I_ 

I Intang= 

30200 Fronchk.e%6Cor6ents 

.I_.--__ 
I K e W  Mld-Mea Gcnral Ollim: 
I I I  -~ ____ -_ I 

6.6 P. S. T D Conmlodi~ 670 p a  I24 12 315 30100 OrgariretiM 

30300 Miso InLonoible Ffrd 
6.6 P. S, T 6 D Rad ~ Commodity 0 
6.6 P, S. T L D P?art- CommodW 4.059 1.355 740 70 1.084 1 

4.737 
- I 

1.593 - 864 82 2.198 
- - ~ -  , I ~ ~ _ _ .  

Tole1 lmgblc mart 

Gemnil: 
- -- 

I -_ 
6.6 P, S, T 6 D Plant - Comnodity 0 
6.6 P. 9. T a D Piart- Commodity 656 221 120 11 304 
6.6 P, s. T a D piant. c o m ~ d i i t ~  0 
6.6 P, S, T 8 D Pkd ~ ComnodiN 3.348 1,126 - 611 58 1,554 

6.6 P. S. T I: D P M  - Cummctdiilv 142 48 25 2 66 

37400 LandbLandRinMs 

3 e w  S I J U C I U C S ~ I I R U ) ~ O V ~ ~ F ~ ~ ~  

39w4 AirCondmotCt%qEqti~d 
39009 ImpmMmentlo lensed Prcrrises __ 
39102 Remillam Ro~*.rsInu ESUP 6.6 P. S, T a D Pbnt - Commadity 0 

0 39103 O ~ e M a ~ ~  
39200 TromwMtionEq@pmwl 
39201 _TNckr. __._ 6.6 ~-DAAA 
39202 Traltsm 

39001 ShUctrresFRlmc 

21 7 4 0 10 I 38900 
6.61 P. S. T L D M- Commodity 

110 ~9100 of%e F I ~ ~ I ~ C  6 Equpmv 6.6 P. S. T & D Wrl - ConXllodiitV pa 80. -_I___ 43 - 4 -  

.-.- 6.6 P. S. T .% D Pknt - Commodity 
616 P. s, T ~ D  p~ort- comnodw 0 - 
6.6 P. 5. T 6 D Piad - ComoditV 0 

15 6.6 P, S, T h D PltKd - Commvdm, 5 3 0 7 
6.6 P, S, T a D Plant. CommodiW 529 170 . Wi 9 246 

39600 POW3 ODOldOd &&NiWd 6.6 P. S. T & D Plart - Commodity 31 10 6 1 14 
39603 Dilcherr 6.6 P, S. T 6 D Plant ~ COmmodity 0 -6 

6.6 P. S. T & D Pbd ~ COmnOdiitV 1.164 388 210 20 -~ 535, 

6.6 P. S, T 1 D phd ~ Commodity 3,143 I 1,057 M 1.450 
' 39705 ~ o ~ n v i ~ a t i a n  EW.P. - Telcmlering 

6.6 F.s,T&DFiad-Commndw 282 I 55 51 5 131 
3S8OD MscellaneousEqlipd . I_ 

BO 48 5 $22.. 39901 o h r  Tangible Propem ~ SeNCrJ. WV'J 6.6 P, S. T 6 D mad - COmnOSty 2621 - 

39904 O h r  Tono. Propew- CPU 6.6 P, S. T 6 D Wr( - Commodity 0 I_ - 

39908' OhrTsng. Rwcdv- Malnhame SMI 6.6 5 s .  T D W d  - Commodity 3.175 , 1,060 570 55 1 A73 

30300 aorerEqlipmenI 
39400 Took, shop a Garaoc Er&menl 

_II 

6.6 P, S. T&.D p h ~  ~ Commodity 
6.6 P, S. T & D Pkd - Commodity 0 

33604 BeCLhOG5 
39805 IWeldcrs 
39700 CommUiCalmn Eswppmcnt 
39701 C o d m t i o n  Eqlipmcd- Mobile Rafiffi - 6.6 ~ D Wnt ~ Commodity 0 
39702 CommUisKon Eq*pmcd - Fkcd Radios 6.6 P. 5. T (L D Pht -  Commodity - 0 

0 I ._.-- - 6.6 P. s, T a D plrrd. Comodiity . 
573 

39900 OhrTangible RrmeW 

39902 
38903 

39905 
39806 

8 1 $4 6.6 
6.6 P, S, T 6 D phd- ComoditV - 8.882 I 2.968 1,610 154 4.122 

6.6 LS, T .% D Wnt- Commodity 

P, S, T L D Wd-  Commodity 30 I 10 --- O h r  Tsnniblc Ropsdv - Servers - SMI 
Other Tsnsibls W e W -  W o r k -  WW 

o h r  Tengale h c r l v  - MF - Hardware 
O m  Tang. Propew- pc b i w a r o  

- 
0 

1.797 1 
214 

-- 
67 6.6 P, s. T a D FM- commodity 3.873 1.303 706 

6.6 P. S. T 6 D Rant - COMnDdity 462 155 M 8 '698-39907.-- 
0 
0 - --..--I 

39808 O M  Tann. Propew ~ AppWation Soltwaro 6.6 P, S, T EL D Aant- Commodity 
39924 6.6 P. S. T & D Rent ~ Commodity Olkr Tons. R o p W  ~ General startup Cos18 

I 26,244 8,827 4.785 454 12.178 
_- 

Tdal G m l  Rant 
I 1  -- . - w a - e  -~6.6_B~S2,dDP(ant~Commod& _______ J!?!L _-__._ Wl -..&SQ-A!?L ~.d 
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Paw 20 0175 

~ I - "  --_I _I --- 
I 
l-- { ~ l m o s  EnerW corpornbon. K C ~ ~ ~ ~ ~ ~ ~ ~ I C - S I D I W  hasion 

Ik(enhlCky Jtliladld!on Care No 20094035d 
~Fowcasled Test Penod Twebe Monthr. Ended March 31,2011 
I I 1  I l l  
~AUI)CATIONOFPLAMlNSWVlCE 
1- 
I 707 

'711 37400 LondhLudRBM -1__1.- 

Shared Semcs General Office 
[ 708 I I 

I I 710 709 General 

6 6 
6 6 712 39001 SbuctUresFram 

713 35602 SUcWcs 6 ImPrmmentF 6 6  
714 37503 lmprcverncnts 6 6 

-- 
I 

_-__-- -- ?"- -- I___- * ---- 
I 

I 
I__ 

~~ 

-- 

P. S, T 6 D Plant . Cammod& 

P.S.T6OPlmt-Comddv 
P, S. T 6 D Plant ~ Commoddv 

P. S. T 6 D Uant-Comwdny_- -- . 
0 - - 1 

715 39004 fur Conddlonnn Equ~mcnl 
716 39009 Improvemenl lo k e d  h m s r s  
717 SIW om= F-O a uluipmcnt 
718 39102 RemnonceProccrtmp &UP 

72LI 39ZW TmmoltabunEquDm~ 
721 39201 TmLS 

723 39300 SoresEsmpmenl 

725 W W  (Power OperalrdEmupmenl 
726 39603 1t)ddrrr. 
727 39604 li?acwlors 

I 719 39103 OlficeMarMm 

72'2 39202 Tralcr; II_- -. 
! 724 39400 TO&. WmP 6 Garage Eatnprned 

728 39505 lWe!ders 
729 39700 {Cononuucabon Eqlmpment 

, 730 I 39701 Com!JdmHon E q u p d .  Moblio Rsaios 
I 731 39702 C 0 m c a b n  Equpmnt - Fmd Radios 
732 39705 Co~uucaSon Equv - Telemelennn - 
733 39800 M d s n e o l e  Eumpmsd 

I 734 39908 OUrrTansiblePro~erty 
I 735 ,59901 OmnTengiblcRoperlv Servers-WW 
1 736 159902 OtfrrTawiblePmperty-Servers-W 
! 737 39903 OUxr ToMIble ProPcrty - Nhvork ~ WW 
1 738 39904 OthtiTaw Piaperly - CPU 
739 39905 O h  Tangible Rope@- MF tkgrdware 
740 39906 - O M  Tam Property - PC HorWere 

FK 39907 o i h e r ~ s w  ~oper ty  - PC Sotware 
1 742 39908 OmerTeng Property MJvlhameW 
743 3278809 Ofher Tmg Ropertv - Apvlimbon S o W m  
744 39924 OUler Tang Property - General Slnrlw Cash 

1. 745 
746 Tali1 Genera( P m  - 
747 1 I I 
746 CWlPwlD WUOC 

I I  f 749 .__-_. 
1 7 m  Shared Smcafi Cleiomu Support 
751 I 1  
752 G ~ m d  ____x._l_ 

753 
754 37400 LsndLLandQMs 

i 755 39001 SIruc!uf%sFram? 
(756 36602 SIruchxeshimmmrne~ 
757 37503 ImpmvCmentF 
758 79004 t 4 I ~ i m ~ E q U P m e I d  
759 39009 lrmrmmenl lo kased Remres 
780 39100 onica FWWC a Ewpmcnt I mr 39102 bmtfenca ~mcsmn ESUP 

r762 39103 o i 6 ~ M a r . h ~  
i 763 39200 Trnmp&UanEqupmrd 
I mC 39201 trucks 

6 61 P, S, 1 6  D Plant - Cornmod! 
6 61 P. S. T 6 D  Runt- CommoddV 4.510 1,517 =----- 78 2,093 I 
66 P, S. T 6 D Plant- Commoddv 5.629 1.951 1,083 101 - 2 705 f 
6 6 P, S, T 6 D plant- Commodm 14 5 2 0 6 
6 6 P. S. T 6 D Plant-Commodw 25 -..-E.- 5 0 12 
6 6  P.S,T6DPlmt-Cnmmd~ 
6 6 P. S. T I D  Plant- Commoddv 0 

66 P. S. T 6 D Plant- CommoMy-- 0 

6 6 P. S. T h D Plani - Commodftv 
6 6 P. S. T 6 D Plant- Commddv 
6 6 P. S. T a D Plant- Commoddv 

6 6 P, S, T 6 0 Plant -CmnmodW 0 - i 
7 10 I 

0 - I  
6 6 P, S. T 6 D Plant - Cornmoddv 22 4 - 0  

- I  

0 
0 - ._I-___ 

6 6 P. S. T 6  D plani- Commoddv 0 -  - 
6 6 P, S, T 6 D Plant- Commodii 829 278 _ _  151 14 

6 6 P, S. T 6 D  Plant ~ Commoddv 0 . .  - 
66 P.S.TBDPlunt-Commod!Q-- 113 38 21 2 5 3 ;  
6 6 P. S, T D Plant- Commoddv 10 ~ 3 2 0 5 
6 6 P. S. T 6 0 Plant ~ Commoddv 6,951 3.M1 1.632 155 4 154 

6 6 P. S. T 6 D Rant- Cornmoddv 393 213 21) 542 I 
6 6  Ps S, T hD Ha* ~ Cornnwddv 585 197 - 1 07 10 271 1 

66 P, S. T 6 D Plant- Cornmod& 0 

6 6 P. S. T 6 0 plant -Cornmoddv 
7 

6 6 P. S. T 6 0 Plant- C o m d n y  7,015 2.360 i 27278 121 3:255 1 

: : f l  66 P, S, T 6 D Plant- Commoddv 619 238 113 
2.572 865- 469 

283 I54 15 391 
6 6  P,S.T6DFiant-Commoddv 
6 6 P, S. T 6 D  Plant- Commddv 842 - 
6 6 P, S. T 6 D Planl -CommodW 45.421 15,278 rJ.281 -- 786 21,077 

I 66 P. S. T 6 0 Plant- Comnwddy 1.375 462 251 24 638. 

I i 
66  P, S, T 6 D Plant- Commoditv 0 -  - 

- 

- - -- 4 
3.740 f 

1 382 79,901 I 26 , 875 14,567 , -- 
___- -_ 

6 6 P, S. T 6 D Plsnt ~ Commoddv 8.060 2,711 1,469 139 
I -- --- - I 

0 - 1  

0 

0 

--- 
6 6  P.S.T&OUant-Commoddv _____, 

6 6 P, S, T 6 D AnM- Commoddv 
6 6  P,S,T6OFiant-Commoddv 0 - 
6 6  P, S. T .5 D Rant- Comrmddv 

- 
I - - _ _ _ _ _ _ _ _ _ _ _ _ _ ~  

6 6  P. S, T 6 D Plant-Cornmoddv 0 
6 6 P, S, T 6 D plant-Commoddv 1.996 671 3M 35 
6 6 P. S. T 6 D Fiant-Commodiv 168 53 29 3 _- 
6 6  P, S. T 6 D Plant- Commoddv 0 
6 6 P. S. T 6 D Plant- CmmodW 0 
6 6 P. S. T 6 D Plant-Cornmo&N 

.- 
0 : -I 

- I  
6 6 P. S. T 6 D Plant- Commoddv 0 -- - 
66 
6 6 766 39300 Sto rcsEs IwM 

757 39100 Tools. Shop 4 Gornue Eqwpmenl 6 6 
[ 768 39600 Paver Operal0d Equpmefil 66 
769 39603 Dnrher6 66 
770 39604 BsckhoEs 6 6 

' 771 '396051 Weldcrs 6 61 
772 39704 Cormxseabon E w D ~ c ~ ~  661 
773 39701 commnl~ilrm Eqdpmnt - Mobile Rados E 6 

--- I 765 392112 Traiers 

I 

-____I- P. S. T 6 D Plant ~ Commoddv 
P. S. T 6 0  Plant-Commodw 0 I 
P, S, T 6 D  Plant -ComnwdW 0 
P.S.TbDPlsnl-Mmmoddv 0 
P.S,ThDPlant Commoddv 0 

0 P. S, T 6 D  Plsnt-Comwddv 
P. S. T 6 0 Plant -Cornmorn 0 I 
P,S,ThDPlant-Commoddv 14.320 4.817 2.611 248 6.615 
P. S. T 6 D P l d -  Commoddv 

I 

0 - 
774 39702 cOnnrnn!cabon Equpment - b e d  Radros 6 6 P, S. T 6 D Plant -COrnmoddv - 0 -L 

776s 39800 MlBcellaneous EqUIpmR* 6 0 P. 5. T 6 D Plant- Commoddv ---- 
I p3--39901 OlherTanoible Roperlv- Sem- WW 6 6 P. S, T 6 D Plant- CommDddv 6.358 2.138 

779 39902 Owr Tanolblo Ropcrty- Sctvers. W 6 6  P. S. T 6 D  Rant- CammodQ 5000 1 1.662 
1110 39903 OUxrTnnoiblc Roputy- Network. WW 6 6 P. S, T 6 D Plant- Commoddv 272 91 

1 775 39705 CcNnmmabon ESUP - Telemetenna 66 P, S, T 6 D Plant- Comnwddv 

1 ?7l 39900 OlherTonniblcRoperty 6 6 P, S. T 6 D Plant ~ Commoddv 
I 0 
0 

6 6  P,S.T6DPlanl-Commoddv 0 - 781 39904 OUlcrTana Rovcrty- CPU 

0 0 1 

1,159 110 2 , 5  1 
312 86 
50 5 126 - - -- - 

I 782 
i 783 
7 1  
785 
786 

i 787 
788 
789 

I 790 
791 
792 
793 

L795 
I 794 

39905 Olher Tonable Ropcrty - MF- mrdware 66 P.S,T6DFiant-ComrmdW - 0 -1 
OUurTsnq Roperlv-PCb!ar&arc 39906 6 6 P. S. T 6 D Plant - Cornmoddv 2336 786 4% 

39807 .&Tam Roverty - PC Sonware Is6 P, s, T 6 D Plant - cmnmoddv 1,909 642 348 
39908 Olher Tong Property - Malnhamo W 6 6 P. S. T 6 D Plant - Commoddv 52.882 17.767 9.M1 

0 
~ 

-- 
39909 OUrw Tong Roperlv- PptrlwbmSDRwarc 6 6  P. S, T 6 D Plant- Commoddv 
39824 OUier Tana Roperlv- GC~VJI Stam cmt6 6 6 P. S T 6 D Plant- Comrmddv 13.710 4,611 2,499 

I I 

~- * Told General plant 98.942 I 33,279 18,038 1.711 45.9m 
I 1  ___.I_ ____ 5 6  P.S.Th0Plant Carnmoddv - 1.276 429 233 P 

I 
I I  J 

3.841.973 1.282,Z? 700.438 I 66,451 1,782J22 TOTAL PLANT IN SERVICE- COMMODITV 

T m Y L Q G  P-WSMMSW- J I_____n___ Ijp____,.-%?E --.- - E~BA--A.EU ...------923 , -..?&E, 
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- - - ~  I __-___---- --.---...IC 
!h ~nernycomornbon. ~ I M i d - S a t c s  tamston 
{Keniucky Jlrnslhchim Case No 2ODpoOW 
,ForccasiedTesl Penod Twelve Motdhs EndedMorch31.2011 
I I1 I l l  - I_-. 
IAUOCATION OF PLANT IN SERVCE 

I Told Plad in SFMW 
I -- 

_- _ _  
ABocsbw AllDcabon Tdal Cornmcrudb 

Fador &SI% COnWarN Reddcnkll R m h I w l o ~  

_I_-____- _ x - - ~  

Uno Aat I 
N O N O  
786 I n t a n o b l c P ~ ~  ___- __~___l____l  - 1 - ~  

797 
790 30100 Oraabllon 
780 302W Fznnhsa BConsentS 
800 303W Mise lnlnnnblc Piant I_---- 

801 
802 _- 

- -~- 
8,330 6,039 1,474 

119.053 86,899 21207 
0 

128.182 02.830 22.681 
~ ~~ 

Toial Inlawlbln Plani. 

Pmdudlon planl , 
I 003 I I  ~ _ _ _ _ _ _ _ _ _ _ _ ~ ~ ~ " - _ _ _  
! 804 
I 805 I __ 

2.353 1.015 516 
83,422 35.977 18.313 
3.4a ~ 1,506 767 

47.163 20.339 I lO,jg-- 
808 33100 Producbon Gas Welb Eqlqrmenf 

628.218 227.800 115.951 
809 33201 Fieldbnes 

192.304 82 968 42.233 
812 33600 PmligllonEsu~menl 44,369 19,135 -- 9.740 
811 -E 

001.402 388.739 197.879 
013 

815 I I  
I 

1 806 32520 ProdudngLeasehdds 
807- 32540 RlghlsOlWayl - " - ~  

' 010 35202. TrmulawlJw - - ___ _. - 
Fwld Meas 6 Reg sh Equs 

-....--- -- I 814 ToInl Prtaductlon Plant ____ 
1 816 Soraae Plant 
I 817 __ - 

ifil.l27 100,222 52,465 
-I__ 

-_-_ r_ 

-I _-____ 

I 

- 
I 

Firm t h t n a l h  i 
lndurbial Traworl i 

1 

92 -----Ed 
-4 

1.329 10.417 1 

1.422 11,142 i 

774 47 
27.461 1.671 

70 1150 
_I 945 15,525 

10.583 173.87B 
3 854 63.329 

-p809 t 14.608 

18,060 296.724 

f __ 4,674 103.565 I 818 35010. Land 
4,682 

11,250 
821 35102 CDrmression Stabon Ermvmeot 153261 

23.138 822 35103' Mess BRog S o  sbudues 
137.443 823 35104 Olhersbuchres 
354,174 

1,876.783 
824 35200 Welk\WghtsofWay 
825 35201 Well Corstrudlon 

477.339 828 35202 WellEquprnent 
1,694,033 

178,530 828 36210 Leaseholds 
54,614 

178.501 
om 35211 ~ t ~ a g e m g h t ~  
030 35301 Fieldbw 

209,458 
927.890 

831 35302 Tnbutalybnes 

242.482 
832 35400 Compressm Slslfon EQulDmM 
033 35500 M a s  I Reg EsupnWii 
834 35600 PlmIintlonEqriDmd __ .- --I ~ - _ I  

I I  
836 TOM Storage Plant 6,950,361 
835 

1 1  837 __-__I_ - 

840 36510 Land b Land FbsmS ___ I_ I -- - 

818 3 5 ~ 0  m m s ~ i w o y  r 820 35100 ~ ~ u h r e s ~ n d i ~ r ~ m e n t s  __ 

! 827 352031 C d w n G S  __-_________ d--- -----____I- 

164,849 

838 Transmaion: 

1 8.41 36574 RIOII!SO~WW 
i 842 3 6 6 0 2 - - ~ ~  
1-35503 OlhustrU~Fs 

26 970 
067.772 
44243 
60.940 

I 844 36700 Mains Cdhdi i  PmleLdon 403.219 
33,483,557 

695,357 
2,058,666 

8119 Total Tfarsrnssion Uanl 37.538.925 

039 

045 36701 Maus-Steel 
048 36900 M W  6Rcg E s u P M  
847 36901 Mcss(CRcuErmpMnl ~ - ~ ~ -  I 

846 I 

I 1  I 850 _ _ _ _ ~ _ l _ l _ _ _ _ - _ _ _ _ I -  ----- -- 
! 851 M%Utlon 
1 652 I ~~ 

1 853 37400 LandhLandHM "__ - - I _ _ ~  

1 856 37493 LandMher 
I 857 37500 SbumDesLImprWmeM6 
i 050 37501 Slruclweg h IwfwementS T B 

98.321 
37,326 

244.548 
2,7811 

321.045 
95,801 
46.691 
4,005 

054 37401 Lad - 
855 37402 LandRlM 

859 37502 bndFbM 
860 37563 Irmmvements 

1,797 041 87 1.857 
4,462 4.318 2260 210 

56,823 30.793 2,861 60.785 
8,001 4,640 432 9,177 ~ 

54.511 I 52,751 27.615 2.555 

189.317 1 
135,934 71.160 6,611 140,469 

103,206 95.906 8.910 

21.681 ZO.861 10,973 1,018 
68.510 35.854 3,332 70.795 
80.392 42.0811 3,910 63,073 

356,134 186.431 17,320 368,013 
33.066 48.719 4,525 06.171 

65.361 

2,657.590 1,396.453 129.732 2756,570 

. 
7m.323 3n.070 35.031 744.349 t 
550.408 340.523 31.635 6(2,187 i 
66.521 I 35.870 - 3,332 ___- /0,807' 

63270 33,121 3.0~1 
I_-._ Ix_ 

_I___--- ~ 

. ______- -I---- I_ -- 
11.631 5.921 540 8.878 

374.236 - 190,497 17.386 ?85.554 
19.080 9,712 000 14.564 
26.281 13,378 1 . P I  

173,893 88.516 8,070 132,7521 

255,734 130.895 
887.045 451.531 41.209 677.080 t 

20.060 

14.440.138 7,350.444 670.841 71,022.133 
11,928 195,980 I 

752,090 12357,081 t 1 
-4 

wo .- ---+I 
16.189.058 8240.895 

I___ - -I 
80.750 12,409 ' 386 4 . m  i 
30.656 __ 4,711 

2 O O . W  30,864 
22m 351 

146 

11 
150361 264327 40,620 1,263 - 
4.659 78.762 12,104 376 

183 38,254 5.880 2163 
195 3,289 505 16 -' I 861 37600 Malm C8lhQUiC RolCctlon 

852 37601 Malm - Sicd 
* 883 37002 Maim-Plastis 

8M 37000--pp 
I 085 -?i?i% Mean 6 Reg. Sta EWP- CW Gob 

866 37905 Mcas L R e g  s(a EaumrnenlTb 
067 38OW SOyIW 

&E 38100 Melm - 1 059 38200 Melwlmtdladorn 
t 070 3B3W_HDuceRe!~UaIofs 

' z - 3 8 5 0 0  

f 874 iEt ,b,!l D E + J @ ~ @ ~ -  1 - - - I_ -----. I - __ 

______ 
071 3MW kbL6eRe ImblldOts 

0731 38500 ,OWr prop On C u ~ t  Prem 

10,548,286 8.663.130 1,331297 41,395 512,445 
70.075.715 n.552.116 8.Bu.255 274,998 3,404,346: 

121,878 1,508,7133 f 31,056,673 25,506,372 3.919.562 
158,263 1 

62,226 ' 

401.761 498.923 . 
5,448.430 3.273.335 1,832,689 169,960 172,436 ! 

51.894 
4.730.998 I 4.730.090 ~ - 

I 
I --21eLI,Sn -..2L5Z!?ZE. A,%% _- -Q''&i---lZ~Zd 

3,257,718 2,615,514 41 1,157 12,704 

i,z8o,on 1 , 0 5 1 . ~  161,659 6,027 
106.751 87.270.553 77,418,7009 9,640.008 105,183 

46,736,805 28,078,834 16,720982 1457,929 1,478.181 

1,591,303 1.306.913 200,830 6245 n.307 i 

15.m,42fi 9.471.mi 5,302.710 

154.276 92,687 4.813 4.883 ! 
- 

0 
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l_-__-ll --- -- I .L...-_.4-- ----- r"..-- 
A l m  Enerm-/Mld-Slates ONlsion 1 

f&ntUJo, Jmsdi ion Case hb 2009-00354 _____ 
Foreaded Test Period Twclve MonW Ended March 31.201 1 I - 

(ALLOCATION OF PLANT IN SERVCE 
1 876 I I  

.--- 
I I  I l l  - __ 

I 877 Gmeral -I 

I 878 ~- 
999 I ooo 39000 .sIruU!scghlnpr~~nts 857.020 621.378 151.646 9,505 

101.144 131.337 __ 32.052 - 2. 009 
801 39001 SbuobnesFrama .- - 

120.733 o.as9 
882 39002 ~ c b i ~ e 6 B n c k  - 
883 39003 I t ~ u o v ~  727.533 527,494 
004 39004 Alr Condiiomw Equpmenl 7.461 5.410 1.320 83 

14 547 951.038 232,098 , , 1.311.694 .- 
1,187,541 846S20 - 206,591 12.949 

805 39009 lnprovement b leased Premn - 
I 886 39100 OlliceFmnhrrt&.Es~md 
I 887 39102 RemHtem Prccfssing E ~ P  0 

008 39103 OlficeMarhm 0 

__ _- - 
90,075 65,309 15,930 __ 879 38900 landLLsndRldd6 

0 -  - 

- l__----_ll 

889 39204 Transptniabon Esupmenl 46,511 35 173 8 504 530 
3.802 243 

383 24 
' 890' '39201 TrucxS 21,941 15.908 

891 39202 TIaaerS 2,163 1,560 

1,683,816 1,220,915 247.961 10,676 
892 39304 SlareElIEqldpmenl __I__.-_ ~ - _ _ _ _ _ -  - 
893 39400 Tmb. Shop h G~naue Emopmenl 
894 39600 power Opernled EqtnpmWn 

184.161 140,775 34,358 
148.407 107.602 26,260 1,646 

095 39603 b d K m  -- 
38,343 27.000 6.785 425 897 39605 [Wcldeffi 

098 39700 Icommvicath Equpmnt 150,577 109.175 26,644 1,670 

D 

0 
2 . k  

I 096 39604 lBIifikhDCS 

0 
0 

i ~ 9 9  39701 \CammmicahmEqupmnl- Mobilc Radios __--̂ _I- -.---I_- I 900 39702 lCommurcahonEqtipmmt-FhQdRndios , 
901 39705 CommuUcaticn Equp ~ Telemelwitq 66.316 40,002 11.734 735 

3,144 230 2,279,714 556.358 34,071 

1.952 I 804 39801 O W  Tangible Ptwerty ~ Sewers I WW 175.990 127.601 31.141 
113473 82 273 20,070- 1,258 ! 905 39902 Olher TnwIble Property - SeNen - SWJ -A- 

, 907 39904 Om0 Tang Prop& - CPU 0 0 

t 902 39800 Misd laneorobmem I_ I __ 
1 903 39900 OfhvTal~libleFm~crty 0 L--I-. 

905 39903 Ofhv Tamhle Property - W o r k  - WW 611,701 - 371,065 __ 90,557 -_ 5.676 

3,291,950 2,386,813 582,495 s.510 
908 39905 OLherTnymble Propem- MF- Hatdware 
909 ~-~ 399Mi OfhvTnq Property-PC Hardwere 

912 39909 IoIherTang Propertv-h~limhmso!twm 
913 39924 lOlherTm F T o n ~ r t y - G e r m r a l ~ C D d B  
814 1 1  

I 1  918 -___ 
917 TOTAL DIRECT PtANT 

1 1  918 
919 
9 a  - I 1  

$23 ____ _ _  Intawme Rad. 

233.579 169.356 41,331 2,591 
346,104 250,941 61.241 3.630 

0 
0 

{ 915 -Tole1 QerrmlPlanl 14.513.918 10,523,247 2.568.167 160,968 

338,608,350 2.15.651.364 59.850.481 3.757S3 

CWIPWlOAFMC ._ ___ 4,155,688 3.013.061 735.329 46.089 
-1-11-- 

I s ; l  KelllW MldSlalto General OfficC 
1 9 P  I 1  ____ _---- 

924 I I  
925 30100 lorganallon 63.243 45.854 11,191 701 

i 0 _I -- . I 926 30200 /handuEEs h Corn& 
I 827 30300 iMlsc IntanCle Plant 378.671 274,553 67,004 4,200 

441,914 __ 320,407 78.194 4,901 
928----1 
929 I Total Inlannblc Ranl' --- 

I I  930 I 
I 931 I Gemal 

1 933 137400 (Land 6 Land RIQMs 

19361 )309130 Ibndllandk#hk 312,405 226.500 55.279 3,465 
I 937 30004 AlrConbnlodnUEs~~mnl 1.970 1.420 349 I 22 
I 938 39009 Inprmmed lo leased Prcmses 13.253 9,609 2.315 I 1 47 

1932 I I - --__--- ____I I- __.---- 

0 

0 
834 139001 ISllwiwcsFI~lW 61205 44.376 10.830 670 
935 I36602 IStmlueshIm(lrmmeNs __- 

l _ _ l ~ - l ~ -  - 
i 

1 
1 
I 

7,829 
74.491 

15,745 
63237 

649 I 
114 011 1 

~ 

101.482 

4217 

108 
1 , 9 0 7 ~  

146.364 1 

-4 - 12 099 

13.088 
" $ 5 3  

- I  
5,764 

273294 

15297 
9,063 

44,484 I 

286,133 
20.303 i 
30.083 f 

i _____-_-_-- - :  
1261,537 

29.448.9il 

361.209 

I 
-----T.&j 

- 1  

5,497 

38,411 
7 
i 
1 

5.320 

, 27.154 
1 71 

1.152 I 
939 39100 Omea Fmdhm L Equpmeni 22.170 

942 39200 TmmmtdionEqwmeId 0 

040 39102 Rom(tSm PrOcEsSllul EQUD 0 
0 I 911 39103 OfliccMndv~ 

( 9 4 3  39201--- 
i 944 39202 (TreWs 0 1 945 39300 lSaresEqu~merd 1,420 

946 39400 ITods, Shop & Gorow E4dPmcnl 49.350 
2.900 

0 
947 39600 IPnwer Operaled Eqtnpmenl 

P49 39604 ISSCkhDeS 0 
950 39505 IWeldecs 0 

I 940 39803 IMfehers I-.__ 

1 951 33700 CommmabonE~dpmnt - 107,600 

I 852 39701 Commurcallon Eqtipmenl - MOUe Radios 0 0 1 953 79702 Commulwhon Equpmnl ~ Fmd Wdlos 

055 39000 MmcUoneoU6 W m c n t  293.135 
' 954 39705 CommwwalIonEqup -Telemetcnnll 0 

~ 26 276 
957 39901 05s Tangible Property SeTvcn- WW 24.457 

960 39904 05s Taw Pmpsrty - CPU - 0 

963 139907 o h  TON Property - pc Sonware 43,009 
864 39900 OlharTang Property- Mainhame SMI 296.168 

956 I38900 Olher Tawiblc Properiv ~ 

850 39902 O M  T8rnible Property ~ SeNEre - SNY 2823 
828.541 959 39903 OfhvTowtble Property- W o r k  WW 

961 - 38905 ~ O M  TanQlble Property - MF ~ HaMware 
9Q 39905 OUprTang Propmy PCHarhvare 361,254 

0 i 965 39909 Om0 Taw Property -Appllcahon SolhKdre 

i 967 I 
! 966 39924 O h  Taw Proparfv General %rbm CDsk ___ 

960 Total G e m i  Planl 2 . ~ 8 . m i  
I 969. _._ I I -"- 

9 7 ! L - ~ - - w w ~ - -  ~ -̂_I _--I -" 1 I WLE2L-- 

16.074. - 3 s 3 1  __ 248 1.927 1 
I 

1 
.- 

- I  
- 

l@O __ 251 16 123 
35.785 0.733 
2.101 513 

- ___- 
70,015 19.039 

- &-4 
<;---.-LZI 

- 
212,536 51 .8G8 

19.052 4.649 291 
17,733 4.328 -I--- 
2.047 - 500 

600,730 146,S(w 9189 72.016 
-_I_- -- - 1  

- 31,242 7.624 478 3,745 j 
n4.734 52.405 3.285 25.742 ; 

1 

251.925 63,922 4.007 31.400 

- L.---..--: 
i;nsgzs 433,165 
- w.a .--_ (!.el) "_ . 
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(1016 
11017 
L1018 
1019 
1020 
~ 0 2 1  
1022 
1023 
1024 
1025 
‘1026 
1027 
‘ 1 0 ~ ~  

\IO30 
(1031, 

11U2S 

I I  I I _- _I- 

Gcmml _____ ”- 

i I I I 
O - I  

I I 0 -~ --~. - 3  

37400 Land6LSndRinhk ----I--_ - - 
36602 ~ ~ h l ~ ~  I 0 

I 0 

I 18.183 

37563 ~lrmnrvemcrhi I-- 

39004 ArCamFdlonngEqllpmcn! 0 - 
14695 10,655 2600 163 1 ,m 39100 Olfiec Flmrhne 6 Esl.pmenl ._ 

39102 ReMtt.nccProees6lngEW - ~ 

39103 ORinMochm 
39200 Tramportahon Eqdprncnt I 

39300 ~ e s E s I f P ~ ~  --____ 

___-_ - 
39001 SinMWtsFralm 

I 

-- - 
2,065 33009 Immwril lo leased ReMEeS 106.186 134,993 32,945 

I__-.. 

0 

0 
0 

39202 Tmliers 0 

0 ---e-- $ __I_ 

39201 Tn&b ___I __ ___ t 
I 1032 
1033 
1034 

11035 
!lo36 
1037 
1038 
I 103B 
,IMO 
11041 
I1042 

)to44 
/IO43 

:I045 
I1M6 

i 1048 
I1049 

1052 
1051 

‘1054 
I1055 
1056 

i1050 

i 1053 

39400 

0 - I  
39600 m e r  Op+reled €mfomd _- 
39603 Diidrrs 

0 39604 Backlwes _- 
305115 WeMcls 0 -  
39700 C o m m b o n  Equpment 1,335,799 

0 39701- Co~lnrvrabonEqupment-Mob8e M w s  
39702 ComMdtsUon EqdpNn! - FLnd Rndms 0 _I___ 

397115 Commrumbon Equp . Telerndeimg 
39000 Msccltaneous Eglglmcrl -_ 
39800 Oiher Tsnglblo RoDcrtV o - -  

39902 OUrrTannible RopertV- Selwrs- SiW ..I---- - 

Toots. Shov h Garane Eawlmnl 

f 
.̂_ _- 

236.363 14.815 110.106, 
.. -__^ 

988.515 

-~ 
111 80 20 1 10 ? 

104,~Xi  6.577 51,547 
468.379 338.146 82,523 5,172 40,537 

39901 OIherTangible FnpcrW- SeNelS- HNv 593,042 429,902 

39803 
3Q904 OlherTon Pi0 e - C W  

39806 
39907 O W  Tong Property. PC Software 178.098 129,130 31.514 1.975 15,480’ 

25.376 - is,~ga 4.49a 281 ---+E./ 
0 - 
0 - f  

OaFr Tanulblc Bop& - W o r k .  WW 

2l7,950 158,023 38.565 2.417 18.944 
l 5 G - E i i i Z - ~ : ~  I .I--_ 

O h r  Tenn PmpertV ~ PC tbrhvaie 

872838 54,708 420.756 

14.183 111,157 
0 -- 4,932,818 3,676,516 39908 OUrrTann Propem Mainframe YYY - 

39924 OUrr Tong Propem ~ General Sa& Cosla 1310.852 927.225 226.287 
.39809 OuXr Tmp PmprrtY-AppllraUm Soltwaro 

I 
Told G e ~ s l  PBrd 9,229,306 6,691,664 1633.081 I02358 - 802,203 I 
CWlP WfO AMC 119,041 86.310 21.w 1.320 I 10.347 , l_l .- 

I 1  
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579 
580 
581 

* 582 
583 
504 
585 
586 
587 
588 
589 
590 
591 
592 

594 
595 
586 

1 593 

37501 SWlur+r h lmpmvemnk T D 990 ~ 0 
37502 LandRIshk 990 . 0 
37503 ImpmMmontP 990 . 0 

376021 Mahs -PbslE 9QO - 0 

37900 MeaiLRog Sb E q u b - C W W  990 - 
37905 .Meas 8 Req Sb Equmment T b 990 - 0 
38000 S u m  
30100 Molen 890 - 
30200 Motwlmbkitom 090 - 
30400 HoumRag Inrbl!4Uam 990 - 0 
30500 Ind Moas 8 Reg Sta Equlpmard 990 - 0 
30600 MbrPmp On Curt F'mm 990 ~ 0 

37600 Mshs cmdic PmbeUon 890 - 0 
37801) M&s-S)ool 2. 0 1 

990 - 0 1 

990 - 0 1 

0 - 1  

0 
378001 Mass 8 Rug Sb Equlp-GonoTnl 

0 
0 

_I_ 

38300 Housa RuguIdon 99 0 

I 
-------I ---- __l_l_l_- _-__-_-_ I" . .-L- "....."..-:..-.. .--- --- - - ' A Tobl D$hibui!on Plent 
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34 
35 
36 

1 38 f 37 

I I 
I 1 - 
I I Demand I 

lnduslnalb 
- 

mcauun - Tala1 - Comrsffilala Flm 
-- 

Alluwlion 
39 I Cullpany Residentis1 Publc Whomv lndustnal - TanSPOlI Factor __ Bass _- 
40 I 
41 Rale Bas0 Additions 
42 
43 
44 
45 
1- I 47 G o ~ S l o f D ~ e I m n l O W  
I 46 pro nrinis-KYDirecl 

I 
Malodak and suwlies ~ KY Dlrecl 
Materialr; and Suppltos - KY MldShles GO 
Malensk and Supdies ~ Shared So~lces GO 
Malonak and Suwnes - SharedSeNices CS 

b - - ~ d S l a t e s  GO 
50 
51 

Prepayments - Shored Semces GO 
Prepaymenis - Shared SeMces CS 

52 Cash Workling Caplal 
53 , I 
54 Tolal Rela Base Addlllons 
55 I I 

1 5 6  1 1  
57 RaleBasoDeducltons 

58 
60 
8 I  

63 ADIT- KY Dlmcl 
64 

( 56 1 1  
Customer Advances - KY Dret.1 

Customer Advances - Shored SeNlGCS GO 
Cffilonrir Advances ~ KY Mi6Stales GO i 62 CustumerAdvanccs- SharedSemces cs 

ADIT ~ KY MldStolcs GO 

.__I_-- 

-~- - 
(1 308) (600) (998) (Bn 7 4 Albcsled OKM Emenses- Domnd 

7 4  AllocatedOEMExpenses-Demand 1 2 GI1 5 . 439 2 . 766 253 
o"--- 0 7 4 Allowled OBM Emenses - Dennnd 

7 4 Albcaled OhM Expernos - Demnd 
0 - I  B90; 

7 4 Allocoled OKM Emenses. DONOnd -_ 2.125 916 467 
7 4 Allowled ObM Expenses. Demand 25 11 6 1 -  61  
7 4 Albcaled OBM Emenses ~ Denrind 5.502 I 2.373 1208 110 1811 I 

78 7 4 Albcaled OhM ~ N R S  ~ Demnd 231 100 51 
7 4 Albcaled OEM Expense5 - Demnd 30,160 13,007 - 6.621 - 604 9,928 

4.151 
0 0 

700 t 
- __ 

43 

5 

~ 

15,676 
~ _ _ _ _  

47523 20.538 10.454 854 _ _  
---.-.I 

A --_____--- 
990 - 

-T-1 990 - 0 --A_-- 
0 8 0 -  ~ 0 - . 

990 - (118.291) (1,843,556) B 4 Allocated Ne1 Plonl- Demnd (5.9D4.255) (2,548,273) (1,296,126) 
(21,612) (8.320) (4,744) (433) 0.114L 9 4 Nucaled Net Pkani. Demnd - 

66 ADIT- Sharod SeNkes GO 8 4 
66 ADIT- Shared services CS 9 4 
67 I I 68 Total mle Base Deducllons 
69 I 1 
2). I I 

1 7 2  1 1  
71 TOTAL OTHER RE - DEMPM3 I 

.___I 

_ _ _ _ _ _ ~ _ _ _ _ ~  

(25.849) 59 (50.782) 
?$ad) i%Z\ Allucaled w Piam-  oma and (117.751) 

Allucalcd Ne1 P&nl- Demnd 453.407 195,537 __I 99.534 - 
(112,000) (1.640.189f , (2,410,838) (I.ZZ7.16q (5.590.212). - - _ - ~  - ".._l__ - 
(111.045) (I ,624,512L 

B.b!%%.EV-_ I___ ~L-AL-- --L.A-. I.-- :- L-- - Z.  I 

(5,542,589) (2,390,300) (1 316.7311 
- - ~  - -  

-- - 
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- ~ _..-..L-_.-I _ _ _ _ _ - ~  ...- 
!Alms Enemy ColDoIation. KenluckylMiales Division I .- 
IKenlucky Jurisdiction Case No. 2008-00354 
jForecnslEd Test Period Twelve Months Ended Msmh 31.2011 

I l l 1  
!ALLOCATION OF OTHER WITE BASE 

-.---_I- - 
I 

-.- 
74 

76 _ _  . 75 COlWWClHY 

77 - 
78 Alfocalion Albcslion row 
79 Factor 

COrmPrCiQl& 
BilSlS Conpany Rssidrnlial PuMcAulhori$ 

1 I ~ ” . . - -  
._ I 80 I 

i 
Industrial8 , Firm 

lndvslrisl Trannwil ’I 

94) ITolal Role Base AddiUoiom I 15,126,684 I 5.205.638 I 3,048,987 I 272,011 I 6,599,848 



1 Z U  
.121 
I22 
123 
124 

i 125 

I I -. I 
Rale Base Addions I 

Malenab and S Pes - KY Direct -- (286.111) (178.233) (93,828) (8,256) (5,6891 
Malerlak and SEEes - KY M8dSIatesGO l.lBg.857 741.224 - 380,FiZ 34,335 23,686 I 
I I 

Mstenab and Suppl~s ~ Shared Senrlces GO - 34 21 11 1 1 1  
I- - 

126 M~l~tieb end Supplies - Shored SCMCRS CS 

1 128 PrepaymSlhs-KYDtmct __._ 

I 131 Preep?ymenls-SharodS~~~~~sCS 

72s Prepoqmenls. KY MKcslales GO t 130 P r e ~ ~ f r e n f s  -ShaledSewices GO 

- 0 
11 235.428 2,872,702 1,569,605 149.148 6543,973 

2.379 1.482 __ 781 69 41 
518,141 323,400 170,428 14.980 10,334 I 

200,502 124.903 65.822 5.786 3,881 

- 21.803 13.582 7.157 _ _  628 434 
1 132 Cash WOMW cciptal 2.845.572 
133 I 

r -~ 134 Total Rate Base Addilions 15,728,604 
I135 I I 
1 137 R ~ l e  Base Deductions: 

-I---.-- 

I138 1 I -- 
I 138 1 

0 
141 cuslonnr Advances - Shared Services GO 0 

143 ADIT-KYDhct (35.171243) 
144 ADIT-KYM14SlaleSGO ~. (125,741) 
145 ADIT-Shored Senrl~05 GO I_ (701.437) 
14F ADIT- Shared SeMCes CS 2.7Q0.814 

(1,876,531) -- I 139 Customer pdvancss - KY D I D ~ ~  
140 Ci6fomerAdmm - KY hMSlales GO 

142 Customer pdvancas - Shared SeNIcDs CS . 12,129 

1,772,655 834.159 82.1 12 56.645 

5,071,735 3,144,648 278.804 6,633.416 

- 
(I ,m.eso) ROLZE__ L- 2 262) 

- 
10,780 1,340 15 15 

(25,173,515) (6,687,876) ___ ( 448.161) p, 861,580) 
(82,146) (24,481) (1.640) (10,4752 

(502.048) (133.382) 
1,933,155 ~ 613,581 

I147 
{ 148 
I 149 
I 150 

151 
152 

LIS3 

I I ~. 
Told Relo Base Dcduolions (35,164,909) (25,488,465) 18, 538,1811 (426.571) E. 711.6654 
I I b 
I I i 

TOTAL07HERRB (147,767) 3.821.751 I ---_-.- 

I 1 I 
, Ideresf an Customer DRWSHS 

















I I I ! I 
I I I 1 

I 
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! 
iUnc 
1 No. 

t ;  
3 
4 
5 

1 6  
7 
8 
9 

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

1 28 
29 
30 
31 
32 
33 
34 

I ~- 1 
Albmuon A D O ~ U L I "  Total Cnmmerdal6 ~ u m  Induplrlala I --__I-. 

Aeel. I 
No. I Fscior BUdn compam RcsidenEal Mib6c Authadly inmstrial Tremuort 

lnts labb Rant - 
99.0 - 0 -  - 

. I ~  

30100 Oigonhation 
30200 F r a n ~ s h C o w e n l t  99.0 . 
30300 Miso lnlawible Plant 99.0 - 0 

TOW lnlannible writ: 0 

I 0 
Production Ma& __ 

32540 wgmsolww. 99.0 - 0 
33100 Prodrafim Gas WCIS hudDmlli "_ 99.OI - 
33201 FicldUnes BDI - 
33202 TdbhioNUncs 99.01 - 0 
33400 FieldMeas. L Rea. Sta. Equp sg.01- _^-_ 0 
35600 FwihtimEaldpnwnl 99.01 ~ 0 - 
- Total Prod=ctiw Phd __,.____-__I__._I_____ 

I ,.- 
I I  .--- 

__ - I 
93.0 - 

32520 Produdnu knseholds 99.0 - 
0 
0 

1 

__-. 

, I I-.-.------ 

StLHtDB plant ____ -̂ 
I 

99.0 - 0 
99.0 ~ 0 --- 35010 Land 

35020 Rhhb ofway 
35100 Suuctures end Inwove+ 99.0 - 0 

__- ___.- 
351 02 Compression station Eqwd 99.0 - ..______-I_.-_ ~ 0 
35103 Mens. 6 Rea. Sta. sbuchns 99.0 . 
35104 otherstrudures 99.0 - 0 

99.0 - ~ 0 
e9.0 ~ 0 .-..-A. 

mim w&\RishboJway ~ 

35201 w c u c o m ~ o n  
35202 WClEsWmMt 99.0 * 

35203 CtshicmG0S 99.0 - 0 
0 
0 

35210 Le;lsehal& 90.0 - 
35211 ShmaeRillMs 99.0 ~ - ~ . . . - _ _  

I.__- ---- 
35 35301 Fieldllnes 99.0 ~ 

36 35302 TnWinryLlnes . 99.0 - ~ ~ 

37 354W Compreffiw Siation EqIirrnenl 99.0 - 
99.0 - 
99.0 - 

Tramminslon: ~ ~ 

44 
45 36510 Land6bndW@3Is 99.0 ~ 

99.0 - __ 
39.0 - 46 36520 RighbofWa~ 

47 36502 Strumseshlmprovcmenhi 
48 36603 OUrrSlrLtdUFS 99.0 - 
49 36700 Meim CalhDdic Rolcdiw --"o, 
50 50701 Maim-Steel 99.0 - 
51 36900 Mcffi.6 Rea. f % d P m t ~  99.0 - 
52 35901 Meas. 6 Rcg. Wpmenl 99.0 - 
53 I 

55 I I  
54 Total Trsmrrisslon Uert 

I 56 ubll0lnirm: , 

i ' 37400 /Lnd 6 Land Fb!#s 2.0 Bilk 
59 37401 'Land 2 0  Bnh 
60 37402 LandPWb 2.0 Bills 
61 37403 LandOlhfS 2.0 eilh 

i 62 37500 SbUmSe~hlmpr~emenb - 2.0 &* I G3 37601 ~ ~ e s 6 i m r m r n ~ ~  T.B. 2.0 Bius 
64 37502 LandWaMS 20 &It3 
65 37m3 Inprove- -----._̂ _I__- .om- 
66 37600 Mains CilVadic Proledion 2.0 I l s  

Malm-Steel 67 37601 2.0 I t 3  

, 69 37800 Meas 6 Ree. SB E&P - Gemral 2.0 Bills 
{ 70 37900 Meffi & Reg. Stn. Esulp - CiBv GDtC 2.0 Bilk 
! 71 37905 Meas L Reg. Sta. tipdpmerd Tb. 2oBilh __--. I ~ I 72 38000 servim 2.0 at5 

f 75 38300 HolseRermalors 4.0 Mdcr lnveshanl 
I 76 38400 m e  Reg.Imtstlati~r. 4.0 Meter Inveslment 

1 78 30600 OlherRop.OnC~6l.Frem 99.0 - 
I 79 
I" 80 L --IE!&!Ee-!z!$~..-..-.. 

2.0 I-._.-_ 68 37602 Moim-FiasiiO __ 

I 73 38100 Meters 4.0 Meler Inveslmmt 
4.0 Mcler lnvcslrned __I 1 74 ,30200 McierImWlailom - 

1 77 30500 Ind. Meas.6Reg.Sta.EadQM __ _I_.I_____. 5.0 Dire@ io ind. 6 T m .  

1 

0 
0 
0 .  

I__.---_- _(- - 
0 

0 _̂___i.," _.-_I__- 
_. 

_.__I_- I _ ~ _  

0 
0 

-__ 0 -.z..-. - . 

0 ._-.--_-I 
0 

0 
-._Î  

0 L - - - z . .  

_̂I 

~._____-.̂ II-. ~- _II~ 

0 
0 

0 
3.817 3.386 2 2 2  S 3- 
----11- 8 689 7 a0 949 10 

1.243 1.103 137 ,  2 
107 95 12 I 0 0 

200,846 - 178,173 22.186 I 242 ~ - -  246 
1,333,355 1.102.8U 147.204 I 1.607 1.631 

590.620 93.945 65.241 1 712 722 
52,618 - 46,678 5.812 - m -  €4 
32.447 28.704 3.584 39 40 
26,756 23,301 2.901 32 32 

4.543 4.610 3,769,056 , 3,343,571 416,334, ___ 
1,242$30 746.740 410.083 38.773 39.338 
2,103,868 1263.973 707,682 65.529 66.585 

4,898 
3.051 1.838 1.028 95 97 

121,313 

- -  

2,565 I 2.275 283 ___- +.-. 

154,767 92,982 52,059 4,828 

121.313 
" . 0 .__-- - 

___ 
. - ~ w 7 . 4 s e  L~GE-.-J.W,WL.-~. -.vsz.&-__?~Qm-l 
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226 
227) 
2261 
2% 1 
2311 
232' 

234 I 
1 235 

236 

238 
237 

1 239 
240 
241 

243 
244 

245 
; 245 

247 

2301 

2331 

I 242 

240 

251 

253 
254 
255 
256 

1 x 7  

I 252 

201 42 253 2 
0 I 

"I _- I ~___I-_.-.-_I 

39100 Office F m n b c  8 W~mnt , L 6.2 P. S. T 8 D P W  - Customel 
6.2, P. S. T 8 0 phnl- Cffilomer 
621 P. S, T 8  DFkl l l -  C U g I O M  

39102 ~RetrillmreRDocstlWEQ& 
30103 OIfiCEMaChb33 0 
39200 TmporhSon Emipment 6.21 P. S, T 8 D PBnt - Cuslomel 0 

302m Trailers 5 2  P. s, T h D Plant - Cwlomr 
39300 stores . merd 6.2 P, S. T h 0 P h n l ~  Cwlomel 0 

0 
0 39500 Powcr Otrereled EquipmerR 6.2 P. S, T LL D Plsd ~ Uslomer 

62 P, S. T h D Plam ~ Cuslomer 0 
0 
0 

6.2 P. S, T h 0 Plant - Cwlomer 
39005 DilchcW l_.l____l.__l."- 
39604 Backhoes 

82 P. S, T 8 D P l a d ~  Cwlorna 30605 Weldm 

0 
0 

30701 Comnmiar6onEquiumnt- Mobile Radios 6.2 P. S. T 6 D Plant~ clslomer ___. ,- 

30702 ComunicaUon Equi~men( - Fmd Radics 6 2  P. S.T8 D Plant ~ U s l o m a  
307~5 Ca&wtimEqdp. -TeJemdcriw 6.2 P, S. 5 8 D Plalll - W n l O M  0 

38201 TNeks 6.2 P. 5. T h D Plant- Clstomcr I..__ 0 -I.-- - i 
- 30400 Tools. %& GalTlDE EIlUlPmerd -- 6.2 P. S. T 8 0 Phi- Clslomcr , -.. 

30700 ComUdCJGmnhniP~nt 6.2 P, S. T 6 D Plant ~ Cinlcmer 91.104 72.565 15238 

.-.__I- 

39800 MisceUamolsEqWpmenl 6.2 P, S.Tb DPlant- C l s l o m  - 7 I 
39900 O N 1  Tangible PrCpUtV 6.2 P. S. T 8 D Plant. Cwlama 0 __:_ _. - I 

6.2 P. 5. 5 h D Plsm ~ W~IOM 
6.2 P, S. T h D Plant ~ clslomer 15,017 11.952 2.512 135 409 

30003 O N r  TsnmMe Plopc~IV - Flhycrk - WvV 6 2  P. S, T h 0 Plant - Clslomef 1,805 , 1.517 ____ 31% 17 j z  

6 2  C, S. 5 h D PbM ~ Cvllomer 12,966 10.328 2.158 117 353 

30901 
39902 

39004 OmCrTann. Promlv-CPU - 6.2 C. S. 5 8 D Plant ~ Cwloma 0 
62 P. S, T h D Plant ~ Cffill4oel 0 
6 2  P. S. T h 0 Plant - CUj(om0 26.140 20,821 I 4.372 235 712 

Olher Tangible ROPW ~ Seruers - WIN 
OUrr Tmnible PmuertV- Senem - SMI 

?%-E- OmCr Tmnible Rwrerty. MF- ttwdwre 

Zfi0-w O N r  Tang. Property - PC %War@ 
30905 Olher TOW. PiopUtV - PC Wrdwara _____ 
30~108 olherTanp. RwcrtV- Mainham SMI 6.2 P. s. T 11 D P M  : Clslomer ' 441.860 351,954 73.009 3.9R 12.034 1 

0 
39924 Olher Tang. F'ropW - General S l a W  6.2 C,S.TCDPlad-CusloW 0 

I I 

____._-.I ----~ 39909 ouhr Tong. Properc, - mrmuon somwro 6 2  P. S. T 8 D Plant - Cwloma - .. 

602.036 480246 100.049 s.iZ-- - 4 
1 

Tolal Grneral Plant 
-I___- 

F Z S z - ; I I T % L  DEPRECIATION W E % % E z E ~ Q H E ! L - ~  -L... - - . 1 - ~ . , ~ ~ ~ ~ - ~ 8 ~ ~ ~ ~ ~ . . 1  2.135,836 -%i2z 1--28'&' 
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\W-. 5 0 r ~  C a ~ ~ r a b n ,  KenhwkqfMidStolcs hvrrion - 
.ForewstdTesi PeriodiwchreM~nUsErmrdM~rd,31.201~ 
IkWzkv JmsdldonCasc No ZOOBOO354 --- 

-x_ - -* -..- 1 
i .- -I_--- 

C’I  ALLOCATIONOF 1 1 1  DEPREClATlONMPENFE 

llnc Aeet I 

I 1  
I I 

N o N o l  
259 lntamile PlnnL I --_ 

I I  260 

Demand 

1 lUlocallM AlloraUon Total 
I Fador Bask Company 

-I 

Cammcretalh Firm . lnfmnalh 
Rcddential public Aufhontv Indushl Tramporl 

_ _ x ,  

I 2611 30100 IOmawbon I 990  - 0 -_ - 262‘ 30200 990  - 
263 30300 \Miso Intanqiblc plart ”_ - 990 - oL--.--L.-~ 

I1 2M - 
265 Tdal Inlangble plant. 
266 I 1  

0 - 
R o d d o n  Plant - - ~ -  _- 

I 3 0  PeakDav 0 - -  
3 0  PeakDa, 1 35 
3 0  Pcnkhv 
3 0  PeakDav ~- 

30 -_ 3 
30 

59 -- 
k 
i m 3  33202 ~mutanl~ws 

i 277, ToL!IProdudtanUad ___- 

269 32520 Produuno Leasehahk 

0 271 33100 Prodwon Gas Welb Equpmeot 
272 33201 Fieldlhcs 3 0  PEskDaV 0 

0 274 33400 Field Meas 8 Reg ShL ESUP 

1.814 808 411 270 32540 mnkal\l\lays -- 
3 0 - A b - ~ u  
3 0  PeakDav 

46 

4.299 1.854 944 86 

__ - -_ 
1 275 ~ B ) O  RnficstionEnlspment 30 P e n k W  2289 - 987 503 
1 276 

278 I 1  
279 slornne Plant. 

1 280 I 
3 0  PeakDav 0 

35020 Rights of Ww 3 0  PeokDay 0 
7 1 

__  
f 281 35010 Land 

- 
35100 SI-€% anf fWIiM?mEllb 3 0  PcakDay 33 14 

284 35102 Comroslon ShlbonEqUpment 3 0  PeakDaV - 451 194 99 9 

30 PcakDoy 3,565 1.581 005 73 

-- - 285 35103 McaaBReg SB 5%uduts 3 0  Peak- 0 - - 
286 35104 OlherStmtures 
207 35200 WcUs\FauhkdWav 

3 0  PeakOay 0 . - - 
309 

1 289 35202 we11 muprncnt 3 0  PeakDw 0 
290 35203 CffihnGes 3 0  PeakDay 19.7m 8.532 4,343 396 
291 3910 Leeseholds 3 0  PeakDay 0 

293 35301 FiddUncs - 3 0  PcakDay 0 1  
3 0  PcakDy 294 35302 TnbularyUnes 0 

~ -~ ’ 288 35201 Well CamlrUdM 3 0  PcakDay 19,422 __ 8.378 - 4334 

.282 3521 1 .- Slorage mnhb 3 0  PeokDay 110 26 51 . _ _ ~  

295 3WOO Compressor stallon Equlpmmt 30  PaakDsv 2.730 1,178 699 __ 
295 35500 MeashRep Equflmwl 3 0  PeekDoy 143 62 31 
297 35600 Pm6mbnEqupIrmd 3 0  PeakDay 175 78 38 4 

300 I I  _I_ 

- 

55 

I 
46,520 20.062 10,212 032 

I 2 9 8  _I.- -- 
299 I Tole1 storage plant 

x-”. Tmmmssion ---- - 
302 ~-- 
303 36510 L!nd h Land Rnhk - - . ____ ~- - 3 0  PeakDay 0 - - 
304 36520 RmhtsofWaV 3 0  PeakDav __ 

25 305 36603 OlhcrS(Nc!aes 
307 36700 Mam Calhodic Pmfecbon 

1308 36701 Malr6-Stecl 3 0  PeakDw 551,47s..- -237.831 121,063 I 11.049 
309 36900 Mean hReq E4wpment 3 0  PcokDw 8.643 3,727 1,881 173 

14,045 6.057 3.083 281 
384 195 - 18 305 36602 SlnKWes&lmW3IC+rA% 30- 890 - -.-_I_---. 

3 0  PeakDay 528 269 
3 0  PfakDay - 5.584 2883 1,467 1% 

310 36901 Meas hRep Ems~ment 3 0 Peak Dav 29.979 12929 6.581 601 

45 
617 
-- 

754 

1.415 

11 
148 

- 
1205 
6.393 

6.512 

2 -  39 

899 
47 
58 

15.34 

LA 
4.m 

293 
403 

22w , I 181,536 
1 2.645 I 9 869 

I -- 
312 Total Trarsmssion Want 612.946 2Fr(,339 134.556 12,280 201,770 

31 3 I I  -” ~ - -  - - 
314 Distnblmon -- 
315 I 

_I_- 

316 37400 Land 6 3 0  PeakDay 0 
0 

141 13 212, 27.8 --- 644 
317 37401 Lend 3 0  PeakDay - 
310 37402 LandRi!?hla 3 0  PeskDsv 

3 0  PeakDov 0 
3 0  PeakDay 1.450 625 31 a 29 477 

319 37403 Land Wwr 
320 375W Struchoeshlnvmmerds 
321 37501 SiWwes hlmprmmcntnTB 3 0  PenkDay 433 ”___ 187 95 -.-.-..-9 
322 37502 LandRrBds 3 0  PcskDav 210 91 46 
323 37503 Imwwemmb; 3 0  PeakDav 18 a 4 0 6 
324 37600 Malm CauXrdls PIolcctlon 3 0  PaakDav 33,898 __ 14.619 7.441 - 679 11,158 
325 37601 Moim-Steel 3 0  PcakDay 225.035 97.049 49,401 4,509 74,077 
326 37602 Mains-Uadc 3 0  PeakDay 99,681 42988 21.882 1,997 32.813 
327 37800 Moas &Rea Sls EmQ, - General 3 0  PaakDav 8,880 3,830 1.949 _ _  178 2.823 

1202 110 1.803 
89 1.459 

352 320. 37900 Meas h Reg Sla Eqw -W Gale 3 0  PeakDav 5 476 2 
329 37905 Mass h Reg Slo Enlnpmenl T b  3 0  RakDav 4.433 1,812 973 

-0 330 38004 SsFuiOes 990 - 
331 38100 MCWS 990 - 
332 38200 Mela lmtalldons 990 - 0 

~ 0 ---_I- L - - - L - L  333 38300 W e  Renliators 990 - 
334 36400 huse Reg Imtilllatiom 990 - 
335 38500 Ind Meas B RCR sta Eqldpmerl 9 9 0 -  0 - - - - 
336 38600 Olher Rw On Cusl Prem 990 - 
337 
3384” 

I___- 
311 

-_-___ 
142 
88 

___ A_- 

- 

0 --.--_I --I-- --_x- 

7,EtL- 125.141 380.158 itsAx$7 8 3 , ~ ~ -  T o b L w E r A -  -_̂ -I_ - - ~  _I__-_ --___._-__A 

1 



--,- ~ ..-. --..- ~ _.--. .--....---- 
[Almos Wlcrnv Co~,orallon. I(eolmkv/Mi&Stalcs Div*lon 
!Kenhlcky Jmisdldlon Case N3.2009-00354 
lFmesledTcsl PeriodTweh MonVaEnded Mvrrh31,2011 __ 

‘ALLOCATION OF DEPAEClAllON EXPENSE ._ I 339 I I I  
‘340 I General: -_- 

I I  I l l  

341 I I 1  
6.4 P. S, T 6 D Plant ~ Demand 0 

6.4 P. S. T 6 D Plant - Demand 3.208 
6.4 P, S. T h D Plant - Dermnd 

6.4 P, S. T 6 D Plant - Demand 12.883 

6.4 P,S,T&DPlanl-Demand - 15,024 
342 138900 LandhLandRiOhts 
343 139000 SbuChresFrame 
344 39001 Shuclves(LImprovcmnI6 
345 39002 IRmmyomen?s 

I346 39003 AhcanQlionmEq&M 
I 347 39004 lmprmemed lo Ie~sedRenises - 6.4 P. S. T b  DPiant - Demand .- 132 

348 39009 O l i i i  Ftmiluc 6 Estipmf 6.4 P, S. T 6 D Planl~ Demand 5,531 
319 39100 RcnWaU, RoCesshn ESUP 6.4 P. s. T 6 D plant - Demand 13,105 

I352 39200 TrU&S 6.4 P. s. T a D man! - Demand 5,614 

355 39300 To&. Shop h Garage Esd~ment 6.4 P, S. T h D  Plant- Demand 0 

i 350 39102 OfliceMadines _” 6.4 P, S. T 6 D Plant - Demand 0 
0 

353 39201 Trnilera 6.4 P, s. T 6 0 Ram - Demand 0 
354 39202 SloresEqtipmenl 6.4 P, S, T 6 D Wnt - Demand 0 

I 356 39400 Power Operated Equpmenl 6.4 P. S. T h D Plant - Demand 18.910 
I 357 138600 DRcheE 

356 139603 bcktPe6 6.4 P, S, T 6 D  Rani- Demand 7.202 

360 39605 Comrmricallon Eqripmenl 6.4 P. S. T 6 D Rant - Demand 1.422 

1 351 39103 TramrtaiionEqtipmni 6.4 P, S, T h D Plant - Demand I.-- 

6.4 P.S.TbDPlanl-Demand 0 

1 359 39604 Welders 6.4 P. S. T 6 D Plant - Dcmsnd 5,505 

361 39700 Commm’calion Emiprnenl - Mobile Redias 6.4 P. S, T & D P in t  :Omand 1,466 
352 39701 C o d c s l i o n  Eqltpment - Fued Radio6 6.4 P. S. T L D R a t  - Demand 0 
363 I 38702 

6.4 P. S. T 6 D Rad-  Demand 643 
6.4 P. S, T LL D Rad- Demand -- 365 I~98oo other Tamale ROP& 

3ffi I39800 Olher Tawh5le Roper& - S e w  - WW 6.4 P. s. T a D Planl~ Demand 0 

6.4 P.S. T 6 D Plad - Demand 0 
361 139901 
368 (39902 Other Tannale ROPCWY- Nekork- Wyy 
369 (39903 Other Tag. RoPMty - CPU 6.4 P, S. T B D Rntlt. Demand 0 

0 
0 

370 39904 Olher Tangble Roperty- MF- Wbnlware 6.4 P. S. T B D Hard ~ Demand 
371 39905 Othcr Tang. Fmaerty- PC ttwhre 6.4 P, S. T h D Rad - Demand 
372 39905 Other Tune. Ropem . PC Soriwaro 6.4 P. S, T 6 D A d -  Demand 3.598 
373 39907 other Tang. RoperW ~ Mainframe Srw 6.4 P. S. T 6 D Rad- Demand 0 

6AP,S.T6DPl;ui-Denwnd 0 374 39908 O h  Tang. R O D ~ ~  - Applcation Soflware 
375 39909 Other Tam. FmDertv ~ Gurral Slmhm Cast6 6.4 P. S. & D PlzA - Demand 
-376 I 
37r 
378 Total Generot Platd - -I 
379 I f  

381 I1 _I- 

382 Kentuckv Mld.Slales Gcmral Dlfim: 

384 
385 
386 3 M O O  OrRanlmtion 99.0 - 0 

388 30300 M’ncInlang~bRanl 99.0 - 
389 * I 

392 General: I 

~- c o i n ~ l l o n  W p .  - Telemelerkm 6.4 P. S. T 6 D Rad - Demand 

23,925 
364 138705 h%C&ilroU5 EWiPtlk?* - 

6.4 P,S.ThDWd-Demand 0 Other Tangbie Rope* - Serum - SMI ___._ -. 

_ _ _ ~  

I 
119,175 

300 TOTAL DIRECT DEPREClAnON EXPENSE 1.163.097 

.383 I I  I 
lntansiblr. Plant ___ ’ 

0 
0 

390 Tdol lntrnmble Plant 0 

-387 30200 WS=~COIECI!IS ”______ 99.D - 

. 391 I 1  _I I_ 

L383-’-“- 
I I 

6.4 P, S, T h 0 Plant ~ Demand 0 394 374001 ‘LandhlandRiW 

386 36602 StRldUIUi(LImrowmeI!IS 6.4 P. S, T h D Plant . Demand 
0.4 P, S. T 6 D Plant . Demnd 0 
6.4 P. S. T 6 D Plant - Dermnd 0 

399 39009 lmpmvement lo leas+ Premiw 6.4 P. S. 7 6 D Plnnl - Demani 0 
0 
0 

395 39001 StmcbneaFrame 6.4 P. S, T 6 D Pbnl - Demand 241 

397 38900 LandhLaodFGWs __._..___-l__l 
1 398 39004 Air Conbdiorina Eqlipmed 

1 400 39100 DRice Flmatle h ESuPInent I 6.4 P, S. T 6 D Plant ~ Demand 
1 401 39102 Rcniltance R o c e c s i ~ ~  hnip 6.4 P. S. T 6 D Plant - Dcmnd , 

~ .... __ -- .-.---._I-- 

I 
-_--- 

- 
6.479 3,W8 301 4345, 

1.363 704 64 1,056 
5.556 2 s  258 4241 

51 29 3 43 
2.385 1.214 111 1.821 
5.652 2.077 263 4.314 

2,421 1.233 

0 -  - 

112 1.048 

4.m 399 6,556 8,509 - 
~ - 

144 8371 3.106 1.581 
2.374 I ,208 I10 1.812 

613 312 20 460 
632 322 29 483 

-- . 

212 
10,318 5.252 479 7.876 

~ ~~ 

- 
I . ~ ~~~~ 

l k l  13 2 R  

. - - A 

- .  
1,552 790 72  1,184 

- - - - 
-- O--..-.L 

61.395 26,162 2.388 39.23 

2393 384859 501,590 255.328 

..l_l.” 

104 53 5 79 . ~ .  

_ll__l 

L402 
I 403 

405 
I404  

406 
I 407 
! 408 

I 411 

38103 D f f i c o M o ~  6.4 P. S, T h D Plant. Demand 0 I 
39200 TramportalionEq~pment 6.4 P. S, T 6 0 Plant ~ Demand 

6.4 P , S , T h O P l a n t - D c d  39201 Tnds 
0 
0 1 - ~ --.-. 

39202 T r a l a  6.4 P. S. T h D Plant. Demanl 0- - - - _ ~ -  
39300 S l o r e E q u b M  6.4 P. S. T 6  D PI*- Demand 18 81  4 0 6 
39400 TOOIS, shop a Garap ~qwment  6.4 P, S, T h D Plant - Demand ._.I__ 385 166 85 8 -  127 
39600 Pawel ODeaEd Eqllipmud 8.4 P. S. T 6 D Pled - Demand 0 - -  
38605 WcMcm 

6.4 P. S. T 6 D Plant ~ Demnnd 0 :  
6.4P,S,T6DPlant-Deman;l,~ 0 - - - 
6.4 P. S. T 6 D Plani - Dermnd 

- 
0 ~- 

6.4 P, S, T 6 0 Plant - Demand 0 

6.4 P. S. T 6 D Ront ~ DemDnd 
6.4 P. S. T 6 D Plant ~ Demand 0 -I_ --- 

1 416 39801) MiiccllaneousEqubmEnt __ 6.4 P, S, 1.3 D Pbnl -Demand 32.30 1.3D 709 65 
f 417 38900 DfhEI TanDiblC Roperty 6.4 P, S, T 6 D Plsd. Demnd ’ 0 - 

0 

0 

I 41 8 39901 OuXr Tangible RopertV - Servcn ~ WW 6.4 P. S, T 6 D Plant ~ Demand 
6.4 P. S, T 6 D Rant -Demand I 419 39902 DlherTawible Fmperlv-Senre~- sM( 
6.4 P, S. T (L D Plani -Demand t 420 59903 Dmr Tanglblc Propem. W o r k .  WW I 421 39904 olkr Tang. Property - CPU 6.4 P, S, T 6 D Plnnt . Demand 

1 422 39905 D h r  Tannible Ropcrlv - MF - Wrdwere 6.4 P, 6,TbDPlant-Demand 0 - - - 
6.4 P, S. T 6 D Rant -Demand 
6.4 P. S. T h D Plant - Demand 1 425 39908 Other Ten& Pmperlv - Mdnframc SMI 6.4 P.S,ThDRani-Dcmand 

I 427 39924 DLhn Tang. Property ~ GeBeral StartM w4ts 6.4 P. S. T h D Plant - Demand 

13,087 5,644 _- 2,873 262 

- 0 -“.....“2-.---..-;-- 

426 39B09 O W  Tsng. PrvPeiiV- ADPh0m SolhVate 6.4 P. S. T 6 0 Plivli -Demand 0 -l-L .-.-..-A_-L- 
0 - - - 

305 

- 1  
1.063 

4,308 
I I 
_I_- - 

...-*--- 428 
429 ,- _._X-- --- 
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~ __I_I__-------- l_l ~~- .-.....-- 
\ r u m ~ ~  EnermCorporatan. Kemuckvn4id-Stales M i o n  -, 
! Kcntuokv Jurirdidlon W e  No. 2OWw3fJ 
F o r e d c d  Tesl Pen’&. T w e h  W E n d e d  M a d  31,201 1 

I1 I l l  - 
ALLOCATION OF DEPRfClATlON EXPENSE __.- 

I C O l I D T l U l ~  1 
,I_- _ _ _  

I 

i .-- .- - 

I 
,Lir Acd .__.- 

, 518 . -  

No. t.b. 
517 irpa liblo Plant: 

520 3mW FranchbcshComwts 
519 30100 Oroari8lion 

521 30300 Miw Intanniblo %nt 
I 522 

523 Toial InIawbIe Bark 
524 1 1  
525 PTodUction Plant: 

I 
527 32520 PTodudna L ~ c h o l d s  
526 .- 

i 528 32540 WgMs 01 Warn 
1529 33100 Produdon G a  Wells Wpment 
I no 33201 . FieldUnes 

1533 33500 PlriTwSonEqrisrncnt 
I634 I 

531 33202 TribulawuW 
5 n  33400 Field Mens. &Re& Sta. WP 

Tala1 Produclmn plant -_ 
536 I I  

I 53B I 
539 35010 Lend - 
542 351m Compression %Son Estipment - 

545 35200 Wells \ %&Is of Wav __- 

537 Storage Plani: 

541 35100 Sbwducs 8kd Improvements 
540 35020 KWSOlWaY 

543 35103 Meas. h Reg. S a .  Shudues 
544 35104 OiherStnidlsss 

-5ps 3 ~ ~ 1  We!lCombudon 
547 35202 WellE&menl 
548 35203 CmNOnGns 
540 35210 Lwseholds . 
550 35211 StonuaRiuMs 
651 35301 F i e l d k  

553 3YOO Compressor Station Emdpmeni 
552 35302 Trlbutar/Unen 

654 35500 Meas h Reg. EauiPmrd 

558 I1 __ 
557 TOM stwage ~ a r d  
558 1 
550 Trsmrri=ma -~---- 
560 I 

I YJZ 36531 RfqhLsoiwa~ .__-I 
I 563, 35502 Simdwenhlymrmmerds 

1 565 38700 Malns Cathodic Pratedon 
i 566 36701 Maim-Steel 
561 36900 Mea!z.hRea.Euri~mni 

, 568 136901 .McaS.&Rw. fmmmenl 
569 
570 T!!i Tranurission Plant.’-- 

, 555 35600 IRniSCallon EIMPmrl 

I 

I 561 36510 LmdhLondWghla 

564 355m omrsbuchms 

1 571 I 1 
1 572 --__1 

Dip 1 r b uli a n: 
$573 I 

f 575 37401 hnl 
J615 374m ~ a n d i i i m  w 37403 tantlomr 

578 e o  Slruciues h lmprovmerds 
i 579 37501 shuclues d Iwrovcrncnh; T.E. 
I 51x1 37502 ~ s n d m m  
I 581 37503 Improvements 

j 584 37602 M o b  - Plaslio 
i 585 37800 Meas&&%. E q r i p - G e d  

37400 Lsnd&tantlfUOMS 

582 37601, b~colhodlcProlscsbo 
583 37501 Malm-See1 

I 586 37900 Mcas h Rcn. Sla. E w i P  - Clh, Golo 

I 
MWOOn PIlocaUon Tole1 Commsrdalh Firm lndlstrialh 

Factor Basis Compnpry ResldenUnl Ptblic AuUariW Indusblal Trals~ort 

-. ___--_____ 
98.0 ~ - - - ~  99.0 - ____ 
99.0 - OAUL-M 

o-- - 

0 -. 
___ l_l__ _~ _--- 

_ _ _ - _ - - ~ . .  - 
09.0 - 0 

0 
0 

~~ 99.0 ~ > .I_--.--.-. I.-- 
99.0 L-.-̂ -- 

09.0 - ---o--. . 
I_. 09.0 ~ 

99.0 ~ 0 
0 
0 

89.0 - 
09.0 ~ 

O 

__ .- 

- 
__._I __.I_._._..- ------ 

~- 
1.5 Winte1V’;;r;;;;;; 0 L...- 

1.5 Winter Vdumcs 451 152 az. -. 8 209- 

3.555 .-_ lrn 

1.5 Wider Vdumfs 
1.5 !&der Volum 33 11 6 1 15 

____ 

1.5 WlnicrVdumos 
1.5 Winier Volumcs 0 

558 63 1.701 
1.5 Winter volumes 19.422 5.533 3541 336 9.012 
1.5 Winter Vdumcs 

1.5 Winier Vdumts 0 
I 6,654 3,607 342 9.180 1.5 Winter Volumes 19.783 

1.5 Winter Vdumes 0 _ -  
1.5 MerVoiumes 118 
1.5 WinlerVolumfs 0 

0 
1.5, Winter Voknnea 2,750 018 408 47 1.267 
1.5 WimelVolumss , 

1.51 Winter Vohea W3 40 26 2 66 
1.51 WnlerVoLpncs 1 75 59 32 3 

-I 

10 21 2 55 

- 
I 
I 

---.--.__I-- -...........--.~-..~ 
99.0 - 0 
99.0 - -.. 0 ..--- 
90.0 - 
99.0 - 
99.0 - 
99.0 - 
99.D ~ 

- ---- 
0 

I ._.-- - 99.0 - .~-___._I -..-!!.. 

0 
0 

0 

- 

I 

09.0 - 0 I 
09.0 - 0 ..---..-.--- - 
99.0 - 
99.0 - 0 
99.0 - ~ . - -  -0 - 
89.0 - 
99.0 - 0 I 
09.0 - --...--I- __.I__ 
09.0 - 
99.0 - 
09.0 ~ 

99.0 - 0 

~ 

-I__----_-. - ~~ ~ 

_-I 

1 
I - I  
, _I_--- 

o-- - :-------! 
0 
0 i 
0 --+? - . 99.0 - __ ..--- - 

1 587 37005 
1588 38000 
i 589 38100 

590 38200 
591 38300 
592 38400 

I 
, - i  - I  

-. Men% h Req. Sa. Equpment T.b. -99.0: ___ 0 
scnioes ,- 99.0 . 
Melem 99.0 ~ 

99.0 - ~ ~ - - -  0 
09.0 ~ 

Meler Instannaore. -I 

tinlac Renldaton 
99.0 ~ 0 

0 

, HoussRtg. ImlnUolmns 
0 

09.0 - I 0 
- 593 38500 Ind. Mens. 6 Reg. Sa. Esubmenl 99.0 - 

I 
_lll. I 

I I f 
0 _____I___^____I_.______ -LA-! ---- .-”.-.- 
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--_"" -__..--- .....l__ll_l_----l_l- _ ~ _ - *  .___I-_ 
[W-, Emxw Cornwallon. KenluckylMldS(n1es LlMdOn - 
Kenhld;v Jmadldlcn Case No 2009-00354 -_ 

jForecastcdTes1 Penod Twche M o n h  Ended M n h  31, Mi1 

1 1  - 
- 

Total Depmwohon b e m a  ____-- I__ 

, h e  Mooohon Mowahon TOlUl Commmalh Firm 
Fador -- Ea54 Cowany RestderW RmGcAuulotay - Indwsml 

I---->.--- 
N v k  
775 Inlanaible mart  _I-_ 

776 I I 
0 

779 I30300 M ~ C  IntonaMe Ptad 0 
780 I , I I - 

01 I 777 l30100 Ornamabon _I--- - 
I 778 I30200 Fmmhses h Come& I-- 

- 

- -+ 
1 
7' 

I 

lndlslnal L 
Tramport 

I 
2 

-I 
I 782 -_ -___ 
I 0 

783 Producbon Wad 
7s9 

786 32540 R)qMsofWaVs 1,874 808 
787 33100 ProductlrmGas WellsEqupmed 0 - 
788 33201 FicldlbKs 
789 33202 TnbutaNUNn 

-I " 781 .j". Total IHatmble Ptinl 

136 59 
I---. 

i 785 32520 Pra&k=h Leaseholds - 

0 
0 790 33400 Field Mcas h R ~ R  Sta &UP 

791 33600 RmticationEqwmwt - ~ .  
1 792 ~ - -  

793 Total Rodrebcn Phd 

795 s t o m p  Fiard: 
798 I - - ~  _I_ 

7 9 s  353ii6 ~ Slrudms and lmprowwnts -._._I---- -- - 

2.289 807 

q 9 9  1.854 
~ - 

1794 

797 35010 bnd 0 
798 35020 FllnIdsolWav 0 

800 35102 CompressionSlnlmn Eqwpmofi 
66 25 

902 346 
0 
0 

801 35103 Mcas hReu Sb sbuctues; ___ 
2.813 

802 35104 OUrrStruEhres -- - 
803 35200 Wells \ &g& nf Wav 7>33[1 _-- 
804 35201 WcUCommcbon 38.843 14.908 
805 35202 WrdEqupd 0 
806 35203 CuPlJonGas - 39,666 15,186 
8W 35210 Leasem& 0 

236 90 808 35211 sloraaeRigm 
0 809 35301 FslduneS ~ _ - _ _ _  

810 35302 TnbdaNUnes o - -  
a i i  135400 Cowressor sohon E ~ U D ~ I I I  . 5 , 481 2.0% 
812 135500 Mcas h REU esla~mcd __ 

I I  814 ' I_ 815- ,_ Tolal Stnaae rant -- 
816 I I  _ _  I 
817 Trawm-n _____ - 
818 

820 56520 RlgMrolWaY 14,045 8.057 
8lB 36510 LsndhLandWgMs 

821 36602 Stru&nesLImrmmub. 890 3n4 
1225 528 8n 38503 OlherSlructws 

823 36700 Msins W h d m  Proleolion 6.684 - 2,883 
551,479 237,831 824 36701 MaIns-Sleel - -_ 

825 38800 Mess hReg Eqraprnml - 8,643 3.727 
628 36901 Meas hRW EqwPnuM I_ 29,979 12,879 
827 

1 1  
828 Total Tmmsdon Fiad 
829 - -- 
830 -hmnl. - ___I._ - --__ 
832 37400 hnd h Land m m 8  -- 
834 37402 LandRwMs 4 , 452 3 I 664 

10,039 8.245 
837 37501 sbudrse~ h lmmm~+, T B __ 2998 24G2 
838 37502 LandRlsMs 1,453 1.194 

125 103 839 37503 lmm"eiWW5 
234.744 162,782 

$.55a.389 I ,279,1161 
840 37600 Maim C;Iuadffi Pmlecbon - 
841 37601 Malns-Siccl 
042 37602 Moim-Wasl~c 690,301 666,934 
843 37800 Meas hRee Sb E&-General 61.498 50,507 
844 37900 Meas h Rea S(a Euup - M Y  Gale 37.923 31,145 

847 38100 Mdwa 1.242850 , 746,748 
848 38200 Melcr IrGInIlalom 2,103,869 1.263 $73 
849 I 38300 Horn8 Rendatom 154.767 ca , 982 

3 057 1.836 850 38400 HourcReg InrtallaUOnS -- 
851 138500 Ind Mea% hRen sb Esuprnml 

_.._------- 

285 110 
350 134 

93.040 I 35.710 

813 135600 FuinmllonEqupmeil 

0 - 

_ _ _ ~ ~ ~ ~ _ . _ _ _ _  

612948 264.339 
I_-___. -- 

I 831 
0 

833 37401 h d  0 

0 835 37403 LandOuler _ _ - ~ _ _ _ _ _ _ _ ~ ~  
.E36 37500 SWctureshlnprmrrmLs 

~ ~~- 

845 37905 Meas ,% Reg Sln Esupmd T b 30,699 25,213 
846 38000 3,789,058 3.343.571 

121.313 
0 ~ ~ _ _ _ _ _ _ ~ _ _ - ~  

I___ 

3 - l - - . . . E ! m e O " ! ~ *  ____ __-__ __ I - ---=- _1Y%6S-?&11B, 
~~~ 

I-^_____ 

~~~~ 

__.I_ - -- 
30 3 

411 38 

-_---_ 
i 

- I  
- 503 46 754 

-_ 
944 80 1.415 

-_ - 

1 
13 1 26 I 

181 17 358 

1.473 137 907 
7.804 - 725 Ik4W 1 
7.950 7-39 15,G92 

47 4 93 I 

1037 , 102 
a 5 
70 7 

18,683 1 .737 36,901 

I 
i --- 

3.083 281 4,623 
293 18 -~ 195 

269 25 403 
1.467 

121,063 
1.897 
6.581 

134,556 i2,zno z o i n o  
- 

I 

lfl $8 -~ 
1,267 39 488. 

378 12.-_- 146 
71 

16 0 6 
H.4M 29,627 ___ 92(-- 

196.684 6,116 75,700 
87,123 2.709 33,535 

24 1 a 
4.706 149 1.842 

418,093 36,773 39.330 
707,682 65.629 66,585 

sz,ass - 4.828 4.898 
i.o2n 95 97 

121.313 

563 

163 

7,782 

3.875 120 1.491 
416.334 4,643 4,610 

-L927,!S'--....-A~a19L -__3W.?L 
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Atm Encrw Cnrporabm. KehlcWIMlbStnleS Mslon 
Ucnhxkv Junsdidion Case No 20W-W354 

'ForegstedTest -nod Tweb  Month W e d  M a ,  2011 - 
1 1  I l l  

ALlOcAT1ONOF DEPRECIATIONEXPENSE 
855 I I1 I 

1 856 General - 
I 

0 
857 

~ 8 5 8  38900 Lsnd6LandfflgMS 

_I_ 

-4 
, 859 39000 

860 39001 StruduresLImpmVc~ 
861 39002 Irmiowmrds 
862 39003 A!( Ccn61li~rdng Esupment 
863 39004 fnylrovcrnent to leaked Premses 
864 39009 Olficc Fmdue 6 Esvprnenl 
865 3Woo ~cmi~sme Roctslnn Equp 
866 39102 OiTccMothlneE 
857 39103 TrampomnEqupmnl 
869 39200 TnKk 
869 39201 T m l h  
87D 39202 %resEsuPrnrM 
871 39300 Took. Shw & GarageEqunrncnl 

874 39603 Bachhnffi ~ 

872 39400 Power Opemted Equpmsnt 
873 39500 Cilchen 

875 39604 Welders 
876 39505 CcrnmcnlbnEqupment 

I 877 39700 Cornmaalum hlupm.13 ~ Mohae RnJdns 
878 39701 Carnmcatnn Equpmerd - Fmd Radios 
879 39702 Commulcnibn Eaip ~ Telemeterhe 

t 880 39705 M~aMBane~sEqupment 
' 881 39800 MherTawMcPmperty { 882 39900 m e r  TsnaWe Property ~ Scmrs. WW 

883 39801 Other Taw&? Rope# - Sewers ~ SIW 
886 39902 Other TanslMc Property - Neiwork - WW 
885 33903 OIher Taw Properb' ~ CPU 
886 39904 Mher TamMc Propcrtv - MF ~ Hardwnre I 887 39905 MherTang Ropcrty-PCHardwa(c ___ 
888 39906 Mher Taw Property - PC Softwarr i a m  39807 m e r ~ e n g  merN - MDWDIW SIW 
890 39908 Other Tang Ropcrty - hplca!Jon Sariware 
891 39909 Mher Taw R O D ~ ~ - G W Q I U I  stamp Cost0 

I 1892  - 
f 093 

8% 

I 096 

1898 Kenh~ky Mid-sWes Gencral Off= 

Total General Plant _____ __ 
TOTAL DIRECT DEPREClATlON EXPEFGE 

I 8 9 5  - I I 

r 897 I 1  

599 I 1  

901 1 ~ 

904 30300 M ~ ~ C I W U W ~ ~ O P M  - 

900 Intangible plant 

902 30100 Orus- 
803 30200 .Fmndrses&Conrelfis 

I 905 I 
1 1  I 907 

! 909 I 
910 37400 Lend &land RIghtS 
911 39001 SbudUcrFramc 

I 912 30602 SbUdUcS 6lIlwfDvemnts 
I 913 38900 Lend a Land f l i g b  
i 914 39004 ArConcimonwEqw~tIwU - 

I 9oB Toial Intangible Renl' 
_____ I 908 - General 

915 39009 ImproY(fmt*lo Ica68d Prerdsm 
016 39100 OiTcc Fmilurc & Emrpmerl 
917 39102 ReMihncProcffijngEqw 
916 39103 OlfiaeMectines 
919 39200 ~rsllppo~tal~on Ecwrnenl 
9M 39201 Truck 

822 39300 Slorcsl3l~Pmmt 
921 39202 Tmleffi 

923 39400 TOOIS. Shop (L CanW EqUPmOrt 

-_---A 82 474 59797 ____ 1.(,583 915 7,169 

17.608 12,767 3 , 116 195 ~ 1 530 
70,72l 5 i  ,276 12.514 784 6.147 

30 365 22.016 5 . 373 337 2.639 
71,942 - 62.162 12.730 798 6,253 

0 

qpP--L- 72s 528 12B 53 ---.- 
0 
0 

___--.-~-I ~- ~ -_. 

30.821 22 347 5.454 342 2.679 
0 -  

0 

0 

..---__I_. 
109.332 79.270 19.346 1,213 9,503 

39.537 28.668 6,996 438 3,437 
30,721 21.911 5347 335 . 2.627 

1.382 87 679 
89 699 

-- 
_____I-. 

7.808 ---L!S.E..- 
8.047 5,835 1 . 424 - - - ~  

0 
- 

39 307 
131.340 95227 23,240 1.457 11,416 

- I___ 

0 ..I____ - 

0 .--A- 

3,532 2,541 525 

I ___--_ --- - 
0 -_ _ _  ---a - 
0 

0 
0 
0 

19,753 14,322 3.495 21 9 1.717 -- - __-- - 

-_-- -_ 
_I_- --- 

654.227 474.344 115,762 7.256 56.865 

11.382.157 8,307,495 __ 2.197.418 145.558 661,686 

__ -__I_- __ 
__-__pp---- 

0 
0 

-- -_I_. -_-I--- 

0 
-I_ 

0 

- 
_I 

0 

0 

0 
0 
0 
0 
0 
0 
0 
0 

1324 950 234 15 115 -- -._-I_ -____L..----- 

~ - ~ - 

- ." I- __- _. I - -__- 
~ ~ 

- - - ~ - -  

101 73 18 1 9 
2118 1.534 374 23 184 

924 
E25 
926 
927 

I 928 
929 
930 
mi 
932 
933 
e34 
935 
936 
837 

I 938 
939 
040 
941 
942 
843 
944 
945 
946 
947 , 948. 

0 39600 power Operaled Equprnent - -- 
38603 DndnrS 0 
39604 BacWaes 0 

0 39605 Welders 
38700 CommnicaUon Equlpmnt 6.428 4.561 -_ 1,137 71 

0 
0 

39701 
39702 Cornmolcabon Emnpment F a d  Radios ----- 
39705 CommnimUon Equlp - Telemderw 0 
39800 Mlscelanenm Equpmeni 17.731 1ZD56 3,137 1 97 1541 

0 39900 OUler Tawbk Property 
39801 Other Tnnnsle Property - S e w s  - WW 0 . -  
39B02 
39903 Mher Tawwe Ron& - Nehvork- WW 71.642 52088 12.712 797 
39904 
3w05 
39906 Otherlaw Ropwty-PCttanfmn _I--- 

39907 OIher Tonu Roperty - PC Sofiwarc 0 -_ - 
39909 Mher Tang Rowdy- h i c a b o n  SORwdre __ 
3992k Other Tnw Prom - General SinItw Caals I 0 .---..-.-->.- 

- I - 

- 4  
CornmDlcalion Eqnprnent - Mob% Radms 

. ~ -  - 
Olher Tangafe Property - Seryeo - S# 

Other Ten8 ProperN - CPU 
Olher Tang& Property - MF - brdwarc 

0 +i 
0 
0 .I---- 

39908 Other Tang Rope#- Msinlramc SIW 
0 

I 

I 1  
17,613 1,104 8,652 Total General Plont 99,541 na1n 

,Sfq&%!is%!@!!Q!!.te. _ _  __- __ I _-__I_-_ .-...--d_-I-_ii__l__---__I-._ll- 
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-- - - 1-----1__. I-___ l_l _-.- .......~---- - ”__ -_-- - _ - - - ~  ;= Dlerm, C D I I ) O ~ ~ O I I .  KcnluckvlMid-Slates k i o n  

Foreasled 7-1 Penod Tweh MonUs Ended Mer& 31.2011 
Iuenluckv JlmsdishonCaw m 200900354 __ 

~ ~ _ _ _  
I1 I l l  _- -- 

iALLOCATlONOF DEPRECIATION EXPENfE __ - 
949 I 1  - 
950 oencfal - I -- 
951 
952 374W bM&lsnlW I- 

954 36602 Sbmhxes.SImorovemcnls 
8% 37503 tmmmcrds  
955 39004 Alr condnlonng Esu~mcn! - ^ _ _ -  

957 39009 Imrmmenl to lensed h e m e s  _I_ - 
958 39100 O h e  F d m  L bupmcnt 11.595 8.407 2.052 
959 39102 RDmnaneE Proc~sh!l  Equm 0 

0 960 39103 OlIkeMe~ner  - 
0 951 39200 TrampotlnlmnEqummd . 
0 

963 39202 Troilers I 0 -_ - 
965 39400 Took. SWD L Garsm Equpmnl ___ 205 I48 36 2 
966 39600 Power Opernled Equpmenl D-_- ~ 

857 39603 CXichen ~ 

969 39605 Welders 0 -  

I 
0 

0 
0 
0 

I I 953 39000 S(NcPleshlmrmenfs 0 

I___ 

38.259 27,739 s.no 424 
120 

-- 
962 38201 Tmch 

W 39300 SloresEawmenl 

1988 39604 BscldvKs -- ~ 

4.733 1,155 72 070 39700 COmmWwllon bltnpmed 6.528 
0 
0 

971 39701 Ckxnmmca(lon Ewpmenl- Mobile Radros 

0 
I 972 39702 Comrrudabon Wpmenl ~ med Rod= 
t 973 39705 Cammvtlatmn EWP ~ Telemelennq 

861 624 1 52 10 
42 31 7 0 

974 39800 Mecellancam Equpmenl 

976 39901 Other TonriW Prop& - SeIvefS - WW 57,008 41.957 10.240 642 
975 39900 Mher Tanribla ROP& 

25.995 18.048 4.800 288 9 n  39902 0th Tansbla P r o m  - S e m  - SIW __ - 10.123 7 * 340 1701 , 112 878 39903 Other Tar&lt Rope* - Netwnrk ~ 

979 39904 OUlcrTang RoPc~y-CPU 
980 39905 Other TewMe FTopeSy - MF - Huhuare - 
981 39906 OtherTanri RoDerl~-PC*6-vafE- 
982 39907 Oher Tmu Properlv - PC sdtwore 5.301 
083 38908 other Tang RnperW ~ Msmfiame SiW 488.474 339,665 02.894 

985 39924 OUlerTa5 Propelty-OamialStarWP Cosk - 
986 I - 
987 
988 Total General Rant - 
989 I I -~ 
990 Shared Semces Cmbmcr Slpport - 
991 
992 G W r a l  -_ 

D 
0 

_I_ __ 
35.619 25.825 6.303 395 

5.198 
3,843 938 59 

0 
0 

x- 39909 OUlerTan~ Roperty- Applcabon So(hrarc - 

6MI.871 479,161 116,938 7.329 
_I------ -__- 

. 993 I 1  

- 

-7 
-- 

3.325 
1.008 

18 

~ 

567 

75 
4 

5.030. 

880 
2259. 

3,096 
4M 

40.719 

57.442 
-.-.A 
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: bs r a n  KCY~NE wiaiea: 
64 lPavr 011 ReYed ___. 7.6 ATomlcd O6M Erpeffies. Comm W.510 206,563 122,123 - 1 o . m  . 4.947 
65 IRov%lv Waled 6.6 P, S. T 6 0 Plant - CommW 33.298 11.200 6.071 S76 15.452 

I 66 IDoT(remmiMlonlkUToX 7.6 A)imled OLLM Ebvemes ~ Comm 43.748 - 26.231 15.508 1.381 628 
1 67 lOlher ~ -.- 7.6 Nowiled OLM hemes - Comm 25 2, 126 151,171 89 , 374 
I 68 Tolnl hbn Revenue ReMed: 673,682 395.164 233,075 
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80 
81 
02 
83 

I l l 1  I I I I I I t I 
ALLOCATION OF TAXES. O T K R  THAN INCOME 4 NET DEOuCnONS FOR INCOME TAX _._____I I 

I 
Told Taxes Mher 

1 - 
-_-I__--II_ 

84 
85 I 

071 I 1 I I I I I I I I 
081 ITarcsMherThsnImmo 

! PIlocalion AIlowUon Totsl I Commercial6 I Firm InmSlrial4 

I 89 I _I 

397.8W 247.810 I 130,592 11.479 7919 
- 90 bn Reuenr! Related: 

60,516 31.409 1 16.583 1,458 
291.126 95.572 8.401 1 181,357 I 

3,045,531 2.712.692 I 792355 55.786 I 283698 1 94 1oUIer 
85 Total Nan R m ~ m  Relded: 
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Atmos Energy Coiporation. Kenfucky/Mid-States Division -- 
Kentuc Jurisdiction Casese2009-00354 
e c $ e d  Test Period: Twe1ve-i.K- 

CLASSIFICATION FACTORS 
-_ _ _  I__ 

-- - - - ~ _ _ _ _ _ _ _ _ ~ ~ ~  
~I - 

Td=I 

__-_.I_- - Company Customer Demand Commodity 
I__- - 

Input Values 1 1 0 0 
1.0 Customer , % 100.0000% 100.0000% 0.0000% 0.0000% 

input -- Values,- 1 0 1 0 
2.0 Demand so 100.0000% 0.0000% 100.0000% 0.0000% 

Input Values 1 0 0 1 
3.0 Commodity --- 100.0000% 0.0000% 0.0000% 100.0000% 

- - 

____I 

-____ 
Values 100 0 50 5c 

50.0000% 
- _l~--_lll 

In ut 
50.0000% 3.5 SErage (5OI.50) % 100.0000% 0.0000% 

-. - 
Input Values 87,962,005 75,260,100 12,701.905 C 

4.0 Mains -.. % 100.0000% 85.5598% 14.4402% 0.0000% 

Internally Generated Values 97,552,802 89,217,852~-~334,950.~ c 
4.1 Mains&Servims % 100.0000% 91.4560% 8.5440% 0.0000% 

lnlernally Generated values 324,166,249 261.640.529 59,050,540 3,475,180 
5.4 P, S,T&D Plant . % 100.0000% 80.71 18% 18.2161% 1.0720% 

Internally Generated Values - 204.1 33,363 168,323,950 34,268,209 1,541,204 
5.7 Net Plant % 100.0000% 82.4578% 16.7872% 0.7550?4 

-- -. Internally Generated Values 168,789,105 20,822.542 1.788.976 146,177,588 
9.1 Allocated O M  Expenses % 100.0000% 12.3364% 1.0599% 86.6037% 

Internall Generated - Values 4.1 95.327 3,905,353 278.895 11,079 10.D.''. 

I__ ~ 

Compo& of A&. 871-879 & 886-893 % ?_o0.0000% 93.0882% 6 . 6 4 T W o  0.2641% 

Z K - '  =&e of A&. 374-379 -I__ % 100.0000% 85.5598% 14.4402% 0.0000% 

-~_l__l_l_-..ll_- 
Internall Generaled ___---_ Values 61,756,155 52,838,432 8.917.723 

-I__-- ____I. -- 
Internally Generated Values 184,697,058 139,554.968 28,725,620 16,416,470 

13.0 RaleBase % 100.0000% 75.5588% 15.5528% 8.8883% 

Internally Generated Values 7222,144 6,750,303 -___ 453,492 18,349 
17.0 Composite of Accts. 870-902.905-916,924 8 9289N.J x 100.0000% 93.4668X 6.2792% 02541% 1-1- i I 

I Values I 01 
% I  0.0000%1 O t 0.0000% 

I 1  
99.01 l- 



Iwld Vabc 30.147.037 10,009,211 5.817.322 519,670 22,000,035 ! 
- 

1.0 m1 % iou.oooo% . 26.50112% ~ 1 6 o z %  1.3275% soz4(1%l 
vahe 22,192,352 7 . 4 ~ ~ 4 8 1  4.045.034 383.859 ~0.208,0~7 

% 
~ - ~ .  tnpld 

1.5 WinlerVolUm5 . 
I - 

lnpa ' Vebo -2059,314 1,815.839 227,474 2,482 2.519 
2 0  Ells -l.._..l._. % W0.0000% 80.7110% 11.0461% 0.1205% 0.1223% 

09.228 ' V&LI 271.081 116.808 50,504 5 .48  
% 1OO.ODDO% 43.1261% 21.9524% 2.W35% ,_ 32.9180%! 

- __-_ toput 
3.0 PCakOI" 



I I I  I I 
I i 1 17 FALLOWTION FACTORS .- 

I 
1 
I 

* 

I I ---1 - I lndusiualb [ 

I I 
IdmWGsnerstsd I value 0 0 0 0 O [  

-I 

Comrnoniala Fum 
_I 

T*I 
Company RerMedal PubiicAuUmntV tndwstnal Trensprnt I 

14.0 

I 1 
40,124 f -- 

Idemally Gonerstsd ValW 39.832.411 35,335,748 ~ 4J99,930 40.008 
Acmunt380 % 100.0000% - 8B.711Wb __  11.0481% 0.1205% O.lWKL 

InbmNGcnarafod Vdw 39.832.41 + 35,336,749 4.399.930 48.008- 48.724 
--_- 
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