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STATEMENT OF THE CASE

On December 17, 2010 Atmos Energy Corporation (“Atmos”) filed a Statement of Intent
to increase rates in the unincorporated areas of the Amarillo Rate Division with the Railroad
Commission of Texas (Commission). The Amarillo Rate Division is part of Atmos’ West Texas
Division. The case was docketed as GUD No. 10041. The current rates within the Amarillo
Rate Division were established in GUD No. 9539, Statement of Intent Filed by Atmos Energy
Corporation to Change Gas Rates in the Environs of Amarillo, Texas. The Final Order in that
case was issued on March 25, 2005, about six years ago. Atmos seeks a rate increase that would
increase revenues by approximately $78,000, or 2.61%. In the aggregate, the rates requested in
this proceeding produce a smaller revenue stream than the rates in effect for the City of
Amarillo. In this proceeding the company seeks an adjustment in five areas:

Implementation of new uniform rates

Approval of revised depreciation rates

Adjustments to the gas cost adjustment rider

Adjustments to its weather normalization adjustment rider
Recovery of rate case expenses. -

VVVVY

The issue of rate case expenses has been severed into a separate docket. The City of Amarillo
intervened and directly challenged the depreciation rates proposed by Atmos. In that context, the
City of Amarillo challenge the average service life selected for two accounts and the net salvage
value selected for one account. '

Upon review of the entire record in this proceeding the Examiners find that the requested
rate increase is just and reasonable and recommend that the requested rate increase be approved,
that the rates be applied uniformly throughout the entire Amarillo Rate Division over which this
case applies, that the revised depreciation rates be approved, and that the requested tariffs also be
approved.
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1. Procedural History

On December 17, 2010 Atmos Energy Corporation (“Atmos”) filed a Statement of Intent
to increase rates in the unincorporated areas of the Amarillo Rate Division with the Railroad
Commission of Texas (Commission). The Amarillo Rate Division is part of Atmos’ West
Texas Division. The case was docketed as GUD No. 10041. The proposed rates were
suspended on January 13, 2011. Notice of the proposed increase was provided by bill insert for
all aff;ected Amarillo Rate Division Customers beginning January 24, 2011 and ending March 3,
2011.

The City of Amarillo intervened in this proceeding. A hearing was held on May 12,
2011. The following individuals testified on behalf of Atmos in its direct case: Gary W.
Gregory, President West Texas Division; Bronson A, Blodgett, Vice President of Finance, West
Texas Division; Thomas H. Peterson, Rates Director for Atmos Energy Corporation;
Christopher A. Felan, Manager of Rates and Regulatory Affairs; Robert J. Smith, Assistant
Treasurer of Atmos Energy Corporation; James H. Vander Weide, President Financial Strategy
Associates; Dane A. Watson, Partner in Alliance Consulting Group; and, Jeffrey R. Foley,
Manager of Rates and Revenues for Atmos Energy Corporation. Jacob Pous, Diversified Utility
Consultants, Inc. (DUCI) testified on behalf of the City of Amarillo. Rebuttal Testimony was
provided by Mr. Watson on behalf of Atmos.

The contested issues in the matter between the City of Amarillo and Atmos centered
upon the proposed depreciation rates. The City of Amarillo has asserted that while it does not
challenge any other aspect of the company’s case, it should not be assumed that the City of
Amarillo agreed with the utility in all other respects.> The company provided testimony and
evidence in support of its requested rate change and the totality of that evidence was reviewed
and evaluated by the Examiners.

2, Jurisdiction

The Commission has jurisdiction over Atmos, its West Texas Division and the Amarillo
Rate Division and over the matters at issue in this proceeding pursuant to Tex. Util. Code Ann.
§§ 102.001, 103.003, 103.051, 104.001, 121.051, 121.052, and 121.151 (Vernon 2010). The
statutes and rules involved in this proceeding include, but are not limited to Tex. Util. Code Ann.
§§ 104.101, 104.102, 104.103, 104.105, 104.106, 104.107, 104.110, 104.301, and 16 Tex.
Admin. Code Chapter 7.

3. Amarillo Rate Division

Atmos Energy Corporation delivers natural gas to approximately 3.2 million residential,
commercial, industrial, and public-authority customers in twelve states. Atmos has six
unincorporated gas utility operating divisions, including the West Texas Division. The
Amarillo Rate Division is part of Atmos’ West Texas Division. It includes the municipalities of

! Atmos Exhibit 2, Affidavit of Notice to Customers from Jeffry Foley.
? Initial Brief, City of Amarillo, p. 1, City of Amarillo Ex. 1, Direct Testimony of Jacob Pous, pp. 23 - 24,
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Amarillo, Dalhart, and Channing as well as the surrounding areas. Within the unincorporated
areas the company serves the following customer classes:

Table 1
Customer Classes and Customers Served
By the Amarillo Rate Division
Customer Classes Number of Customers
Residential 2,500
Commercial 184
Industrial Sales 1
Public Authority 23

The current rates within the Amarillo Rate Division were established in GUD No. 9539,
Statement of Intent Filed by Atmos Energy Corporation to Change Gas Rates in the Environs of
Amarillo, Texas. The Final Order in that case was issued on March 25, 2005, about six years
ago. Atmos seeks a rate increase that would increase revenues by $78,000, or 2.61%. The
company seeks to apply the proposed rates uniformly to the residential, commercial, industrial,
and public service authority customers of the Amarillo Rate Division. As part of this
proceeding, Atmos seeks approval of new depreciation rates. Additionally, the company seeks
consolidation of various (Gas Cost Adjustment) GCA riders into a single Rider GCA and
approval of recovery of uncollectible gas costs through Rider GCA for the unincorporated areas
of the Amarillo Rate Division, Atmos also requests that the Weather Normalization Adjustment
rider (Rider WNA) applicable to state institution customers be consolidated into the existing
WNA riders into a single Rider WNA that will apply throughout the unincorporated areas of the
Amarillo Rate Division. Furthermore, the company seeks approval of the use of 10-year normal
weather data for the Rider WNA in place of 30-year year normal weather data. Finally, Atmos
requests recovery of rate case expenses. In summary, in this proceeding the company seeks an
adjustment in five areas:

Implementation of new uniform rates

Approval of revised depreciation rates

Adjustments to the gas cost adjustment rider

Adjustments to its weather normalization adjustment rider
Recovery of rate case expenses.

VVVVYVY

The issue of rate case expenses has been severed into a separate docket and will be
considered after a Final Order is issued in this proceeding. The City of Amarillo contested the
calculation of the revised depreciation rates and the hearing itself was limited to issues related
to the calculation of those rates. In preparing this proceeding, Atmos provided testimony
asserting that the company has relied, to the extent possible, on the methodologies and rate
treatments previously approved by the Commission.> After reviewing the record in this
proceeding, the Examiners find that Atmos has, in fact, applied approved methodologies. The

3 Atmos Ex. 3,p. 4.
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Examiners find the request to be just and reasonable and recommend approval of the requested
rate changes and tariff modifications.

4. Books and Records

Commission Rule 7.310 requires that utilities utilize the FERC USOA.* Bronson A.
Blodgett, the Vice President of Finance for the West Texas Division, affirmed that the books
and records are kept in accordance with the Federal Energy Regulatory Commission (“FERC”)
Uniform System of Accounts (“USOA™). Mr. Blodgett provided detailed testimony outlining
the accounting process and affirmed that the company complied with the requirement of the
FERC USOA. He asserted that the company’s system of internal controls and its adherence to
FERC USOA assured compliance with Commission Rule 7.310.° As a result, Mr. Blodgett
concluded that the company is entitled to the presumption encapsulated in Commission Rule
7.503.° That rule provides that the amounts shown on the company’s books and records as well
as summaries and excerpts taken from those records shall be considered prima facie evidence of
the amount of investment or expense reflected when introduced into evidence, and such
amounts are presumed to have been reasonably incurred. The Examiners find that Atmos has
established that the company maintains its books and records in accordance with FERC USOA.
Accordingly, the books and records are accorded the presumption found in Commission Rule
7.503.

5. Rate Base

The company included $50,158,342 in its rate base calculation for the test-year ending
June 30, 2010. Rate base consisted of the company’s adjusted investment in property, plant and
equipment and working capital items, adjusted for sources of non-investor supplied capital. The
rate base calculation also included the unamortized balance of investment tax credits as of the
end of the test year. Mr. Petersen provided testimony in support of the company’s rate base.
Specifically, he addressed issues related to working capital, including cash working capital and
the calculation of accumulated deferred income tax. In the context of cash working capital, Mr.
Petersen established that the company’s calculation adhered to Commission precedent on the
subject.” Mr. Felan provided testimony in support of the injuries and damages reserve and the
employee expense-related rate base adjustments. Mr. Blodgett testified regarding the
reasonableness of the company’s capital investment. He noted that since the last rate case, the
company has made $30 million in additional direct capital investment in the Amarillo rate
division.® The Examiners find that the company’s calculation of rate base is just and reasonable
and consistent with Commission precedent.

4 TEX. ADMIN. CODE § 7.310 (Tex. R.R. Comm’n, System of Accounts) (Commission Rule 7.310).

5 Atmos Ex, 6, Direct Testimony of Bronson Blodgett, pp. 13 - 14,

6 Atmos Ex. 6, Direct Testimony of Bronson Blodgett. TEx. ADMIN. CODE § 7.501 (Tex. R.R. Comm’n, Evidentiary Treatment
of Uncontroverted Books and Records of Gas Utilities) (Commission Rule 7.503).

7 Atmos Ex. 5, Direct Testimony of Thomas H. Petersen, pp. 8 — 19,

§  Atmos Ex. 4, Direct Testimony of Bronson A. Blodgett, pp. 20 - 26.
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6. SSU Allocation (Rate Base and Operating Expenses)

Atmos’ corporate office, located in Dallas, Texas, provides services such as accounting,
legal, human resources, rates administration, procurement, gas supply, information technology,
and a customer support center.’” These centralized services are referred to as Shared Services.
The services are shared by Atmos operating divisions in order to avoid having to staff and
maintain these functions at each division level. Christopher Felan testified that the allocation
methodology used in this docket was recently approved by this Commission.!® Shared Services
are generally divided into two groups: (1) General Office and (2) Customer Support. Mr.
Gregory noted that each of the company’s utility divisions has its own divisional office that is
responsible for the day to day operation of the division. Thus, the West Texas Division’s
Operating Division General Office also allocates costs to the rate divisions within its own
division — in this case the Amarillo Rate Division.

Direct costs are assigned directly to the division that generated that cost. Shared costs
are allocated based upon one of two allocation factors: (1) A composite allocation factor and
(2) a customer allocation factor. Cost allocation is the process of assigning various common
costs, such as the costs for Shared Services, to various entities that are incurred for the benefit
of one or more of the company’s rate divisions and are therefore allocable to those rate
divisions.

A composite factor is used to allocate general plant, materials and supplies, accumulated
deferred income taxes, injuries and damages reserve, and certain adjustments to rate base. The
company uses a four factor allocation methodology to develop the composite factor. The four
components included in the four factor formula are as follows:

» Gross Direct Property Plant and Equipment
> Number of Customers

> Operating Expenses

> Operating Income

This methodology was adopted in GUD No. 9670 for Atmos Mid — Tex, and affirmed in
subsequent cases. The latest proceeding was GUD No. 9869. The customer allocation factor is
derived based on the average number of customers in each operating division that receives
allocable costs for the services provided. The customer allocation factor is used to allocate costs
related to customer support such as billing and the customer call center functions. The
Examiners find that the company has established that the composite factor, the customer
allocation factor and the overall allocation process is just and reasonable.

7. Operating Expenses
The test-year level of operating and maintenance expenses was $7,665,374. Mr.

Blodgett provided testimony in support of the company’s operating expense level.!! Mr.
Blodgett pointed out that a portion of this expense is incurred directly by the Amarillo Rate

®  Atmos Ex. 3, Direct Testimony of Gary W. Gregory, p. 8 & Atmos Ex. 4, Direct Testimony of Bronson A. Blodgett, p. 18.
1 Atmos Ex. 6, Direct Testimony of Christopher A. Felan, p. 4.
1" Atmos Ex. 4, Direct Testimony of Bronson A. Blodgett.
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Division and West Texas General Office and the remainder is attributable to services performed
by the Shared Services Unit on behalf of the Amarillo Rate Division. Testimony was provided
alleging that Atmos has controlled its operation and maintenance costs. Mr. Gregory pointed
out that the operation and maintenance costs for the Amarillo Rate Division have decreased by
$925,000 or 11% over the last ten years. He noted that if the operation and maintenance
expense had increased at the rate of inflation, as reflected in the Texas Consumer Price Index,
the operation and maintenance expense would have increased by $1.8 million over the same
period.”? Certain adjustments were made to the operating and maintenance expenses and those
adjustments were consistent with the Commission’s determination in GUD No. 9869."
Furthermore, an adjustment was made to remove expenses, such as alcoholic beverages, certain
meals, entertainment and travel expenses. The Examiners find that the utility has established
that the operating expenses are just and reasonable.

8. Depreciation Expense

Depreciation is a system of accounting that distributes the cost of assets, less net salvage
(if any), over the estimated useful life of the assets in a systematic and rational manner. It is
considered a process of allocation, not valuation. The expense is systematically allocated to
accounting periods over the life of the properties. As noted in the depreciation study presented
by Atmos, depreciation is accrued on the basis of the original cost of all depreciable property.
The full cost of depreciable property less the net salvage value, is charged to the depreciation
reserve upon the retirement of the property.'*

Atmos engaged Alliance Consulting Group to conduct a depreciation study of the
company’s West Texas Division natural gas operations depreciable assets as of fiscal year end
September 30, 2009 (September 2009 Study). The September 2009 Study was sponsored by
Mr. Dane Watson.”” The existing life and net salvage parameters were last reviewed in a 1997
depreciation study. The September 2009 Study recommended an increase of $2.5 million in
annual depreciation expense for various accounts. The September 2009 Study noted that the
primary driver for the increase in the annual depreciation expense accrual was the recognition of
increased negative net salvage.

The September 2009 Study observed that to fully understand depreciation projections in
a regulated utility setting, there must be a basic understanding of survivor curves. A survivor
curve represents the percentage of property remaining in service at various age intervals. The
survivor curves employed in the context of utility regulation are Iowa Curves. The Iowa Curves
are the result of an extensive investigation of life characteristic of physical property made at
Iowa State College Engineering Experiment Station in the first half of the prior century., These
curves have become a descriptive standard for the life characteristic of industrial property. Most
property groups can be closely fitted to one Iowa Curve with a unique average service life.

12 Atmos Ex. 3, Direct Testimony of Gary W. Gregory, p. 7.

"> Atmos Ex. 6, Direct Testimony of Christopher A. Felan, pp. 13 —21.

' Atmos Ex. 10, Direct Testimony of Dane A Watson, Exhibit DAW - 1, p. 3.
'3 Atmos Ex. 10, Direct Testimony of Dane Watson.
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a. Service Life Parameters

The City of Amarillo challenged the average service life parameters of two accounts:
Account 376 Distribution Mains and Account 380, Distribution Services. In order to calculate
the depreciation rate for these two accounts, the depreciation analyst must evaluate the
remaining life for each account. The City of Amarillo contended that this was incorrectly
calculated for Accounts 376 and 380.

i. Account 376 — Service Mains

Account 376 includes the cost of all types of distribution mains, cathodic protection and
other related assets. Mr. Watson, on behalf of Atmos, calculated a remaining life for Account
376 of 42.58 years. The remaining life calculation was based, in part, upon the application of
the following Iowa Curve: 70 R1.5. Mr. Watson relied on an Iowa Curve that included
vintages from 1960 through 2009 and transaction detail for retirements from 1987 through
2009. This represents a 70-year life with a dispersion characteristic identified as R1.5. Mr.
Pous, on behalf of the City of Amarillo, contended that the remaining service life should be
46.50 years. The remaining life calculation of the City of Amarillo was based, in part, upon the
application of the following Iowa Curve: 78 R1.5. This represents a 78-year life with a
dispersion characteristic identified as R1.5. Mr. Pous relied on an Iowa Curve that included
vintages from 1927 through 2009 and transaction detail for retirements from 1987 through
2009. The disagreement focuses upon the perceived service life of the account.

Mr. Pous generally contended that the company did not provide any support for its
selection of the Iowa Curve. Mr. Pous was also critical of the statistical fit provided by the 70
R1.5 life curve selected by Mr. Watson. He was critical of the reliance on a short survivor
curve which he asserted was misleading. Instead, he argued that the company should base its
analysis on a curve that included data from 1927 through 2009. He argued that this provided
more meaningful information for the life analysis. He also contended that the 70 R1.5 life curve
was simply not a good fit for data points produced by the observed life table. He contended that
it was a particularly bad fit for data points produced at 25 years of age and beyond. Whereas his
proposed 78 R1.5 life-curve provided a better overall fit.

Mr. Pous also contended that there was empirical evidence that suggested that a longer
service life was appropriate for this account. First, he contended that company personnel stated
that the investment could achieve a service life of 75 years with proper installation and no other
forces of retirement. Mr. Pous suggested that the equipment in this account could achieve even
a service life of 80 years. Second, Mr. Pous argued that the industry now installs more reliable
longer-lasting pipe and uses improved fusion joints. All of these practices tend to extend the
life of installed pipe.

Mr. Watson responded by asserting that by relying on an overall placement band that
spanned from 1927 through 2009, Mr. Pous violated a prime tenant of actuarial analysis and
ignored trends from more recent placement years. Mr. Watson argued that examining the 1960
through 2009 placement band, as he did, includes a much higher level of the predominant assets
currently in service. This would likely produce more representative future life characteristics
for the account. Nevertheless, the band is still broad enough that it still takes into account older
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assets. Mr. Watson also provided data to establish that the best statistical fit was, in fact, the 70
R1.5 life curve.

Mr. Watson also made five assertions that support the reasonableness of the proposed
life curve of 70 R1.5. First, he contended that Mr. Pous ignored other forces of retirement such
as fusion-joint issues, third-party damage, and regulatory requirements. Second, only
cathodically protected pipe may experience a 75-year service life and the West Texas Division
includes over 400 miles of unprotected pipe. Third, the 70 R1.5 life curve, as an average,
necessarily includes pipe that is over 70 years old and pipe that is less than 70 years old.
Fourth, a survey conducted by the American Gas Association EEI Depreciation Committee
showed that the average life based on dollar weighting is 54 years. Fifth, the Commission has
previollésly found that the average service life for this account ranges from 45 years to 60
years.

The Examiners find that Atmos has established that the 70 R1.5 life curve provides the
best statistical fit. Furthermore, Atmos established that it was reasonable to exclude a
placement band that included the period from 1927 through 2009, As noted by Mr. Watson, the
placement band that included data from 1960 through 2009 was broad enough to include older
assets and, at the same time, was reflective of more recent trends. Atmos established that the
following factors support the selection of the 70 R1.5 life curve:

> An average service life of more than 70 years ignores other forces of
retirement such as fusion-joint issues, third party damage, and regulatory
requirements.

> Only cathodically protected pipe may experience a 75-year service life and
the West Texas Division includes over 400 miles of unprotected pipe.

> The 70 R1.5 life curve, as an average, necessarily includes pipe that is
over 70 years old and pipe that is less than 70 years old.

> A survey conducted by the American Gas Association EEI Depreciation
Committee showed that the average life based on dollar weighting is 54
years.

> An average service life of 70 years is longer than the average service life
previously established for this asset.

The Examiners find that Atmos has established that its requested service life for this account is
just and reasonable.

ii. Account 380 — Services

Account 380 — Services consists of all types of services used in distribution operations
including the cost of installed service pipes and accessories leading to the customers’ premises.
A complete service begins with the connection on the main and extends to, but does not include,
the connection with the customers’ meter.!” Mr. Watson, on behalf of Atmos, calculated a

16 GUD Nos. 9670 (60 years all pipe, 45 valves), GUD No. 9902 (53 years — plastic; 48 years — steel), and GUD No. 10038 (60
years plastic, 55 years steel). Atmos Ex. 12, Rebuttal Testimony of Dane A. Watson, p. 19.

17" Atmos Ex. 10, Direct Testimony of Dane A. Watson, Exhibit DAW — 1, p. 20, Amarillo Ex. 1, Direct Testimony of Jacob
Pous, p. 16, & 18 CFR pt. 201 (Balance Sheet Account) Account 380,
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remaining life for Account 380 of 42.42 years. The remaining life calculation was based, in
part, upon the application of the following Iowa Curve: 60 R3. Mr. Watson relied on an Iowa
Curve that included vintages from 1960 through 2009 and transaction detail for retirements
from 1987 through 2009. This represents a 60-year life and with a dispersion characteristic
identified as R3. Mr. Pous, on behalf of the City of Amarillo, contended that the remaining
service life should be 46.50 years. The remaining life calculation of the City of Amarillo was
based, in part, upon the application of the following Iowa Curve: 68 R2.5. This represents a
68-year life with a dispersion characteristic identified as R2.5. Mr. Pous relied on an Iowa
Curve that included vintages from 1927 through 2009 and transaction detail for retirements

from 1987 through 2009. The focus of the dispute among the parties is upon the life of the
assets.

Mr. Pous’ objections to the 60 R3 life curve echoes his objection to the Iowa Curve
selected by Atmos for Account 376. The difference in the dispersion curve is not explained. As
to the 60-year life for the assets in this account, Mr. Pous asserted that the company’s proposal
significantly understates the reasonable average service life for this account. He contended that
a placement-experience band combination of 1927 through 2009 is more reasonable than the
placement-experience band combination of 1960 through 2009 and 1987 through 2009. He
argued that a placement-experience band with a lower percent surviving rate should be used to
glean a meaningful analysis. He maintained that use of the 68 R2.5 survivor curve is a better
statistical fit. He also reiterated the allegation that the longer service life is supported by
statements of company personnel that these assets can achieve a 75-year service life if properly
installed.

Mr. Watson responded by noting that the widest band of data relied on by Mr. Pous
discounts and ignores data presented in the depreciation study itself. Mr. Watson ran placement
bands that encompassed the period from 1970 through 2009 and 1987 through 2009. Each of
those produced a better statistical fit. The 1980 through 2009 band suggested an even shorter
service life of 52 years. He also noted that empirical observations that are not part of the
statistical analysis support this result. Again, a survey conducted by the AGA EEI Depreciation
Committee showed that the average life based on dollar weighting is 40 years. Further, the
Commission has previously approved an even shorter service life for the assets in this account.'®

The Examiners find that the proposed average service life for this account is reasonable.
Atmos has established that the Iowa Curve identified as 60 R3 produced the best statistical fit
and the reasonableness of this curve is supported by the following factors: A survey conducted
by the AGA EEI Depreciation Committee showed that the average life based on dollar
weighting is 40 years and the proposed service life is consistent with Commission precedent.

b. Net Salvage

Net salvage is defined as the salvage value of property retired less the cost of removal.
The salvage value is the amount received for property retired, less any expenses incurred in
connection with the sale or in preparing the property for sale. Finally, the cost of removal is
defined as the cost of demolishing, dismantling, tearing down or otherwise removing plant

'8 GUD No. 9670, 9762, 9869 (35 years), GUD No. 9902 (44 years ~ plastic, 40 years — steel), and GUD No. 10038 (44 years).
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including the cost of transportation and handling incidental thereto. In summary, net salvage is
simply the value received for the sale, reuse, or reimbursement of retired property (gross
salvage) less the cost of retiring such property (cost of removal).'?

Atmos selected a negative net salvage of 80% for Account 380. Mr. Watson explained
that the net salvage level was calculated based upon the original installed cost of the asset. As
an example, he posited an asset with an original installed cost of $36 in 1958. Adjusted for
inflation, the current installed cost would be $500. In his example, the removal cost of this asset
was set hypothetically at $50. Mr. Watson argued that it would be incorrect to calculate a
negative 10 percent removal cost based upon the current cost of installation ($50/$500).
Instead, the removal cost percentage must be calculated on the originally installed cost. In his
example, that would yield a negative 138.9 percent removal cost for that asset ($50/$36). The
City of Amarillo does not challenge the general methodology in calculating net salvage.

Instead, Mr. Pous suggested that there are fundamental problems with the accounting for
removal expenses that make suspect Mr. Watson’s calculation.’? Mr. Pous also appeared to
imply that Mr. Watson’s decision to rely on rolling averages over a ten-year period produced
incongruous results,

As to the accounting issues, Mr. Pous asserted that the negative net salvage values
identified in Mr. Watson’s study were on their face unreasonable. Mr. Pous contended that the
company’s accounting policies may arbitrarily skew the removal costs and contribute to the
allegedly excessive negative net salvage values found in Mr. Watson’s study. He contended
that evidence in Mr, Watson’s notes revealed that the company handles the cost of removal
differently in association with replacement activity depending on the project and the type of
asset. Thus, in certain instances, 50% of the cost of an overall replacement project is assigned
to cost of removal for both service and meter investments and, in some instances 10% is
assigned to cost of removal where actual costs are tracked. Additionally, Mr. Pous noted that
the negative net salvage value requested, 80%, contrasted sharply with the negative net salvage
level experienced in 2005 and 2009. In 2005 the net salvage value was a negative 4.9% and in
2009 the net salvage value was a negative 16.5%. Mr. Pous also contended that Mr. Watson’s
assertion that the study must rely on a band analysis or rolling averages is not supported by any
factual bases. Finally, Mr. Pous argued that there are economies of scale that should be taken
into account that would tend to reduce the removal costs.

Mr. Watson responded by asserting that Mr. Pous ignored the actual history experienced
by the company. Mr. Watson argued that the band analysis or rolling average is necessary to
account for timing differences that occur when retirements and removal costs are booked. Mr.
Watson contended that the arguments regarding economies of scale are speculative. Finally,
Mr. Watson asserted that the proposed negative net salvage value is consistent with
Commission precedent.

1 City of Amarillo Ex. 1, Direct Testimony of Jacob Pous, p. 20, Atmos Ex. Direct Testimony of Dane A. Watson, DAW 1, p.
33, 18 CFR Pt. 201,

® It is difficult to summarize the testimony of Mr. Pous on this issue as the precise criticism is not clearly articulated in the
record.
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The criticism raised by Mr. Pous in this proceeding is consistent with the criticism raised
by Mr. Pous in prior proceedings. In this proceeding the Examiners again find that a division of
Atmos Energy Corporation has established that the proposed negative net salvage value is just
and reasonable. The evidence presented in this proceeding reveals that the normalized net
salvage value for the last nine years is a negative net salvage value of 214.93%.2! By applying
the methodology described in the September 2009 Study, Mr. Watson determined that the net
salvage value was a negative 158.2%. Based on discussions with company personnel on how
the costs are recorded and judgment, the study recommended limiting the net salvage to half of
the overall indications, or approximately a negative 80% net salvage. As in prior proceeding,
the allegations raised by the City of Amarillo regarding the recording of costs are not
sufficiently detailed to establish a record upon which to reject the company’s historical analysis.
No evidence was presented to support the allegation that the booking of removal expenses was
invalid. Absent such evidence the record is devoid of any basis on which to conclude that the
historical record reflected in the September 2009 Study was invalid. The Examiners find that

the utility has established that the net salvage for Account 380 of a negative 80% is just and
reasonable.

c. Affiliate Expenses

Blueflame Insurance Service, Ltd. (Blueflame) is a wholly-owned incorporated
subsidiary of the company. Blueflame provides insurance services to Atmos Energy
Corporation. All of the West Texas Division property, plant, and equipment are covered
through property insurance provided by Blueflame. Those services are provided at cost and
without markup. Blueflame does not provide services to any entity other than Atmos and its
affiliates. Blueflame is managed on a day-to-day basis by Aon Risk Manager — Bermuda
(Aon). Robert J. Smith testified that the costs included in the cost of service for property
insurance provided by Blueflame are reasonable and necessary. Premiums charged to the West
Texas Division are determined in the same manner as every other division and affiliate of
Atmos and the rate of $0.085 per $100 of gross plant is the same for all affiliates.

The Examiners find that the company has established that the services provided by
Blueflame are necessary and the rates for those services are just and reasonable. Furthermore,
the company has established that the price to the Amarillo Rate Division for that service is not
higher than the prices charged by the supplying affiliate to its other affiliates or other division or
to a nonaffiliated person. Finally, the Examiners find that the request in this case is consistent
with prior Commission decisions.

9. Rate of Return

a. Introduction

In setting a gas utility’s rates, the regulatory authority shall establish the utility’s overall
revenues at an amount that will permit the utility an opportunity to earn a reasonable return on
the utility’s invested capital used and useful in providing service to the public in excess of its

2! This is the average value of the annual net salvage values found in the September 2009 Study, Atmos Ex. 10, DAW-1,
Appendix D: [(241.7)+ (154.5) + (367.0) + (23.2) + (4.9) + (170.1) + (371.4) + (585.0) + (16.5))/9
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reasonable and necessary operating expenses. The regulatory authority may not establish a rate
that yields more than a fair return on the adjusted value of the invested capital used and useful
in providing service to the public.

As noted by the Austin Court of Appeals in Railroad Commission of Texas v. Lone Star
Gas Company, to achieve the rate of return that a utility should be allowed to earn, the
regulatory agency should consider the cost to the utility of its capital expressed as follows: (1)
interest on long-term debt; (2) dividends on preferred stock; and (3) earnings on common
stock.”? As stated by the United States Supreme Court, the annual rate that will constitute just
compensation depends upon many circumstances and must be determined by the exercise of a
fair and enlightened judgment:

A public utility is entitled to such rates as will permit it to earn a return on the
value of the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same general part of the
country on investments in other business undertakings which are attended by
corresponding risks and uncertainties . . . . 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. A rate of return may be reasonable at one time,
and become too high or too low by changes affecting ongortunities for
investment, the money market, and business conditions generally.

b. Capital Structure

As noted above, Atmos Energy conducts regulated operations in twelve states through
unincorporated divisions. The West Texas Division, which includes the Amarillo Rate
Division, is one of the unincorporated divisions and is not a separate legal entity, All debt or
equity funding of the operations performed by the West Texas Division and the other utility
divisions must be issued by Atmos Energy as a whole, on a consolidated basis. Therefore, as
noted by Robert J. Smith, the use of Atmos Energy consolidated capital structure is appropriate
for use in setting rates. This capital structure approach is consistent with prior Commission
precedent.* Mr. Smith indicated that the company’s capital structure, adjusted to remove short-
term debt, is as follows: (1) 49.90% long-term debt, and (2) 50.10% equity. This is the
corporation’s capital structure as of the quarter ending September 30, 2010.

The company did not include short-term debt in its capital structure. Mr. Smith asserted
that the inclusion of short-term debt in the capital structure is only appropriate when a company
historically relies on short-term debt as a permanent form of capital. Atmos Energy
Corporation does not rely on short-term debt as a permanent from of capital. Rather, as stated
by Mr. Smith, the corporation uses short-term debt primarily as a means to finance purchased
gas costs to meet its needs for the heating season. The company’s short-term balance often falls

2 Railroad Commission of Texas v. Lone Star Gas Company, 599 S.W.2d 659 (Tex. App. C Austin 1980).

3 Bluefield Water Works and Improvements Co. v. Public Serv. Comm'n of West Virginia, 262 U.S. 679 (1923), see also, Federal Power
Comm’nv. Hope Natural Gas Co., 320 U.S. 591 (1942).

24 Atmos Ex. 7, Direct Testimony of Robert J. Smith, GUD Nos., 9869, 9762, and 9670.
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to zero and stays there during much of the spring and summer. He noted that at June 30, 2010,
the end of the test year, the company had no short-term debt remaining. The Examiners find
that the proposed capital structure is just and reasonable and recommend that the requested
capital structure be approved.

c. Return on Equity

Atmos West Texas witness Dr. James Vander Weide provided testimony proposing a
weighted average cost of capital of 8.79% based on a capital structure of 49.9% long term debt
and 50.1% common equity with a 6.87% cost of long term debt and an recommended 10.7%
cost of equity.”> Atmos West Texas’ proposed rate of return is summarized in the table below:

Table 2 Van der Weide recommended rate of return

Weighted
Capital Structure Debt/Equity Cost | Average
Long-Term
Debt 49.9% 6.87% 3.43%
Common
Equity 50.1% 10.7% 5.36%
Rate of Return 8.79%

The City of Amarillo did not contest the Company’s proposed rate of return or any of
the elements of its derivation.

In the absence of a challenge from the City, the Examiners recommend adoption of Dr.
Vander Weide’s proposed rate of return for Atmos West Texas. In doing so however, the
Examiners note that since the capital structure and equity estimation methodology Dr. Vander
Weide presented was not at issue in this case, the Examiners make neither endorsement nor
approval of this methodology as it was not directly addressed. This is consistent with the
principle established in the Hope case that a reasonable result is pre-eminent to the methods
employed in reaching that result»

10. Taxes

The company included calculations for federal income tax, based upon a 35% tax rate
and the State Gross Margin tax based upon a 1% tax rate.’’” The company also provided
calculations for ad valorem taxes and payroll taxes. The company adjusted the ad valorem tax
expense to the 2010 amount paid, as of the time of the filing, for Amarillo. The adjustment was
calculated to adjust the per book amount recorded to the amount paid. An adjustment was made
to payroll tax to move the per book calculated rate to the statutory rate. The statutory rate was
used to calculate the adjusted payroll tax amount using the adjusted labor expense. The
Examiners find that the company’s request for federal income tax, State Gross Margin tax, ad
valorem taxes and payroll taxes to be just and reasonable.

25 Atmos West Texas Exhibit 9, Vander Weide Direct, p. In. 5-10.
% Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591 (1944).
27 Atmos Ex. 1, Schedule F-6.
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11. Allocation

Once the cost of service is determined, the regulatory authority must determine the
appropriate allocation of costs among the various customer classes. Atmos provided a cost
allocation proposal through the testimony of Thomas H. Petersen. He presented a Class Cost of
Service Study intended to provide a fair and reasonable allocation of the company’s cost of
providing service to the classes of customers receiving utility services. The customer class
groupings in the study followed the company’s current tariff categories. He explained that the
allocation factors were determined based on cost causation. To the extent possible the study
generally followed Commission precedent. The Examiners find the minimum system analysis
used in the Class Cost of Service Study is reasonable and that the overall allocation reflected in
that study produced reasonable results.

12.  Rate Design

Atmos currently operates two separate rate jurisdictions that represent the
unincorporated areas of the Amarillo Rate Division. In order to eliminate a disparity in rates
caused by timing differences, Atmos seeks to consolidate its rate schedules into a single set of
rate schedules applicable to all customers within the unincorporated areas of the Amarillo Rated
Division. Atmos has established that this request is reasonable and the Examiners recommend
that the request be approved by the Commission. Further, the Examiners find that the proposed
customer charge and volumetric rate for each class of customer is just and reasonable.

13.  Tariffs

The company requested that the Gas Cost Adjustment rider (Rider GCA) be modified to
allow the recovery of uncollectible gas costs through the Rider GCA. The request has
previously been approved by the Commission for the unincorporated areas of the City of
Amarillo and by all municipal regulators in the company’s West Texas Division, Approval of
the request in this case will allow the company to consolidate its various gas cost riders into a
single Rider GCA. The Examiners find that Atmos has established that the propose Rider GCA
is just and reasonable.

Atmos proposed that its Weather Normalization Adjustment Rider (“WNA”) be
applicable to state institution customers. The Rider WNA has already been approved by all
municipal regulators of the Amarillo Rate Division. The Examiners find that inclusion of state
institutions in the WNA Rider is reasonable. The company also proposed that the WNA Rider
include a calculation based upon the use of 10-year normal weather data instead of 30-year
normal weather data. The Examiners find that the use of a 10-year normal weather data in the
WNA Rider is just and reasonable and consistent with prior Commission decision.

14. Conclusion

In this proceeding Atmos West Texas requested an overall revenue requirement,
$77,707. The company also sought to apply the proposed rates uniformly to the residential,
commercial, industrial, and public service authority customers of the Amarillo Rate Division.
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As part of this proceeding, Atmos sought approval of new depreciation rates. Additionally, the
company requested consolidation of various (Gas Cost Adjustment) GCA riders into a single
Rider GCA and approval of recovery of uncollectible gas costs through Rider GCA for the
unincorporated areas of the Amarillo Rate Division. Atmos also requested that the Weather
Normalization Adjustment rider (Rider WNA) applicable to state institution customers be
consolidated into the existing WNA riders into a single Rider WNA that will apply throughout
the unincorporated areas of the Amarillo Rate Division. Furthermore, the company requested
approval of the use of 10-year normal weather data for the Rider WNA in place of 30-year year
normal weather data. The Examiners recommend that the requested rate increase be approved,
that the depreciation rates be found to be just and reasonable, and that the requested tariff
changes be adopted.

Respectfully submitted,

Ak )

Gene Montes
Hearings Examiner Technical Examiner
Office of General Counsel Gas Services Division




ATMOS ENERGY CORPOQION O
AMARILLO DISTRIBUTION SYSTEM Page 1 of 6

RATE SCHEDULE: RESIDENTIAL GAS SERVICE

APPLICABLE TO: AMARILLO SERVICE AREA - Outside City Limits (OCL)

EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:

Availability

This schedule is applicable to general use by Residential customers for heating, cooking,
refrigeration, water heating and other similar type uses. This schedule is not available for service
to premises with an alternative supply of natural gas.

Monthly Rate
Charge Amount
Customer Charge $ 13.50
Commodity Charge
All Consumption $ 0.04562 per Ccf

The West Texas Division Gas Cost Adjustment Rider applies to this schedule.

The West Texas Division Weather Normalization Adjustment Rider applies to this schedule.
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Page 2 of 6
AMARILLO DISTRIBUTION SYSTEM
RATE SCHEDULE: COMMERCIAL GAS SERVICE
APPLICABLE TO: AMARILLO SERVICE AREA - Outside City Limits (OCL)
EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:
Availability

This schedule is applicable to Commercial customers, including hospitals and churches, for
heating, cooking, refrigeration, water heating and other similar type uses. This schedule is not
available for service to premises with an alternative supply of natural gas.

Monthly Rate
Charge Amount
Customer Charge $ 30.00
Commodity Charge
All Consumption $ 0.04817 per Ccf

The West Texas Division Gas Cost Adjustment Rider applies to this schedule.

The West Texas Division Weather Normalization Adjustment Rider applies to this schedule.
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Page 3 of 6

RATE SCHEDULE: INDUSTRIAL GAS SERVICE

APPLICABLE TO: AMARILLO SERVICE AREA - Outside City Limits (OCL)

EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:
Availability

This schedule is applicable to the sales of any industrial or commercial customer whose
predominant use of natural gas is other than space heating, cooking, water heating or other similar
type uses. Service under this schedule is available to eligible customers following execution of a
contract specifying the maximum hourly load. This schedule is not available for service to
premises with an alternative supply of natural gas.

Monthly Rate
Charge Amount
Customer Charge $100.00
Commodity Charge
All Consumption $ 0.09088 per Ccf

The West Texas Division Gas Cost Adjustment Rider applies to this schedule.
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AMARILLO DISTRIBUTION SYSTEM

RATE SCHEDULE: PUBLIC AUTHORITY GAS SERVICE

APPLICABLE TO: AMARILLO SERVICE AREA - Outside City Limits (OCL)

EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:

Availability

This schedule is applicable to general use by Public Authority type customers, including public
schools, for heating, cooking, refrigeration, water heating and other similar type uses. This
schedule is not available to premises with an alternative supply of natural gas.

Monthly Rate
Charge Amount
Customer Charge $45.00
Commodity Charge
All Consumption $ 0.09197 per Ccf

The West Texas Division Gas Cost Adjustment Rider applies to this schedule.

The West Texas Division Weather Normalization Adjustment Rider applies to this schedule.
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WEST TEXAS DIVISION

RATE SCHEDULE: | WEST TEXAS DIVISION GAS COST ADJUSTMENT (GCA) RIDER

APPLICABLE TO: ALL SERVICE AREAS IN THE WEST TEXAS DIVISION

EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:

Application

Gas bills issued under rate schedules to which this Rider applles will include adjustments to reflect decreases or
increases in purchased gas costs or taxes. Purchased gas costs includes any prudently incurred transaction related fees,
gains or losses and other transaction costs associated with the use of various financial instruments that are executed by
the Company for the purpose of price volatility mitigation. Accumulated Deferred Gas Costs shall also be adjusted for gas
cost amounts which are uncollectible. Any such adjustments shall be filed with the City's Secretary before the beginning
of the month in which the adjustment will be applied to bills. The amount of each adjustment shall be computed as
follows:

Gas Cost Adjustment (GCA)
The GCA to be applied to each Ccf billed shall be computed as follows and rounded to the nearest $0.01:

GCA=(G/S+CF)xTF
Where:
1. "G", in dollars, is the expected cost of gas for the expected sales billings units.

2. "8’ in Ccf as measured at local atmospheric pressure, is the expected sales billing units to be billed to customers in
the respective section of the Company’s Amarillo and West Texas Service Area.

3. "CF’, in $/Ccf as measured at local atmospheric pressure, is the correction factor charge per Ccf to adjust for the
cumulative monthly difference between the cost of gas purchased by the Company and
the amount of gas cost billed to the customer plus any gas cost which is uncollectible.

More specifically, CF shall be calculated as follows:
CF = (a/b) + (c/b)

a = over (under) collection dollar amount for the 12 month period ending September.
b = expected estimated sales volumes for the future 12 month period ending November.
¢ = net uncollectible gas cost, that is:

(uncollectible gas cost for the previous 12 months ended September) — (subsequently collected gas cost for the previous
12 months ended September)

Once a year, on a 12 months ended September basis, the Company shall review the percentage of lost and unaccounted
for gas. If this percentage exceeds 5% of the amount metered in, the correcting account balance will be reduced so that
the customer will effectively be charged a maximum of 5% for lost and unaccounted for gas and the Company will absorb
the excess.

4. “TF" is the tax factor. The tax factor for all unincorporated areas is 1. For incorporated areas the tax factor for each
service area is calculated as: 1/[ 1-(SGR+FFR) ] where SGR = the applicable state gross receipts rate imposed by
sections 182-021 — 182-025 of the Texas Tax Code that is not otherwise collected by a separate rider and where FFR =
the applicable franchise fee rate per city ordinance that is not otherwise collected by a separate rider.
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WEST TEXAS DIVISION

. | WEST TEXAS DIVISION WEATHER NORMALIZATION ADJUSTMENT
RATE SCHEDULE: (WNA) RIDER

APPLICABLE TO: ALL SERVICE AREAS IN THE WEST TEXAS DIVISION

EFFECTIVE DATE: Bills Rendered on and after 07/26/2011 PAGE:

Provision for Adjustment

The base rate per Ccf (100,000 Btu) for gas service set forth in any Rate Schedules utilized in the City of Amarillo
or its environs for determining normalized winter period revenues shall be adjusted by an amount hereinafter
described, which amount is referred to as the “Weather Normalization Adjustment’. The Weather Normalization
Adjustment shall apply to all temperature sensitive residential, commercial, public authority, and state institution
bills based on meters read during the revenue months of October through May.

Computation of Weather Normalization Adjustment

The Weather Normalization Adjustment Factor shall be computed to the nearest one-hundredth cent per Ccf by the
following formula:

WNAF Ri  (HSFi (NDD-ADD) )
i = (BL i + (HSF ix ADD )

Where

i = any particular Rate Schedule or billing classification within any such
particular Rate Schedule that contains more than one billing classification

WNAF i = Weather Normalization Adjustment Factor for the i" rate schedule or
classification expressed in cents per Ccf

R i = base rate of temperature sensitve sales for the i schedule or
classification utilized

HSF i = heat sensitive factor for the " schedule or classification divided by the
average bill count in that class

NDD i =_billing cycle normal heating degree days
ADD j = billing cycle actual heating degree days
BL i = base load sales for the i schedule or Classification divided by the

average bill count in that class

The Weather Normalization Adjustment for the i customer in i rate schedule is computed as:

WNA i WNAF i x qii
Where qii is the relevant sales quantity for the |
Customer in " rate schedule
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ATMOS ENERGY CORPORATION
AMARILLO ENVIRONS STATEMENT OF INTENT

OPERATION AND MAINTENANCE EXPENSES
TEST YEAR ENDING JUNE 30, 2010

Line FERC Div 15 Adjusted
No. Acct Description Amarilio Direct Div 15 Allocation Adjustments N
(a) y (b) () (d) (e) ; n (@)
19.32%

1 840  Natural gas storage - Operation supervision and engineering $ - $ - $ - - $ -

2 841  Natural gas storage - Operation abor and expenses $ - - - - 8 -

3 8568  Transmission - Mains expenses $ - - - - $ -

4 857  Transmisslon - Measuring and regulating station expenses $ - - - - $ -

5 861  Transmisslon - Maintenance supervision $ - - - - $ -

8 863  Transmisslon - Malntenance of mains $ 4,538 - - 13 $ 4,549
7 865 Transmisslon - Malntenance of measuring equipment $ - - - - $ -

8 870  Operation Supervision and Engineering $ 251,143 - - (15,768) $ 235,385
[:) 871  Distribution Load Dispatching $ 15,721 - - o $ 15,721
10 874  Mains and Services Expenses $ 865,600 - - 19,763 $ 885,363
1 875 Measuring and Reguiating Station Expenses - General $ 151,945 - - 6,019 $ 157,983
12 876  Measuring and Reguiating Station Expenses - industrial $ 223 - - - $ 223
13 877 Measuring and Regulating Station Exp. - City Gate Chk. Sta. $ 19,418 - - - $ 19,418
14 878  Meter and House Regulator Expenses $ 302,384 - - 17,980 $ 320,373
16 879  Customer instaliations Expenses $ 21,025 - - 1,080 $ 22,084
16 880 Other Expenses $ 16,143 - - 7 8 16,220
17 881 Rents $ 264,648 - - - $ 264,648
18 885  Malntenance Supervision and Englneering $ 1,320 - - - $ 1,320
19 886  Maintenance of Structures and improvements $ 390 - - - $ 390
20 887 Maintenance of Mains $ 24,185 - - 2 s 24,168
21 888  Distribution - Maintenance of Compressor Station Equipment $ - - - - $ -
22 889  Maint. of Measuring and Reguiating Station Equip. - General $ 17 - - - $ 17
23 880  Maint, of Measuring and Regulating Station Equip. - Industrial $ - - - - $ -
24 891  Maint. of Measuring and Regulating Station Equip. - City Gate $ - - - - $ -
25 882 Maintenance of Services $ - - - - $ -
26 883  Maintenance of Meters and House Regulators $ - - - - $ -
27 884  Maintenance of Other Equipment $ (1,631) - - - $ (1,831)
28 801  Supervision $ 939 - - 4 $ 083
29 802 Meter Reading Expense $ 261,648 - - 12,984 $ 274,830
30 803  Customer Records and Collection Expenses $ 278,775 - - 12332 $ 292,107
31 804  Uncollectible Accounts $ 133,852 625,643 120,855 (60,487) $ 194,021
32 905  Customer Accounts - Miscelianeous Customer Accounts Expense $ - - - - $ -
a3 808  Customer Assistance Expenses $ 7 - - - $ 7
34 808 informational and instructional Advertising Expenses $ 90,002 - - 3511 § 93,603
35 910  Miscelianeous Customer Service and informational Expenses $ - - - - $ -
38 911  Supervision $ 2,050 - - - $ 2,050
7 812  Demonstrating and Selling Expenses $ 124,008 53,007 10,239 3201 § 137,628
38 913  Advertising Expenses $ 10,278 - - - $ 10,279
39 820 A&G - Administrative and General Salarles $ 20,528 - - 3286 $ 32,812
40 821  Office Supplles and Expenses $ 23,138 - - - $ 23,138
41 822  Administrative Expenses Transferred - Credit $ 3982711 161,196 31,138 (27,422) $ 3,930,887
42 923  Outside Servicas Employed $ 16,344 17,704 3,420 - $ 19,764
43 824  Property Insurance $ 48,367 - - 550 $ 48,926
44 925 injuries and Damages $ 38,413 - - (35,000) $ 3,413
45 926 Employee Pensions and Benefits $ 583,033 21,7713 4,208 32,228 $ 618,467
48 830 Miscellaneous General Expense $ - - - - $ -
47 831 ASG-Rents $ 15,439 - - - $ 15,439
48

49 Total O&M Expenses (Sum of Lines 1 through 47) $ 7,521,013 § 878,323 § 169,869 § (26,498) $ 7,665!314

Schedule F-1
Page 1 of 1
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ATMOS ENERGY CORPORATION
AMARILLO ENVIRONS STATEMENT OF INTENT
INTEREST EXPENSE - CUSTOMER DEPOSITS
TEST YEAR ENDING JUNE 30, 2010

Line
No. Description Amount
(a) (b)
1 Customer Deposits - Adjusted $ 1,541,192
2
3 Interest Rate (1) 0.19%
4
5 Interest on Customer Deposits (Ln 1 x Ln 3) $ 2,928
6
7 Note:
8 1. Interest Rate per the Public Utility Commission of Texas project number
9 37830 dated December 1, 2010.

Schedule F-7
Page 1 of 1
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ATMOS ENERGY CORPORATION
AMARILLO ENVIRONS STATEMENT OF INTENT
SUMMARY OF RETURN
TEST YEAR ENDING JUNE 30, 2010

Line Proposed Proposed
No. Description Rates Amounts

(a) (b) (©)

1 Net Operating Income/Return
2
3 Cost of Debt 6.87% $ 1,720,515
4 Cost of Equity 10.70% 2,688,820
5
6 Total Return on Invested Capital $ 4,409,334
7
8 Rate Base - Capitalization Structure (1)
9
10 Debt 49.90% $ 25,029,188
11 Equity 50.10% 25,129,154
12
13 Total Invested Capital $ 50,158,342
14
15
16 Percent Return - After Tax
T 17 Cost of Debt 3.43%
18 Return on Equity 5.36%
19
20 Percent Return - After Tax 8.79%
21
22 Note:

23 1) Capital Stucture as of 9/30/10

Schedule G
Page 1 of 1
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ATMOS ENERGY CORPORATION

AMARILLO ENVIRONS STATEMENT OF INTENT

SUMMARY OF CURRENT AND PROPOSED RATE STRUCTURE
TEST YEAR ENDING JUNE 30, 2010

Line
No. Description Current Proposed
(a) (b) (c)
1 Residential
2 Customer Charge per month See WP_J-1 $13.50
3 Consumption Charge per CCF See WP_J-1 $0.04562
4
5
6 Commercial
7 Customer Charge per month See WP_J-1 $30.00
8 Consumption Charge per CCF See WP_J-1 $0.04817
9
10
11 . Industrial
12 Customer Charge per month See WP_J-1 $100.00
13 Consumption Charge per CCF See WP_J-1 $0.09088
14
15 Public Authority
16 Customer Charge per month See WP_J-1 $45.00
17 Consumption Charge per CCF See WP_J-1 $0.09197
Schedule J

Page 1 of 1
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BEFORE THE
RAILROAD COMMISSION OF TEXAS

ATMOS ENERGY CORP,, WEST §

TEXAS DIVISION STATEMENT OF § GAS UTILITIES DOCKET No. 10041
INTENT TO CHANGE RATES IN THE §

UNINCORPORATED AREAS OF THE §

AMARILLO RATE DIVISION

PROPOSED ORDER

Notice of Open Meeting to consider this Order was duly posted with the Secretary of
State within the time period provided by law pursuant to TEX. GOV’T CODE ANN. CHAP 551, ef
seq. (Vernon 2004 & Supp. 2010). The Railroad Commission adopts the following findings of
fact and conclusions of law and orders as follows:

FINDINGS OF FACT

1. Atmos Energy Corporation (“Atmos™) is a gas utility as that term is defined in the Texas
Utility Code.

2, Atmos Energy Corporation operates its regulated operations through seven operating
divisions in twelve states.

3. The Atmos Energy West Texas Division (West Texas Division) operates in West Texas.
4, The Amarillo Rate Division is part of the Atmos Energy West Texas Division and is
comprised of the cities of Amarillo, Dalhart, and Channing, as well as the surrounding

unincorporated ares.

5% On December 17, 2010, the Amarillo Rate Division filed a Statement of Intent to change
rates and related tariffs.

6. The Amarillo Rate Division seeks an increase in revenues of approximately $78,000 from
customers in the unincorporated areas.

7. The proposed rate increase would increase the company’s aggregate revenues from the
unincorporated areas of the Amarillo Rate Division by 2.61%.

8. Atmos requested approval of uniform rates for its residential, commercial, industrial and
public service authority customer classes throughout the unincorporated areas of the
Amarillo Rate Division.

9. Atmos requested approval of new depreciation rates to be applicable to the entire West

Texas Division.
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10.  Atmos sought consolidation of the various gas cost adjustment (GCA) riders into a single
Rider GCA and to approve the recovery of uncollectible gas costs through RIDER GCA
for the unincorporated areas of the Amarillo Rate Divison.

11.  The implementation of the proposed rates was suspended on January 13, 2011.

12.  Notice of the Hearing was given to all parties entitled to notice and the hearing in this
matter commenced on April 6, 2011.

13. The Amarillo Rate Division is part of Atmos’ West Texas Division and is comprised of
the cities of Amarillo, Dalhart, and Channing, as well as the surrounding unincorporated
areas.

14.  The Atmos West Texas Division through its Amarillo Rate Division provides service to
residential, commercial, industrial, and public authority customers.

15.  The test year in this case was the 12-month period ending June 30, 2010.

Books and Records

16.  The Atmos West Texas Division and the Amarillo Rate Division maintain the books and
records in accordance with the requirements of the Federal Energy Regulatory
Commission’s (FERC) Uniform System of Accounts.

Rate Base

17.  The proposed level of adjusted rate base included by the Amarillo Rate Division in this
case is just and reasonable.

18.  The calculations of accumulated deferred income taxes, as reflected in the attached
schedules, are just and reasonable.

19.  The cash working capital calculations reflected on the attached schedules are just and

reasonable and consistent with Commission precedent.

Shared Service Unit Allocation

20.

21.

The Amarillo Rate Division employs a cost allocation methodology that allocates
common costs uniformly and consistently among the various divisions of the company.

The cost allocation methodology has been previously adopted by the Railroad
Commission for allocation of costs and is just and reasonable.
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22. The composite allocation factor, the customer allocation factor and the overall allocation
process employed by the Atmos West Texas Division and its Amarillo Rate Division is
just and reasonable.

Operating Expenses

23.  Atmos has established that the test-year level of operating and maintenance expenses in
the amount of $7,665,374 are just and reasonable.

24,  Adjustments were made to remove certain meals, alcohol, entertainment and travel
expenses.

25.  Operating and maintenance expenses have decreased over the last decade.

Depreciation Expense

26.

27.

28.

29.

30.

31.

32,

33.

34.

The company’s proposed depreciation expenses, as reflected in the attached schedules are
just and reasonable.

Atmos Pipelihe — Texas correctly calculated the service life parameters for Account
Account 376.

The evidence presented in the record established that the Iowa Life curve of 70 R1.5 for
this account represents the best statistical fit for the actual history of this account.

An average service life of more than 70 years for assets in Account 376 ignores other
forces of retirement such as fusion-joint issues, third party damage, and regulatory
requirements.

Only cathodically protected pipe may experience a 75-year service life and the West
Texas Division includes over 400 miles of unprotected pipe.

The 70 R1.5 life curve, as an average, necessarily includes pipe that is over 70 years old
and pipe that is less than 70 years old.

A survey conducted by the American Gas Association EEI Depreciation Committee
showed that the average life for assets in Account 376 based on dollar weighting is 54
years.

An average service life of 70 years is longer than the average service life previously
established for this asset.

Atmos Pipeline — Texas correctly calculated the service life parameters for Account
Account 380.
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35.  The evidence presented in the record established that the Iowa Life curve of 60 R3 for
this account represents the best statistical fit for the actual history of this account.

36. A survey conducted by the AGA EEI Depreciation Committee showed that the average
life based on dollar weighting is 40 years for assets in Account 380.

37.  The proposed service life for Account 380 is consistent with Commission precedent
38.  The net salvage calculation included in the company’s cost of service is just and
reasonable for Account 380. The historical analysis is consistent with the functional data,

experience of the company and industry experience for this account.

39.  The evidence presented in this proceeding established that the annual normalized net
salvage value for the last nine years is a negative 214.93%.

40.  There is no evidence in this record upon which to determine that the booking of removal
expenses was not accurate.

41. A negative net salvage value of 80% is just and reasonable.
Affiliate Expenses

42.  The expenses of Blueflame Insurance, an affiliate of Atmos, are reasonable and necessary
for the provision of natural gas service provided by the company.

43.  The price charged to Atmos by Blueflame is not higher than the price charged by
Blueflame to its other affiliates or divisions or to a nonaffiliated person for insurance.

44.  The Railroad Commission has previously found that the services provided by Blueflame
were reasonable and necessary.

Rate of Return

45.  Itis reasonable to use a capital structure of 50.10% equity and 49.90% long-term debt for
the Atmos West Texas Division.

46.  Itisreasonable to use a cost of debt of 6.87% for the Atmos West Texas Division.
47. It is reasonable that return on equity be set at 10.70%.

48.  Anoverall rate of return in this case of 8.79% is just and reasonable.

Revenues

49. Atmos Energy Corporation, West Texas Division has established that the calculation of
Other Revenues in the amount of $967,632 is just and reasonable.
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Taxes

50.

_Tariffs

S1.

The federal income tax, State Gross Margin tax, ad valorem taxes and payroll taxes
reflected in the attached schedules are just and reasonable.

The Gas Cost Recovery Rule, 16 Tex. Admin. Code Ann. § 7.5519, allows the recovery
of part or all of the gas costs of a utility.

52.  Adjusting the purchase gas adjustment clause to allow for the recovery of the gas cost
portion of uncollectible expenses is reasonable and consistent with prior Commission
determinations.

53.  The request has previously been approved by the Commission for the unincorporated
areas of the City of Amarillo and by all municipal regulators in the company’s West
Texas Division.

54,  The proposed change to the Gas Cost Adjustment Rider (Rider GCS) is just and
reasonable.

55. Atmos Energy Corporation, West Texas Division proposed that its Weather
Normalization Adjustment Rider (“WNA”) be applicable to state institution customers.
The Rider WNA has already been approved by all municipal regulators of the Amarillo
Rate Division.

56.  The proposed changes to the WNA Rider are just and reasonable.

57.  The company also proposed that the WNA Rider include a calculation based upon the use
of 10-year normal weather data instead of 30-year normal weather data.

58.  The use of a 10-year normal weather data in the WNA Rider is just and reasonable and
consistent with prior Commission decision

Rates and Rate Design

59.  The following rates are just and reasonable:

a. Residential Gas Service Rate: Customer Charge of $13.50 and a
volumetric rate of $0.04562 per Ccf,

b. Commercial Gas Service Rate: Customer Charge of $30.00 and a
volumetric rate of $0.04817 per Ccf,

c. Industrial Gas  Service Rate: Customer Charge of $100.00 and a
volumetric rate of $0.09088 per Ccf.
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10.

d. Public Authority Gas Service Rate: Customer Charge of $45.00 and a
volumetric rate of $0.09197 per Ccf.

CONCLUSIONS OF LAW

Atmos Energy Corporation, West Texas Division, is a “Gas Utility” as defined in TEX.
UTIL. CODE ANN. §101.003(7) (Vernon 2007 & Supp. 2010) and §121.001(2010) and is
therefore subject to the jurisdiction of the Railroad Commission of Texas (Commission).

The Railroad Commission of Texas (Commission) has jurisdiction over Atmos Energy
Corporation, West Texas Division and its Statement of Intent under TEX. UTIL. CODE
ANN. §§ 102.001, 103.022, 103.054, & 103.055, 104.001, and 104.201 (Vernon 2010).

Under TEX. UTIL. CODE ANN. §102.001 (Vernon 2010), the Commission has exclusive
original jurisdiction over the rates and services of a gas utility that distributes natural gas
in areas outside of a municipality and over the rates and services of a gas utility that
transmits, transports, delivers, or sells natural gas to a gas utility that distributes the gas to
the public.

This Statement of Intent was processed in accordance with the requirements of the Gas
Utility Regulatory Act (GURA), and the Administrative Procedure Act, TEX. GOV'T
CODE ANN. §§2001.001-2001.902 (Vernon 2008) (APA).

In accordance with the stated purpose of the Texas Utilities Code, Subtitle A, expressed
under TEX. UTIL. CODE ANN. §101.002 (Vernon 2010), the Commission has assured that
the rates, operations, and services established in this docket are just and reasonable to
customers and to the utilities.

Tex. UTIL. CODE ANN. §104.107 (Vernon 2007) provides the Commission authority to
suspend the operation of the schedule of proposed rates for 150 days from the date the
schedule would otherwise go into effect.

The proposed rates constitute a major change as defined by TEX. UTIL. CODE ANN.
§104.101 (Vernon 2007).

In accordance with TEX. UTIL. CODE §104.103 (Vernon 2007), 16 TEX. ADMIN. CODE
ANN. §7.230 (2010), and 16 TEX. ADMIN. CODE ANN. § 7.235 (2010), adequate notice
was properly provided.

In accordance with the provisions of TEX. UTIL. CODE ANN. §104.102 (Vernon 2007), 16
TeEX. ADMIN. CODE ANN. §7.205 (2010), and 16 TEX. ADMIN. CODE §7.210 (2010),
Atmos Pipeline - Texas filed its Statement of Intent to change rates.

Atmos Energy Corporation, West Texas Division met its burden of proof in accordance
with the provisions of TEX. UTIL. CODE ANN. §104.008 (Vernon 2007) on the elements of
its requested rate increase identified in this order.
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11.

12.

13.

14.

15.

16.

17.

The revenue, rates, rate design, and service charges proposed by Atmos Energy
Corporation, West Texas Division are found to be just and reasonable, not unreasonably
preferential, prejudicial, or discriminatory, and are sufficient, equitable, and consistent in
application to each class of consumer, as required by TEX. UTIL. CODE ANN. §104.003
(Vernon 2010).

The revenue, rates, rate design, and service charges proposed by Atmos Energy
Corporation, West Texas Division, as amended by the Commission and identified in the
schedules attached to this order, are just and reasonable, are not unreasonably
preferential, prejudicial, or discriminatory, and are sufficient, equitable, and consistent in
application to each class of consumer, as required by TEX. UTIL. CODE ANN. §104.003
(Vernon 2007).

The overall revenues as established by the findings of fact and attached schedules are
reasonable; fix an overall level of revenues for Atmos Energy Corporation, West Texas
Division that will permit the company a reasonable opportunity to earn a reasonable
return on its invested capital used and useful in providing service to the public over and
above its reasonable and necessary operating expenses, as required by TEX. UTIL, CODE
ANN. § 104.051 (Vernon 2010); and otherwise comply with Chapter 104 of the Texas
Utilities Code.

The revenue, rates, rate design, and service charges proposed will not yield to Atmos
Energy Corporation, West Texas Division s more than a fair return on the adjusted value
of the invested capital used and useful in rendering service to the public, as required by
TEX. UTIL. CODE ANN. § 104.052 (Vernon 2010).

The rates established in this docket comport with the requirements of TEX. UTIL. CODE
ANN, §104.053 (Vernon 2010) and are based upon the adjusted value of invested capital
used and useful, where the adjusted value is a reasonable balance between the original
cost, less depreciation, and current cost, less adjustment for present age and condition.

The rates established in this case comply with the affiliate transaction standard set out in
TEX. UTIL. CODE ANN. § 104.055 (Vernon 2010). Namely, in establishing a gas utility’s
rates, the regulatory authority may not allow a gas utility’s payment to an affiliate for the
cost of a service, property, right or other item or for an interest expense to be included as
capital cost or an expense related to gas utility service expect to the extent that the
regulatory authority finds the payment is reasonable and necessary for each item or class
of items as determined by the regulatory authority. That finding must include (1) a
specific finding of reasonableness and necessity to each class of items allowed; and (2) a
finding that the price to the gas utility is not higher than the prices charged by the
supplying affiliate to its other affiliates or divisions or to a nonaffiliated person for the
same item or class of items.

In accordance with TEX. UTIL. CODE ANN. §104.054 (Vernon 2007) and Tex. Admin.
Code §7.5252, book depreciation and amortization was calculated on a straight line basis
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over the useful life expectancy of the property and facilities of Atmos Energy
Corporation, West Texas Division.

18.  In this proceeding, Atmos Energy Corporation, West Texas Division has the burden of
proof under TEX. UTIL. CODE ANN. §104.008 (Vernon 2010) to show that the proposed
rate changes are just and reasonable.

19.  Rate case expenses for GUD No. 10041 will be considered by the Commission in
accordance with TEX. UTIL. CODE ANN. §104.008 (Vernon 2010), and 16 Tex. Admin.
Code §7.5530 (2010), in a separate proceeding.

20.  Atmos Energy Corporation, West Texas Division is required by 16 Tex. Admin. Code
§7.315 (2010) to file electronic tariffs incorporating rates consistent with this Order
within thirty days of the date of this Order.

21.  Atmos Energy Corporation, West Texas Division is required by 16 Tex. Admin, Code §
7.310 to utilize the Federal Energy Regulatory Commission’s (FERC) Uniform System of
Accounts (USOA) prescribed for natural gas companies.

IT IS THEREFORE ORDERED that Atmos Energy Corporation, West Texas Division
proposed schedule of rates is hereby APPROVED.

IT IS FURTHER ORDERED that the rates, rate design, and service charges established in the
findings of fact and conclusions of law and shown on the attached Schedules for Atmos Energy
Corporation, West Texas Division are APPROVED.

IT IS FURTHER ORDERED that, in accordance with 16 Tex. Admin. Code §7.315, within 30
days of the date this Order is signed, Atmos Energy Corporation, West Texas Division shall file
tariffs with the Gas Services Division. The tariffs shall incorporate rates, rate design, and service
charges consistent with this Order, as stated in the findings of fact and conclusions of law and
shown on the attached Schedules.

IT IS FURTHER ORDERED that all proposed findings of fact and conclusions of law not
specifically adopted in this Order are hereby DENIED. IT IS ALSO ORDERED that all

pending motions and requests for relief not previously granted or granted herein are hereby
DENIED.

This Order will not be final and effective until 20 days after a party is notified of the
Commission’s order. A party is presumed to have been notified of the Commission’s order three
days after the date on which the notice is actually mailed. If a timely motion for rehearing is
filed by any party at interest, this order shall not become final and effective until such motion is
overruled, or if such motion is granted, this order shall be subject to further action by the
Commission. Pursuant to TEX. Gov'T CODE §2001.146(e), the time allotted for Commission
action on a motion for rehearing in this case prior to its being overruled by operation of law, is
hereby extended until 90 days from the date the order is served on the parties.
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All requested findings of fact and conclusions of law which are not expressly adopted herein are
denied. All pending motions and requests for relief not previously granted or granted herein are
denied.

SIGNED this 26" day of July, 2011.

RAILROAD COMMISSION OF TEXAS

CHAIRMAN ELIZABETH AMES JONES

DAVID PORTER COMMISSIONER

ATTEST:

SECRETARY



