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      )

ATMOS ENERGY CORPORATION’S

RESPONSE TO STAFF RECOMMENDATION


COMES NOW Atmos Energy Corporation (“Atmos” or “Company”), and pursuant to the Commission’s Order issued on September 27, 2003, states its response to the Staff’s Recommendation filed on September 15, 2003, as follows:


On September 15, 2003, the Commission Staff filed its recommendation following completion of the audit of the 2001-2002 Actual Cost Adjustment (“ACA”) filing.  The Staff’s audit consisted of an analysis of the billed revenues and actual gas costs included in the Company’s computation of the ACA for the 2001-2002 period.  The Company will respond to the various issues identified by Staff in the following paragraphs.

AREA G (FORMERLY GREELEY GAS)

1. In the “Storage” section of the Staff Recommendation, Staff proposes that the cost of storage should be reduced by $14,885.  The Company disagrees with the amount of the reduction, and calculates that the reduction should be $10,931.

2. In the “Reliability Analysis” section of the Staff Recommendation, Staff proposes that Company prepare certain information by January 12, 2004.  In order to conduct the best reliability analysis, the Company suggests including the most recent winter data available.  The Company would suggest extending the due date from January 12, 2004 to June 1, 2004.  By extending the due date, the Company can incorporate the 2003-2004 winter period.  The inclusion of this data should provide a more current analysis.

3. In the “Hedging” section of the Staff Recommendation, Staff proposed to reduce hedging costs by ($35).  Company does not agree with the proposed adjustment, as more fully explained in the response to the “Hedging” section for Areas B, K, and S (formerly Associated Natural Gas).

AREAS P AND U (FORMERLY UNITED CITIES)
1. In the “Refunds” section of the Staff Recommendation, Staff is proposing to restate refund balances to coincide with the ACA periods.  The Company has no objection to this provided that this is for comparative purposes only, and has no rate impact to customers based solely on timing.  Company’s tariffs in effect at the time of the refund filings states that refund computations will be included with the annual filings, but, unlike the ACA, does not state a time period.  The Company, therefore, was not precluded from including refund balances past the end of the ACA period specified in its tariff.  Staff has also proposed the disallowance of certain amounts refunded to customers through a Refund Adjustment.  The amounts proposed to be disallowed are not the double-counting of amounts refunded to customers, but are support in the calculation of residual refund balances.  The Company, therefore, is not in agreement with Staff’s proposed disallowance, or the Staff’s recalculation of interest on refunds.

2. In the “Unsupported Invoice For Gas Costs” section of  the Staff Recommendation, Staff proposes to disallow $14,511 of costs due to the absence of convincing evidence that this cost is properly includable in Missouri PGA gas costs.  Company now has the support for the invoice, and therefore, disagrees with Staff’s proposed disallowance.

3. In the “Deferred Carrying Cost Balance” section of the Staff Recommendation, Staff proposes to adjust carrying costs applied to the Deferred Carrying Cost Balances.  The Company agrees that adjustments are necessary, but until the outstanding issues and amounts have been resolved, cannot agree to the amount of adjustment needed.

4. In the “Reliability Analysis” section of the Staff Recommendation, Staff proposes that Company prepare certain information by January 12, 2004.  In order to conduct the best reliability analysis, the Company suggests including the most recent winter data available.  The Company would suggest extending the due date from January 12, 2004 to June 1, 2004.  By extending the due date, the Company can incorporate the 2003-2004 winter period.  The inclusion of this data should provide a more current analysis.

5. In the “Hedging” section of the Staff Recommendation, Staff proposed to reduce hedging costs by ($3,110) for United Cities and ($75) for Neelyville.  Company does not agree with the proposed adjustment, as more fully explained in the response to the “Hedging” section for Areas B, K, and S (formerly Associated Natural Gas).

AREAS B, K, AND S (FORMERLY ASSOCIATED NATURAL GAS)
1. In the “Deferred Carrying Cost Balance” section of the Staff Recommendation, Staff proposes to adjust carrying costs applied to the Deferred Carrying Cost Balances.  The Company agrees that adjustments are necessary, but until the outstanding issues and amounts have been resolved, cannot agree to the amount of adjustment needed.

2. In the “Agency Fees” section of the Staff Recommendation, Staff proposes to disallow $4,660 of agency fees paid to Mississippi River Transmission (MRT) Energy Resources.  Staff states that such fees are more closely related to consulting services that are typically reviewed in a general rate case.  Company disagrees.  These costs are not consulting costs, but amounts paid to a gas supplier for the purchase of gas supplies.  Gas suppliers, and interstate pipelines, charge for their services.  These charges for services are usually embedded in commodity and/or demand charges, and are not easily identifiable.  But, these are still gas costs.  Just because the agency fees paid to MRT Energy Services are easy to identify on the invoices is not justification for the disallowance of those fees.  The agency fees paid to MRT Energy Services must be paid in order to utilize their services, which is to provide gas supplies, and is, therefore, properly includable in the cost of gas.

3. In the “Transition Costs” section of the Staff Recommendation, Staff proposes for the SEMO District that the Company credit the firm ACA balance by ($21,557) and the interruptible ACA balance by ($2,775), and that the Transportation Transition Cost balance be ($17,252).  Company is somewhat confused by this proposal.  Company has already included the amounts in the respective ACA balances, and implemented a rate to  refund the ($17,252) to Transportation customers during the 2001-2002 period.  The Company does not need to make any adjustments.  Also, in the same section, Staff proposes that the Kirksville District have a Transportation Transition Cost balance of ($707), and that the firm ACA balance be adjusted by ($363) and the interruptible ACA balance be adjusted by ($93).  The Company, in compliance with its filed tariff, wrote-off the ($707) applicable to Transportation customers, and credited the firm ACA balance for ($274) and the interruptible ACA balance for ($182).  The Company does not need to make any adjustments.

4. In the “MRT Energy Marketing Company” section of the Staff Recommendation, Staff is proposing a cost reduction of ($5,129) due to improper billing of the Company by the supplier.  Company disagrees with this proposal, and believes that it was billed properly, and that no adjustment is required.

5. In the “Over-run Gas” section of the Staff Recommendation, Staff is proposing to remove ($13,389) of over-run charges from ANR, and ($8,750) of unauthorized over-run charges from NGPL.  Company disagrees with Staff’s proposal.  Company believes that these costs are properly includable in the ACA balances.

6. In the “Storage” section of the Staff Recommendation, Staff proposes adjustments to storage costs.  The Company disagrees with one portion of the proposed adjustment.  The Staff’s workpapers supporting the proposed adjustment for the SEMO District NGPL DSS contract number 110646 is missing the total injection formula for the months of November 2001 through January 2002.  Staff also includes a $22.80 injection charge during the month of April 2002 for which the Company does not have support.  The Company, therefore, disagrees with Staff’s proposed adjustment related to the SEMO District NGPL DSS contract number 110646.

7. In the “Energy USA Reconciliation” section of the Staff Recommendation, Staff proposes to reduction cost by ($47,335) due to a misstatement of the Company’s payment for the month of January 2002.  The Company disagrees with Staff’s proposal.  Company believes that it has correctly included the proper amount in the ACA balance, and that no adjustment is required.

8. In the “Reliability Analysis” section of the Staff Recommendation, Staff proposed that the Company reevaluate baseload and heatload factors, submit estimates of peak day needs, provide estimates of reserve margin, and respond to Staff’s concerns related to the capacity release of excess capacity for the Kirksville District.  Staff recommends that this data be provided by January 12, 2004.  In order to conduct the best reliability analysis, the Company suggests including the most recent winter data available.  The Company would suggest extending the due date from January 12, 2004, to June 1, 2004.  By extending the due date, the Company can incorporate the 2003-2004  winter period.  The inclusion of this data should provide a more current analysis.  Also in this section, Staff proposes to disallow $17,199 of excess capacity costs for the Jackson system, and $228,896 for the SEMO Integrated System.  Company disagrees with the proposed disallowances.  The Company constantly monitors its reserve margin position.  The Company does not believe that this ACA period is the proper period to determine excess reserve margin for the SEMO system.  The Company was contractually obligated to the respective capacity levels and could not reduce them during this ACA period.  The Company could not adjust any contract levels on the Ozark capacity until November 1, 2002.  The Company has taken steps to reduce its reserve margin for the SEMO District for the 2003-2004 ACA period.  The Company has eliminated the LNG Peaking service, and will issue an RFP for any additional peaking service, as needed.  The Company will reduce any excess capacity levels for the Jackson system at the earliest opportunity.  Atmos is required to give at least a one year notice on contract renewals.  The next notice is due November 1, 2003.  NGPL requires an extension of at least three years.  The last renewal was due November 1, 2000.  The Company had only owned the ANG properties for a few months and assumed that the contract was at appropriate levels since being previously approved by the Missouri Public Service Commission.

9. In the “Hedging” section of the Staff Recommendation, Staff proposes to remove $8,980 of hedging costs from the Missouri ACA balances.  Staff apparently relied upon a copy of the hedging invoice submitted in response to Data Request No. 24 for Areas B, K, and S.  The coding of the $8,980 on this invoice was to Illinois service areas.  However, the coding on this copy was incorrect.  The amount is applicable to Missouri service areas.  A copy of the corrected invoice coding was enclosed with the Company’s response to Data Request No. 1.  Company regrets the confusion it caused by submitting the miscoded invoice with its response to Data Request No. 24.

GENERAL

Atmos will accept the remaining recommendations and adjustments contained in Staff’s Recommendation that were not addressed in this Response.
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