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PROPOSED FINDINGS OF FACT AND CONCLUSIONS OF LAW
OF '
ATMOS ENERGY CORPORATION

Atmos Energy Corporation (“Atmos” or “Company”) respectfully submits its
Proposed Findings of Fact and Conclusions of Law in accordance.with the Commission’s
Order Concerning Test Year and True-Up and Adopting Procedural Schedule with
Modifications and Order Granting Motion To Extend Filing Date, issued in this rﬁatter on
June 2, 2006 and January 4, 2007, respectively.

PROPOSED FINDINGS OF FACT

Overview

The Missouri Public Service Commissioﬁ, having coﬁsidered all of the competent
and substantial evidence upon the whole record, niakes the following findings of fact.
The Commission in making this decision has considered the positions and arguments of
all of the parties. Failure to specifically address a piece of evidence, position, or
argument of any party does not indicate that the Commission has- failed to consider
relevant evidence, but indicates rather that the omitted méterial was not dispositive of this
aecision.

On April 7, 2006, Atmos filed revised tariff sheets which set forth revised rate
schedules and certain revised charges for all of Atmos’ service territories in fhe state of

Missouri, designed to produce an increase of approximately $3.4 million in new revenues




for the Company. The new rate schedules would increase revenues to provide an overall
rate of return on rate base of 8.59% on the test year rate base of $56.0 million. (Ex. 1, pp.
5-6, 10-11). |

Atmos is the largest pure natural gas diétribution company in the United States,
with corporate offices located in Dallas, Texas. The Company is comprised of six gas
utility operating divisions, and its Mid-States Division (located in Franklin, Tennessee)
provides natural gas distribution service in Missouri, Tennessee, Virginia, Georgia,
Kentucky, Illinois and Towa. Regional and state offices for the Missouri operations are
located in Hannibal, Jackson and Sikeston. Atmos serves approximately 60,000
customers in Missouri, and the customer base includes residential, cdmmercial and
industrial customers. Employing a Missouri-based work force of approximately 75
employees, Atmos’ utility plant in Missouri includes over 2,150 miles of transmissioﬁ
and distribution lines. (Ex. 1, pp. 4-5, 10).

Atmos’ Missouri operations are comprised of six base rate areas located in the
northeast, southeast and west-central areas of Missouri, and are the resﬁlt of the following
acquisitions: Greeley Gas Company (“Greeley”) purchased in 1993; United Cities Gas
Company (“UCG”) purchased in 1 997; and Associated Natural Gas Company (“ANG”)
purchased in 2000. (Ex. 1, p. 3; Ex. 110, pp. 1-2).

Atmos had not filed for a rate case since acquiring these Missouri service areas,
so the rates for each district were set when the preceding LDC had its last rate casé. The
‘last rate request in Missouri was filed in 1994 by UCG, and rates were approved and

implemented in 1995. The last rate increase affecting the utility properties the Company




acquired from ANG was filed, approved and implemented in 1997..\(Ex. 1, p. 5; Ex. 110,
p- 3).

In accordance with Commission Orders, local public hearings, a rate design
technical conference, a settlement conference and evidentiary hearings were held in this
matter.

A “Joint Issues List, List of Witnesses and Order of Cross-Examination” was filed
by the Staff of the Commission (“Staff”) on behalf of the parties, on November 14, 2006. -

The Partial Stipulation and Agreement

In addition to the issues identified as being resolved in the Joint Issues List of
November 14, Atmos, Staff and the Office of the Public Counsel (“OPC”) submitted their
Partial Non-Unanimous Stipulation and Agreement (“Stipulation”) to the Commission for
app%oval on November 29, 2006, which sets forth additional issues settled among those
parties. §taff filed its Memorandum in Support of the Stipulation on December 12, 2006.
No party opposéd the Stipulation. | Therefore, as permitted by Commission Rule 4 CSR
240-2.115, the Commission will treat the Stipulation, affixed to this Report and Order as
Appendix A, as if it were unanimous. The Commission finds the Stipulation reasonable
and, therefore, approves the Stipulation. In its discussién of the Issues as set forth by the
f)arties, the Commission will identify and address those specific components that have
been resolved pursuant to thé Stipulation. -

The Issues
1. What is the appropriate revenue requirement?
a. What is the appropriate level of expense?

b. What is the appropriate rate of return / return on equity?
¢. What is the appropriate level of revenue excess / deficiency?




Ratemaking involves two successiv¢ processes: first, the determination of the
“revenue requirement,” that is, the amount of revenue the utility must receive to pay the
costs of producing utility service while yielding a reasonable rate of return to the
investors." The second process is rate design, that is, the construction of tariffs that will
collect the necessary revenue requirement from the ratepayers.

As discussed above, Atmos’ reviséd tariff sheets which initia’;ed this proceeding
were designed to produce an increase of approximately $3.4 million in new revenues for
the Company. The new rate schedules would increase revenues to provide an overall rate
of return on rate ‘base of 8.59% on the test year rate base of $56.0 million. The
Company’s requested rate of return on common equity in this case is 12%. (Ex. 14, pp.
29-31). |

While Staff’s initial filed revenue requirement on a total company basis calculated
a revenue excess of approximately $1.2 million, the Staff believes that no change in the
cost of service, on a total company bésis, will still result in just and reasonable rates and,
therefore, Staff is not filing a.complaint in this proceediﬁg. (Ex. 104, pp. 1-2). Staff
witness Stephen M. Rackers addressed the zero revenue requirement result recommended
by Staff at page 2 of Exhibit 1 04, and noted that during the Settlement Conference held
on Oct;)ber 2, 2006, through October 6, 2006, several of the parties to the case voiced
significant opposition to many of the Staff’s positions. As Mr. Rackers testified, based
on' those discussions, the Staff recognized that its' cost of service was likely to be

‘modified if a hearing of the differing positions of the parties was conducted. During/'the

evidentiary hearing, Mr. Rackers ‘expounded on the Staff’s rationale and testified that -

1St ex rel. Capital City Water Co. v. Missouri Pub. Serv. Comm’n, 850 S.W.2d 903, 916 n.1 (Mo. App.,
W.D. 1993).




Staff believed if a full hearing were held on its positions,. it was likely that the level ef
revenue requirement would be modified such that it could completely eliminate any
excess, and it was certainly possible that a rate increas'e on a total egmpany basis could
result. (Tr. 99-102, 106-107). Accordingly, Staff’s position in this proceeding remains
that no change in the cost of service, on a total company basis, will still result in just and
reasonable rates as a result of this case.

Atmos witness Patricia Childers testified that, after careful analysis of the issues
and consideratien of the Delivery Charge rate design proposal advocated by the Staff,
Atmos would accept no revenue increase in this proceeding. (EXx. 6, p. 3). As aresult, it
appeared that the Stﬂaff and Company have no areas of disagreement remaining in the
'case, particularly with regard to overall revenue requirement. (Ex. 7, p. 2).

While OPC recommends that the Commissien find that the Cempany’s rates
should be reduced” based upon the initial revenue requirement position of the Staff
(which Staff has abandoned for the reasons fully explained in the record of this
proceeding), the OPC did not file any direct testimony in this case regarding the overall
revenue requirement. In addition, OPC has not filed a complaint against the
reasonableness of Atmos’ existing rates. (Tr. 557). Under Section 386.270, RSMo 2000,
all rates of a public utility that have been approved by the Commission are prima facie
lawful and reasonable until found otherwise in a suit brought for that purpose pursuant to

the provisions of Chapter 386.

2 OPC has suggested that revenues should be decreased by approximately $1.2 million. In addressing the
issue of negative amortization of the depreciation reserve, OPC Witness Trippensee testified that if OPC
won that issue, “That actually would raise the 1.2 or make it a smaller decrease. It would move it
$591,000 closer to zero. So that would make it 6 — a little over 600,000 negative.” (Tr. 626-627).




The Commission finds that the competent and substantial evidence supports the
position advocated by both the Cofnpany and Staff regarding the appropriate revenue
requirement for Atmos, which is that no change in cost of service, on a total company
basis, will still res\ult in just and reasonable rates. As a result, the Commission finds that
the answer to subpart C of this issue — What is the appropriate level of revenue
excess/deficiency? — is zero. Having made this determination, the first two subparts of
this issue (A. What is the appropriate level of expense? and B. What is the appropriate
rate of return/return on equity?) are rendered moot.

Nevertheless, the Commission will address the OPC’s position on these issues.
Regarding the appropriate level of expense, in its Prehearing Brief OPC simply -
‘announces that it supports the figures reflected on the Income Statement calculated by the
Staff in Staff’s pre-filed testimony. Again, for the reasons enumerated By its-primary
auditor in this proceeding, after considering the various positions of the other parties the
Staff believes that no change in the cost of service on a total company basis, Will still
result in JU.St and reasonable rates. Given Staff’s position and the totality of the ev1dence
in the record, the Commission does not find the position advocated by the OPC to be
reasonable.

While the Office of the Public Counsel did not file any direct tesﬁmony in this
case regarding the overall revenue requirement, its accountant, Mr. Trippensee,
qunsored cost of common equity rebuttal testimony suggesting that the ‘Commiss_ion use
a 7 percent return on equity in this proceeding, should thé Commission adopt the Staff’s

rate design proposal. OPC bases its proposed ROE on the allegation that Staff’s analysis

fails to consider the reduction in risk created by Staff’s rate design proposal. Again,




given the C,omnﬁssion’s détermination that a zero revenue requirement is appropriate in
this case, it is not necessary to make a determination or finding regarding the specific
issue of appropriate rate of return/return-on equity. However, the Commission will
address Mr. Trippensee’s proposal, which was vigorously challenged by both the
Company and Staff. |

Both the Company and Staff witnesses on this issue, Dr. Donald A. Murry and
Mr Matthew Barnes, thoroughly rebut Mr. Trippensee’s proposal and established that
such recommendation was not supported by any commonly accepted rate of return
analysis. (Ex. 15, Ex. 102). Mr. Trippensee was unable to offer any authority in support
of his methodology, which Dr. Murry described as “just unorthodox opinion.” As Dr.
Murry explained in detail in his Surrebuttal Testimony and on the witness stand, contrary
to Mr. Trippensee’s criticism of Mr. Barnes’ analysis for purportedly not considering the
fixed charge rate design change proposed by Staff, seven of the eight companies that Mr.
Barnes identiﬁgd as comparable to Atmos operate under some type of revenue
stabilization mechanisms for their residential and small commercial.customers. (Ex. 15,
pp. 4-6; Tr. 89-90). .In addition, Mr. Barnes confirmed that there simply was no need for
further reduction in his recommgnded ROE because risk is already reflected in his
comparable group analysis. (Tr. 598). Indeed, the evidence revealed that Atlanta Gas
and Light has a rate design similar to What Staff is proposing-in ‘this case, and that
company has been authorized a 10.9 percent return on equity. (Tr. 512, 592). Mr. Barnes
further testified that Staff proposed a ;‘range” of ROE:s in this case as it typically does,
which covers a variety of risks that might be affecting companies. (Tr. 610-611).

Finally, based on the record, including previous representations of the witness himself as -




to his qualifications to testify on this particular subject, the. Commission finds that. Mr.
_ )

Trippensee’s testimony on this particular issue should be accorded little weight. (Tr.

161-162).

2. What is the appropriate treatment of depreciation and should
depreciation expense be reduced by a depreciation reserve amortization?

Depreciation Record Keeping and Reporting has been settled in accordance with
the Partial Non-Unanimous Stipulation and Agreement, Section VI, page 5 and
Attachment B. As set forth in the Staff’s Memorandum in Support, “[t]he near term
continued use of the currently ordered depreciation rates for all plant serving Missouri
operations will allow both the Company and rate payérs consistent return of the plant in
sewice investment. Atmos’ efforts to comply with the Commission rules will aliow the
Company to develop records that facilitate the determination of depreciation rates that
allow for accurate and timely recovery of investment.” In the Stipulation, Atmos agrees

that continuing property records converted into Atmos’ continuing property record’

system need the vintage portion of the record to be updated, and the process for

presentation, contemplated agreement and execution of the company’s plan is addressed.
Staff and Atmos have proposed a negatiﬁe amortization of the depreciation
reserve in the amount of $591,000. (Tr. 188). OPC opposes this proposal.. Staff witness

Guy Gilbert testified at the evidentiary hearing in support of this issue, outlining the

 resultant benefits to current ratepayers. (Tr. 200). The Commission finds that the

competent and substantial evidence supports the position of Company and Staff on this

issue.




3. What is the appropriate rate design?
a. What is the appropriate rate structure for res1dent1al small, and

medium general service?
b. What is the appropriate structure for the small general service rate
(including the medium general service rate if the small general service

class is split)?

As discﬁssed in the Direct Testimony of Staff’s primary witness on this issue,
Anne Ross, Atmos currently has a “traditional” residential rate design consisting of a
customer charge and a \}olumétric, or commodity rate. In this p?oceeding, for residential
and small general‘service classes Staff recommends recovering the entire amount of the
non-gas, or margin, costs in a fixed monthly charge (Delivery Charge). (Ex. 110, p. 9).
Ms. Ross testified that Staff believes this proposed rate structure will address two
significant current issues affectmg the natural gas distribution market.

We believe that this rate structure will address two significant current
issues affecting the natural gas distribution market. Specifically, it will:

* Remove disincentives for utilities to encourage and assist
customers in making conservation and efficiency investments.

* Reduce the effects of weather on utility revenues and customer
bills. This will provide utilities the opportunity to earn their
Commission-ordered non-gas revenue requirement — no more, and
no less — in a rapidly changing environment. (Id., pp. 9-10).

Ms. Ross briefly explained this rapidly-changing environment in her Rebuttal Testimony,
Ex. 111, at page 5:

Approximately five years ago, natural gas prices increased
dramatically, and did not return to their previous levels. Residential
customer bills doubled, and worse. An Emergency Cold Weather Rule
was enacted in Missouri. The non-gas portion of a customer’s bill went
from being around 60% of the total bill to around 20%-25%. Studies
found that the usage of low-income customers was not under their control
to any great extent, and a study performed by a former OPC Chief Public
Economist found that low-income customers were often high users,
mainly due to the inefficient housing in which they lived. (Footnote

- omitted.)




In its prefiled direct testimony, the Staff proposed the following specific Delivery
charges: Northeast Service Territory - $21.79; Midwest - $19.43 and Southeast $14.77.
For each service territory, Ms. Ross used the class revenue requirements determined in
the class cost-of-service studies performed by Staff witness Thomas Imhoff. (Ex. 110,
pp. 9, 15). Based on stipulated billing determinants, Staff’s proposed fixed monthly
Delivery charges are: Northeast Service Territory - $20.61; Midwest - $19.43 and
Southeast - $13.92. (Ex. 137; Ex. 7, Schedule PJC SURREB 1).

The Company’s original rate design proposal embodied a Weather Normalization
Adjustment (“WNA”). However, Company’s witnesses testified that after careful
consideration of the Staff’'s Delivery Charge proposal, the Company supports the
adoption of the Staff’s rate design recommendations in lieu of the WNA.

OPC opposes this rate design proposal and advocates maintaining the status quo.
Ms. Ross addressed the OPC’s “status quo” posture at page 6 of her Rebuttal Testimony
(Ex. 111):

I believe that the OPC Residential rate structure:

1. forces Residential customers whose usage is greater than the

average to pay more than the cost required to serve them, while allowing

smaller customers to underpay their cost-of-service; .

2. discriminates between identical Residential customers in

contiguous districts by charging different non-gas margin rates;

3. creates unnecessary volatility in customer bills by collecting a

larger portion of customers’ cost-of-service in the winter;

4. provides no incentive for utilities” to aggressively promote

customer efficiency and conservation to their customers; in fact, a utility

doing so would be acting contrary to its shareholder interests;

5. sends incorrect price signals to Residential customers; and

6. does nothing to address Senate Bill 179

In his opening statement, counsel for OPC stated the following objections to the

Staff’s rate design proposal:

10




Staff’s decoupling rate design.proposal is harmful to consumers
because, one, the impact of the proposal is truly not known without
sufficient studies; two, customer efforts to conserve energy will be
negated; three, no conservation or efficiency programs have been
introduced; and four, it will be contrary to good public policy in that it will
shift a substantial portion of the cost to the lowest use customers.

(Tr. 57-58). '

In addressing the rate design proposal now advocated by Staff, Ms. Ross explains
that the Staff rationale has changed over the years. “As time has gone by, as gas prices
themselves have gotten higher, as there have been talks about shortages, our decision-
making process has changed. . . . I think that the national dialogue on conservation and
decoupling has — has really put this issue out as something that all the commissions need
to be looking at.” (Tr. 448, 453). In her prefiled testimony, Ms. Ross specifically
references a November 2005, National Association of Regulatory Utility Commissioners
(“NARUC”) Resolution on Energy Efficiency and Innovative Rai‘e Design. (Schedule 3-1
to Ex. 110).

Q. Are other states looking at ways to address the issues that you have

described? _

A. Yes. The NARUC Resolution that I referenced earlier calls for

“State commissions and other policy makers to review the rate designs

they have previously approved to determine whether they should be

reconsidered in order to implement innovative rate designs that will

encourage energy conservation and energy efficiency. A May 2006 forum
entitled “Rethinking Natural Gas Utility Rate Design,” and sponsored by

the American Gas Foundation and NARUC Education and Research

Foundation brought together representatives of the major stakeholders —

state commissioners, utilities, financial analysts, utility consultants, and

consumer advocates — to discuss ways in which the stakeholders’ interests

can be more closely aligned. (Ex. 110, p. 14).

Exhibit 140, a composite of the Oklahoma Commission Staff Survey on the issue,

contains the Missouri response at page 13 of 22 which reflects, “Also, in many rate cases,

Missouri Staff is looking at changing our policy on customer charges to address this issue
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directly without the need to implement surcharge provisions.”. As Ms. Ross confirmed at
the hearing, “We are re-examining rate structures in rate cases.” (Tr. 444). Atmos
witness Childers notes, “[tJhe Company believes that this rate case is clearly the most
appropriate forum té address these issues. . . . The parties have invested considerable
amount of time and resources addressing the issues in this docket, including Staff’s
CCOS ahalysis which provides a basis for establishing rates on a cost supported basis.”
(Ex. 7, pp. 3-4).

The Commission finds that there is substantial record evidence in this proceeding
concerning the impacts of the Delivery Charge rate design proposal. As Company and
Staff witnesses point out, in dealing with purported impacts on customer bills, one must
be careful to ensure that the true picture is revealed. As Company witness Ms. Childers
testiﬁed, “percentages can be very misleading when you use percentages or you use
dollar impact, but I also believe that OPC's analysis excluded the gas 'cost.portion of the
bill which, again, represents 80 percent. When you roll back in 80 percent of the bill, the
customer cost, obviously the percent comes down. But again, I think you have to be
careful at looking at percents as opposed to looking at dollar -- dol}ar impact.” (Tr. 78- -
79). |

The impact on a percentage basis of the proposed delivery charge rate design on
the three non-gas areas and four PGA areas is specifically set forth on the schedule
attached to Ms. Childers’ Surrebuttal testimony, Exhibit 7, Schedule 2. Page 2 of 2 of
that schedule reflects the Staff’s delivery éharge as applied to the districts as consolidated
per the Staff/Atmos position, as well as the most recent PGA filings. The schedule is

discussed at length at pages 254-263 of the transcript. An examination of the schedule

12




reveals that the average customer in the SEMO district will see a 4/10 of one percent
increase, or $3.16 anﬁually. (While Atmos proposes sculpting the charge; on an annual
basis the Delivery Charge rate design is the same. Tr. 299) In addition, as shown on
Staff Exhibit 137 (sponsored by Staff Witness Ross and titled “Comparison of OPC and
Staff Residential Rate Design Proposal Impact Dollars Updated to Reflect Billing Units
in Stipﬁlation and Agreement”), a SEMO customer using more than the average amount
will see reductions in increasing amounts to his total bill. (Tr. 290-291, 43 8-440).

Given discussions during the evidentiary hearing regarding the economically
depressed areas in the southeastern portion of the state, it is important to note that the
evidence in this proceeding reveals that “iow—income” does not necessarily equate to
“low use.” As OPC witness Meisenheimer testified based on her own sﬁdy, “in this case
it doesn’t appear that low-income customers’ characteristics substantially differ from
those of the rest of the general customer class.” (Tr. 142). Exhibit 19, depicting Atmos
company-specific information on LIHEAP customer consumption in comparison with
average cohsumption, clearly rebuts any suggestion that low-income equates to low-use.
(Tr. 498, 509).

Further, the evidentiary record also rebuts OPC’s claim that under Staff’s rate
design, customer efforts to conserve energy will be negated. In response to questions
from Mr. Thompson, Atmos witness Childers testified as follows:

A. The delivery charge that Staff is recommending, the customers

would both pay that same delivery charge. But I think it's important to

keep in mind that 80 percent of a customer's bill is purchased gas cost. So

the customer that's going to use less consumption is going to pay less in

the wholesale cost of gas than the customer that uses more. So there

would be a total difference in the bill, but it's going to be largely driven by
the gas cost itself, not by the delivery charge. '

13




- Q. So do I understand you to say in answer to my question, that if the
rate design that Staff has proposed in this case is implemented, it will, in
fact, continue to be true that the customer in the same area that uses more
gas will, in fact, pay more money‘7
A. That's correct.

Q. So would you agree with me that there is still a reason to practice
conservation in gas use?
A. Absolutely. The gas cost is, again, 80 percent of what a customer

pays, so they have every incentive to conserve and use less. (Tr. 68-69).

Similarly, Staff witness Ross offered the following testimony on re-direct examination at

the hearing:
Q. Is it your opinion that Staff’s proposed rate design gives customers
the greatest break during the winter months?
A. Yes. '
Q. Isn’t the winter months when they need the greatest pricing help?
A. If they’re space heating and/or water heating' customers, yes, the
winter months — their usage will go up in winter months.
Q. And would low-income customers typically reside in poor housing
stock? '
A. Yes.
Q. And would poor housing stock be a cause for low-income

customers to use more gas during the winter months?

A. Yes, it could.

Q. Mr. Poston had asked you about the largest portion of the gas bill I
think in some questions regarding the effect on conservation. And I
believe that you have responded that the actual gas cost is the largest
portion of the gas bill; is that correct?

A. I don’t remember responding to that. I agree with that statement.

Q. Okay. Would the cost of gas then be an incentive to conserve gas

for a customer?
A. Yes. (Tr. 450-451).

The Comm1ss1on finds that conservation and efficiency measures are an 1ntegra1
- part of the Staff proposal in this proceedlng, with the Company committing to spend
$78,000 for low income weatherization ($2,600 per household for 30 customers) and

agreeing to institute a residential efficiency audit program for all customers — not just
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low-income customers. (Tr. 344, 347) (Childers Surrebuttal, Ex. 7, p. 6). As Staff
witness Ross testified, “Atmos has agreed to promote efficiency, perform audits, and they
will bear the costs. . . . These are new proposals because this is the first time that Atmoé |
has been in for a raté case.” (Tr. 313). The audit program will only cost the customer
$25, with Atmos picking up the rest of the costs (total costs estimated to be between $60
‘to $100). Regarding the number of audits, Witness Ross testified “They’re going to do as
many as ask for them. There is no upper limit.” (Tr. 348). There are no specific charges
included in the company’s rates to cover the costs of these energy efficiency audits or the
weatherization program that is being proposed by Staff. (Tr. 437). In addition, the
Company’s testimony confirms that it is committed to educating customers aboutthe
delivery charge pribr to and during the implementation to ensure that customers are
awaré of it and assist in their understanding of it. (Ex. 7, p. 5).

When presented with these specific conservation and efﬁciency measures, the
OPC appears to fall back to an attack on the purported lack of details. (Tr. 468). While
the Commission finds no merit in OPC’s unsubstantiated assertions, the Company has

“testified that it will participate in collaborative meetings with the Staff and OPC to
provide any further “details” that may be necessary. (Ex. 7, p. 6; Tr. 494).

More Qisturﬁing than the OPC’s unsubstantiated attacks on the conservation and
energy efficiency measures proposed, is their total refusal to come forward in this
proceeding with any weatherization or efficiency pfoposalé whatsoever that could assist
their .clients. In cross-examination and in response to questions from the bench, Ms.
Meisenheimer makes it perfectly clear that no conservation proposals would be

forthcoming from OPC in connection with the Staff’s Delivery charge proposai, while at
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the same time strenuously arguing that any decoupling proposal must contain
conservation measures as an integral part thereof.

Q. Has Public Counsel made any proposals in this case that would
reduce the impact of weather on customers’ bills?
A. No. (Tr. 549).

* ok ok ok

And I want to be clear that even if we got a comprehensive conservation
program, it is — I would be surprised to find myself in support of a flat
fixed charge that collects everything. (Tr. 466).

& %k ok ok ok

Questions by Commissioner Clayton:

Q. Ms. Meisenheimer, do you make a proposal for energy efficiency
and conservation in your testimony?

A. I do not. E

Q. Do not. Okay. Is there any energy efficiency or conservation
program that the Commission could implement that, in your opinion,
would justify the rate design that the Staff has proposed and the company
has agreed to?

A. I can think of no conservation program that is going to justify a

rate design that collects everything through a fixed cost. . ..

(Tt. 475).

Even if the Commission were to adopt a program similar to the PAYS program that OPC
sugéested in the last MGE case, Ms. Meisenheimer would not supp(_)rtlthis rate design.
(Tr. 480-481).

Finally, OPC aéserts that the Delivery charge proposal will be contrary to good
public policy in that it will shift a substantial portion of the cost to the lowest use
cusfomers. However, the record evidence in this proceeding clearly established that the
low use customer is being subsidized today. (Tf. 304-305). The cost of serving a
residential customer is the same regardless of the customer’s usage, so under th/é status
quo, customers using less than the average will underpay their cost-of-service, while

customers using more than the average will overpay their cost-of-service. During the

evidentiary hearing, Staff witness Ross explained:
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Okay. I believe that the facilities that it — and the cost that a company
incurs to serve a residential customer doesn’t vary with the variation in
size of residential customers. . . . Because when they hook up a residential
customer, they’re not only hooking them up and providing the equipment
they need for the intended use today, they also put in equipment that will
serve them if they change that end-use.

So, for instance, if somebody get on — on the system today and all
they’re going to do is cook with a gas stove — and we’re just talking about
residentials, they’ll put the exact same equipment outside the house on
those customer — on that customer as they would on a customer that came
on and said, I'm going to space heat, run a water heater and cook.

(Tr. 355-356).

The customer demographics for Atmos regarding average residential annual Ccf
usage, along with the annual Ccf consumption for various typical residential end-uses, is
depicted on Staff Exhibit 142. Drawn from information set forth in Ms. Ross’ Surrebuttal
Testimony (Ex. 113, p. 6), Staff Counsel, in his Opening Statement, characterized the
first page of the exhibit as “a snapshot of what a typical resident uses gas for and how
much they use it in each of the three geographic service areas served by Atmos.”

. . . Now, what are typical residential end uses? And this is on Anne

Ross’s surrebuttal, I should point out for the record, on page 6.

Well, pretty easy to understand that space heating is the big driver
of gas consumption, 640 CCF annual. The next big driver is water heating

at 288, gas fireplace inserts, 84, and then stove cooking, 24. . .".
(Tr. 36-37).

As Mr. Berlin further states, the second page of Exhibit 142 is “an overview of What’s
happening today,” resulting in what Staff describes as “the inequities caused by the status
“quo.” (See, Tf. 37-39,Ross Rebutta_l, Ex. 1i2, pp- 8-9).
Ms. Ross succinctly céptured the folly of OPC’s arguments regarding low-use
concerns in her Surrebuttal testimony.
The OPC rate design forces the households that depend on natural gas for

their essential space and water-hearing needs to subsidize those that use
natural gas for non-essential purposes. The subsidy is greatest in the
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winter heating months, when the space-heating customers’ gas use is the .

highest, as are gas prices. This cost differential is not cost-justified, and

this subsidy is unfair. (Ex. 142, p. 7). '
Atmos does recommend one minor modification to the Staff proposal by seasonally
sculpting the fixed monthly Delivery Charge, as discussed in Company Witness Gary
Smith’s Rebuttal Testimony. (Ex. 3, pp. 4-5, and Schedule GLS-1). Atmos would
seasonably sculpt the delivery charge so that it would be slightly higher in the winter and
slightly lower in the summer. As noted during the evidentiary hearing, the sculpting of
the rates would achieve the same results as the staff proposal in terms of annual revenue
collections. (Tr. 299). Mr. Smith discussed the benefits of Company’s sculpting
proposal at page 4 of Ex. 3:

We believe seasonally sculpting the fixed monthly Delivery Charge may

be an alternative which will aid customér acceptance and alleviate some of

the seasonal loss concerns. If the Delivery Charges proposed were

increased during winter months and lowered in summer months, while

producing the equivalent annual revenue Ms. Ross proposes, the

Company’s risk of customer loss could be reduced. For example, the

lower summer Delivery Charge would provide less incentive for heating-

only customers to abandon service during non-winter months. Also, the

degree of change for all affected customers would be less significant.

- Under Atmos’ traditional rate structures, for the typical heating customer,
distribution margins were greater in the winter than in the summer months.

While Staff would recommend a single delivery charge for all months of the year,
~ Ms. Ross testified that Staff is not opposed to the Company’s sculpting proposal. (Tr.
303, Ex. 113, p. 14).

After considering all of the evidence and the arguments of the parties, the
Commission finds that the competent and substantial evidence supports the Staff’s

Delivery charge rate design proposal, as modified by the Company’s sculpting proposal

set forth in its testimony and supporting schedules.
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The Company. testified that having reviewed Commission Staff witness Ross’
proposed customer classes (Ex. 110) including the proposal to split the general service
class into a small and medium non-residential customer class and setting the classes on a
uniform basis across the entire state, it concluded that it would be appropriate to have
statewide classes on a uniform basis and to break the non-residential general service into
a small class and medium class. (Ex. 6, pp. 3-4). Ms. Ross further explained the basis
for her proposal during the evidentiary hearing:

Well, in my — my testimony I propose that we take the company’s

customers that are currently classified as SGS and split them because I

found a huge variation in the amount of usage. Some of them use zero,

some of them use close to a million CCFs in one year. I suggested that we

split out the very small ones, the ones that are approximately the size of

residential customers and use the re—residential delivery charge to collect

their margin costs. . . . For all other classes I suggested we would have a

new medium general service class, a large general service class and a large

volume service class. I recommended that we go with the traditional rate

design on those customers. (Tr. 353-354).

The Commission finds that there is substantial and competent evidence in the
record to support Staff’s proposal; which is also endorsed by the Company, to adopt its
residential Delivery charge for SGS customers using less than 2,000 Ccf per year within

the same territory and finds this issue in favor of Staff.

4. What are the appropriate miscellaneous charges (activation charges for
connection, reconnection, and transfer; late payment, NSF, and seasonal
reconnection)?

Atmos Witness Michael H. Ellis sponsors the Company’s proposal to make
Utility Related Charges and late payment penalties uniform and consistent across its
Missouri service area. (Ex. 10, pp. 2-8). Mr. Ellis supports the rates proposed with a cost -

analysis discussed in, and attached to, his testimony. While the Company and Staff have
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«

reached agreement on all of the issues addressed in the Miscellaneous. Charges area, OPC
states in its Prehearing Brief that “the appropriate miscellaneous chargés for ’;he
following remain unresolved between the parties: 1) activation charges for connection;
2) activation charges for reconnection; 3) activation charges for transfer; 4) late payment
charges; 5) insufficient fund charges; and 6) seasonal reconnectioﬁ charges.” No party
has opposed the Company’s request to changé the interest paid on customer deposits, a
change that would bring parity to all deposits (the same interest rate as that previously
approved for Missouri Gas Energy). (Ex. 10,p.7). |

The record reveals that Atmos is willing to accept Staff Witness Ensrud’s
recommendations related to miscellaneous utility-related charges. As set forth on pages
4-6 of Mr. Ensrud’s Direct Testimony, Ex. 114, an agreement was reached with ‘Staff to
revise the Compaﬁy’s préposed tariff language and use the generic (commonly
understood) terminology, instead of the term “activation charge.” In addition, Staff
proposed reduced rates for the Connection, Reconnection and Transfer services, based
upon the underlying costs. The specific services and applicable rates to be applied on a
state-wide basis, as agreed to by Company and Staff, are depicted in a chart at pages 5-6
of Ex. 114. (Tr. 635-636).

While Atmos proposed to increase its non-sufficient funds charge (NFS charge or
bad check charge) to $30.00 for the Company’s entire service area, Staff supports a state-
wide charge in the amount of a $15.00 rate. As Mr. Ensrud notes in his Corrected Direct
Testimbr_ly, “Atmos currently has a $15.00 NSF charge today for the majority of its
customers. The rate that I am proposing for the majority (75%) of customers, constitutes

retention of the status quo.” (Ex. 117, p. 2).
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While lOPC acknowledges that the above-described rates vary.substantially. by
district, Ms. Meisenheimer suggests that there is no compelling reason to alter or raise the
existing rates. (Bx. 201, p. 36). Staff Witness Ensrud rebuts the concerns expressed by
Ms. Meisenheimer at pages 4-7 of his Surrebuttal Testimony, Ex. 116. It appears that if
the Commission were to allow the Compaﬁy to implement statewide rates for these
services, OPC would not oppose the rates proposed by Staff in this proceeding. (Ex. 201,
p- 38).

The Company also requests authority to apply the authorized late payment fee
found in specific existing tariff sheets (equél to 1.5% of the outstanding balance) acfoss
all rate schedules. The late payment fees existing in the Company’s Missouri tariffs vary
in amounts and this change will make the charge consistent across all of the Company’s
Missouri service areas. (Ex. 10, pp. 5-6). Staff supports and recommends that the late
payment fee rate be consistent throughout the tariff. (Staff Prehearing Bn'ef, p. 5). OPC
only addresses thié issue in its Prehearing Brief, Where this component is listed with those
“miscellaneous charges that remain unresolved between the parties.”

The most contentious issue in this Miscellaneous Charges subject area is the
Staff’s proposed Seasonal Reconnection charge (eﬂso referred to as “Two-Component
Reconnection Charge” or “Seasonal Disconnect” proposal). Separate and distinct from
the Staff’s Delivery Charge rate design proposal, the Staff’s Seasonal Réconnection
charge is aimed at seasonal disconnection customers who seek to avoid paying costs
when not using gas for heat. Mr. Ensrud;s Seasonal Reconnection proposal is outlined in
his Direct testimony, Ex. 114, beginning on page 18 (line 5) and continuing tobpage 20

(line 6). Essentially, Staff proposes a two-component reconnection charge to dissuade
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seasonal customers that disconnect during the non-winter months.and do not pay for the
costs associated with providing utility service. The testimony reveals that as many as one
in ten Atmos customers engage in this type of activity. Such customer would pay the
traditional reconnection charge ($24.00 proposed); in addition, the customer would make
up all missed delivery charges that occurred while the customer was disconnected (a 12-
month limitation would be applicable to the second component, regardless of the reason
for disconnection). The focus of Mr. Ensrud’s approach is customers who interrupt
service for an interim period of time.

Although OPC Witness Meisenheimer does not offer any type of adjustment to
the Company’s revenue requirement to adjust for seasonal customers, she believes that it
is appropriate to allow customers to disconnect during the non-winter months and not pay
for the costs associated with providing utility service. Mr. Ensrud addresses Ms.
Meisenheimer’s concerns at pages 11-13 of his Surrebuttal Testimony, Ex. 116.

The Commission finds tha“c the substantial and competent evidence in the record
supports the Staff and Company positions on each of these issues.

S. Should the Company’s districts be consolidated for purposes of lsetting
margin non-gas rates in this case?

Staff’s proposal to consolidate base rates into three geographic areas (Ross Direct,
Ex. 110) is very similar to the Company’s recommendations offered in the direct

testimony of Company Witness Childers (Bx. 5), and Atmos supports Staff’s proposal.

(Ex. 6). A map depicting this proposal was entered into evidence as Exhibit 100. OPC

opposes this consolidation.
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Understandably, the record reflects some confusion as to the number of current
rate areas, which are a result of the Company acquiring its Missouri territory in three
separate acquisitions. As set forth in Ms. Childers’ Direct Testimony, Ex. 5, Atmos
currently has six sets of base tariffs and six purchased gas adjustments for its Missouri
service areas (although there are seven separate PGA rate filings, as discussed, infia).
The areas are referred to as District B (Butler); District K (Kirksville); District S
(Southeast Missouri, all of which are properties formerly operated by Associated Natural
Gas Company); District G (Greeley) formerly operated by Greeley Gas Company;
District U (Hannibal/Canton/Palmyra/Neelyville) and District P (Palmyra), both formerly
operated by United Cities Gas Company. The Company/Staff proposal, subported b}'f the
- Staff’s cost studies (Tr. 298), will combine these current rate districts into three service
territories based on location, and will set é single rate for all customers in a particular
class in a particular geographic area. As Staff Witness Ross explains, “This will insure
that a customer will not pay a completely different non-gas rate as his neighbor in the

-

next town.” (Ex. 110, p. 4).
The. Commission finds that the substantial and competent evidence in the record
supports the Staff and Company positions on this issue.
6.  Should the Company’s PGA tariffs be consolidated for purposes of setting
gas rates in this case?
The evidence in this matter establishes that Staff’s proposal to consolidate the
PGA into four areas (Staff Witness Imhoff Direct, Ex. 118) is also acceptable to Atmos.
Although Atmos prol;osed a statewide consolidation i;l regards to the PGA, its Witness‘

testified that consolidation of the four areas identified by Staff’s direct testimony is
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certainly an important step in the right direction. (Ex. 6, p..4).. Staff recommends
consolidating Atmosl’ PGA rate districts, by pipelines served, into the following four
districts: (1) Butler and Greeley; (2) Hannibal/Canton, Bowling Green and Palmyra; (3)
Kirksville and (4) SEMO and Neelyville.

OPC Witness Ms. Meisenheimer opposes any PGA consolid.ation. Although the
four PGA areas don’t align exactly (Kirksville is the exception) with the geographic non-
gas rates, they are substantially the same in most areas and, therefore, Staff and Atmos
argue, the benefits of bill comparability will Be achieved if the Commission adopts the
fbur areas as recommended by both parties. Consequently, Company and Staff argue that
OPC’s “status quo’ regarding PGA’s should be rejected, as these changes will have an
insignificant affect on a customer’s bill. (Ex. 120, p. 2).

In responding to questions from the bench, Staff witness Imhoff clarified Staff’s
proposal and acknowledged that the primary cause of differences in districts is the ACA
component. Under Staff’s proposal, supported by the Company, no customer with a new
“combined” district will pay any of the ACA balance attributed to a different “historic”
district.

The Commission finds that the competent and substantial evidence supports the
Staff and Company position regarding PGA consolidation.

7. Other Tariff Issues:

a. Should a cash-out policy be implemented?
b. Should the Commission allow third party administered pools for cash-

outs?

c. What is the appropriate level of lost and unaccounted gas?

d. Should the Commission approve an Economic Development Rider?

e. Should the mains extension policy and the determination of amounts
to be charged be changed in this case? '
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Issue C above — “What is the appropriate level of lost and unaccounted gas?” —
has been settled among the parties and is addressed in the Partial Non-Unanimous
Stipulation and Agreement at page 5. ‘Staff’s Memorandum in Support of the Stipulation
addresses this issue at page 4.

Atmos Witness Robert V. Kerley sponsors the Company’s testimony in this
proceeding related to these issues. (Exhibits 9NP and 9HC). Staff Witness Ensrud’s
position is consistent with Atmos’ position regarding changes to its transportation tariffs
(Ex. 9, page 3, line 16 and following), although Mr. Ensrud does propose some minor
changes to the “cash-out” provisions of the transportation section (Ensrud Direct, Ex.
114, page 10, Iiﬁe 6-20). Atmos has no objection to incorporating this additional
Janguage into its transportation tariffs. (Ex. 6, p. 6). As discussed in the Staff Prehearing
Brief, an approval of Atmos’ provision is consistent with what the Commission has
approved for other utilities.

The consistency between Mr. Ensrud’s acceptance of Atmos’ proposed
transportation tariffs includes the proposed change tb third party administered pools for
cash-outs. Again, Staff points out in its Prehearing Brief that it wants to be consistent
with the methodology used in the AmerenUE tariffs for cash-outs as recommended by
Staff Witness Ensrud. |

Staff’s testimony (Ex. | 114) also supports Atmos’ proposed Economic
Development Rider (“EDR”) (Ex. 9, page 2 and following). In his Surrebuttal
Testimony, Mr. Ensrud rebuts the alleged concerns raised by OPC Witness Meisenheimer

concerning Atmos’ proposed EDR. (Ex. 116, pp. 9-11). ~
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Staff advocates only one exception to the Company’s main extension policy by
proposing additional language (on page 14, line 5-20 of Ex. 114) regarding refunds. -
Atmos accepts Commission Staff’s position and is willing to add the language to the final
tariffs approved in this case. Again, Mr. Ensrud rebuts concerns expressed by OPC
Witness Meisenheimer regarding this issue at pages 8-9 of Ex. 116.

The Commission finds that the competent and substantial evidence supports the
positions of the Company and Staff on these various “Other Tariff” issues.

Resolved Issues

As set forth in the “Joint List of Issues,” the Parties identified the following issues

as being resolved:

Billing Determinants

‘Research and Development Rider
Noranda (all issues) ‘
Class share of revenue by district
Uncollectablesin the PGA
Customer Service Issues

Class Cost of Service

Nk

As previously discussed and approved, the Partial Non-Unanimous Stipulation
| and Agreement submitted by Company, Staff and OPC on November 29, 2006, addressed
the following areas: Billing Deferminants; Other Post-Retirement Benefits (OPEB)
Contribution; Class Share of Revenue by District/ Class Cost of Service; Customer
Service Requirements and Reporting; PGA Minimum Filing Requirement; Depreciation
Record Keeping and Reporting; and Gas Loss Reporting.

Resulting Tariffs

Utilizing Staff’s billing determinants in this case, the Company has developed a

set of rates based on uniform statewide classes and non-gas rates in three geographic
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areas utilizing thé sculpted residential Delivery Charge rate design proposed by Mr.
Smith in his rebuttal testimoﬁy and the Delivery Charge rate design proposed Ms. Ross
for small and medium non-residential general classes. The Company then evaluated the
hnﬁact of these rates on each of Atmos’ existing rate districts and the residential, small
general, and medium general classes within each district. Attached to Ms. Childers’
surrebuttal testimony (Ex. 7) is PIC SURREB — 1, is a summary of the rates that will be
ordered to be implemented, which are consistent with both Atmoé’_ and Staff’s positions
as adopted by the Commission and are'fc')und to be just and reasonable. Also attached to
Ms. Childers’ surrebuttal testimony is PJC SURREB -2, which reflects the class level
impact of the decisions of the Commission adopted herein. Miscellaneous and Other

Tariff provisions as determined herein will be ordered to be filed.

PROPOSED CONCLUSIONS OF LAW

The Missouri Public Service Commission has reached the following conclusions

of law.

Atmos is a public utility, and a gas corporation, as those terms are defined in
Section 386.020(42) and (18), RSMo02000. As such, Atmos is subject to the

Commission’s jurisdiction pursuant to Chapters 386 and 393, RSMo.

Section 393.140(11), RSMo 2000, gives the Commission the authority to regulate'
the rates that Atmos may charge its customers for natural gas. When Atmos filed a tariff
designed to increase its rates, the Commission exercised its authority under Section
393.150, RSMo 2000, to suspend the effective date of thét tariff for 120 days beyond the |

effective date of the tariff, plus an additional six months.
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In determining whether rates are just and reasonable, the Commission must
balance the interests of the investor and the consumer.’ The Commission’s failure to
establish just and reasonable rates would, in fact, violate fhe United States Constitution.
In discussing the need for a regulatory body to institute just and reasonable rates, the

~ United States Supreme Court has held as follows:

Rates which are not sufficient to yield a reasonable return on the value of
the property used at the time it is being used to render the services are
unjust, unreasonable and confiscatory, and their enforcement deprives the
public ut111ty company of its property in violation of the “Fourteenth

Amendment.*

Respectfully submitted,

//MV/(O e

s/M. Fischer, MBN £7543
emall ifischerpc@aol. com
Larry W. Dority, MBN 25617
email: Iwdority@sprintmail.com
Fischer & Dority, P.C.

101 Madison Street, Suite 400
- Jefferson City, MO 65101

Telephone: (573) 636-6758

Facsimile: (573) 636-0383

Douglas C. Walther, MBN 32266
Associate General Counsel

Atmos Energy Corporation

P.O. Box 650205 .

Dallas, Texas 75265-0205

Email: doug.walther @atmosenergy.com
Telephone: (972) 855-3102

Attorneys for Atmos Energy Corporation
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CERTIFICATE OF SERVICE

I do hereby certify that a true and correct copy of the foregoing document has
been hand-delivered, emailed or mailed, First Class mail, postage prepaid, this 19th day

of January, 2007, to all counsel of record in this matter.
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