RAILROAD COMMISSION OF TEXAS

PETITION FOR DE NOVO REVIEW OF
THE REDUCTION OF THE GAS
UTILITY RATES OF ATMOS ENERGY
CORP., MID-TEX DIVISION, BY THE
CITIES OF BLUE RIDGE, CADDO
MILLSET AL.

GASUTILITIESDOCKET NO. 9670
(and consolidated cases)

ATMOS ENERGY CORPORATION
STATEMENT OF INTENT TO CHANGE
RATES IN THE ATMOS ENERGY
CORP., MID-TEX DIVISION GAS
UTILITY SYSTEM

PETITION FOR REVIEW FROM THE
ACTIONS OF MUNICIPALITIES
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FIRST REVISED PROPOSED ORDER

Notice of Open Meeting to consider this Order waly ghosted with the Secretary of State
within the time period provided by law pursuantTix. GovT. CobE ANN. Chapter 551et seq.
(Vernon 1994 & Supp. 2006). The Railroad CommissibTexas adopts the following findings of
fact and conclusions of law and orders as follows:

FINDINGS OF FACT

Procedural

1. On May 31, 2006, Atmos Energy Corporation Mid-TewiBlon (“Atmos Mid-Tex,”
“Company,” or “Applicant”) filed aStatement of Interitb change rates in the company’s
statewide gas utility system. The filing was ddekieas Gas Ultilities Docket No. 9676 and
was subsequently consolidated with Gas Utilitiesk&b No. 9670.

2. Atmos Energy Corporation acquired the operatidiisU Gas Company. After the merger,
the name of TXU Gas Distribution was changed todg Energy Corp,. Mid - Tex Division.
References to Atmos Mid-Tex and the Company, irelady, and all of the relevant
predecessors in interest.

3. Atmos Mid-Tex filed a petition for review of thetaan of several municipalities reducing its
rates. In each case, the Commission issued anthatefound as follows:

a. That the duly executed bond in the amount @f%20,000 was adequate to protect
the affected rate payers in each of the municipalithat were the subject of the
appeal;
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b. That reinstatement of the Company’s gas ratdsiere in effect in the municipalities
immediately prior to the effective date of the was ordinances was appropriate
pursuant to Tex. Util. Code Ann. § 121.155 (Verd®98), and

(o} That the reinstated rates should remain irefard effect from the effective dates of
the ordinance until the Commission issues a findl @pealable order.

Consolidation of Dockets

4.

The following Petitions for Review of City Ratee®ictions and Request for Expedited
Approval of Supersedeas Bond and Agreed ReinstatofeRrexisting Rates have been
consolidated into this docket:

a. GUD No. 9670, Petition for Review of City Rate Retions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the Cities of BenBrook, Crandall, et al.;

b. GUD No. 9672, Petition for Review of City Rate dretions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the City of Justin, filed on May 11, 2006;

C. GUD No. 9674, Petition for Review of City Rate dretions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the Cities of Benbrook, Crandall, et al.;

d. GUD No. 9675, Petition for Review of City RatedRetions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the Cities of Blue Ridge, Caddo Millsalet

e. GUD No. 9677, Petition for Review of City Rateddetions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the Cities of Bedford and Colleyville;

f. GUD No. 9678, Petition for Review of City Rate dRetions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the Cities of Fort Worth and Sulphur Sysjrand,

g. GUD No. 9699, Petition for Review of City RatedRetions and Request for
Expedited Approval of Supersedeas Bond and Agresdsiatement of Prexisting
Rates by the City of Dallas.

After Atmos Mid-Tex filed the Statement of Inte®@UD No. 9676, with the various
municipalities, several municipalities denied thguested rate increase. Those municipal
decisions were appealed and docketed as follows:
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Notice

a. GUD No. 9679, Petition for Review of Atmos Ene@yrporation from the Actions
of Municipalities Denying a Rate Request;

b. GUD No. 9680, Petition for Review of Atmos Enef@yrporation from the Actions
of Municipalities Denying a Rate Request;

C. GUD No. 9681, Petition for Review of Atmos Enef@yrporation from the Actions
of Municipalities Denying a Rate Request;

d. GUD No. 9682, Petition for Review of Atmos Enefggrporation from the Actions
of Municipalities Denying a Rate Request;

e. GUD No. 9683, Petition for Review of Atmos Ene@yrporation from the Actions
of Municipalities Denying a Rate Request;

f. GUD No. 9684, Petition for Review of Atmos Enei@grporation from the Actions
of Municipalities Denying a Rate Request;

g. GUD No. 9697, Petition for Review of Atmos Enef@yrporation from the Actions
of Municipalities Denying a Rate Request;

h. GUD No. 9698, Petition for Review of Atmos Enefggrporation from the Actions
of Municipalities Denying a Rate Request; and,

I. GUD No. 9700, Petition for Review of Atmos Enei@grporation from the Actions
of Municipalities Denying a Rate Request.

Atmos Mid-Tex published notice of the proposdé nanges once a week for four or more
consecutive weeks in newspapers of general ciionlat each county that contains territory
affected by the proposed changes.

The Applicant’s publication of notice meets ttagstory and rule requirements of notice and
provides sufficient information to ratepayers abibigt statement of intent.

Intervening Parties and Protestants

8.

The Atmos Cities Steering Committee (ACSC) inteied on behalf of the following
municipalities: Abilene, Addison, Allen, Alvarado, Argyle, Arlingto Bedford, Benbrook,
Beverly Hills, Blue Ridge, Bowie, Boyd, BridgepoBrownwood, Burkburnett, Burleson,
Caddo Mills, Carrollton, Cedar Hill, Celeste, Cly@ollege Station, Colleyville, Colorado
City, Comanche, Coolidge, Coppell, Corinth, Coi€aty, Crandall, Crowley, Denison,
DeSoto, Duncanville, Eastland, Edgecliff Villagem&ry, Ennis, Everman, Fairview,
Farmers Branch, Farmersville, Fate, Flower Mourmult ¥orth, Frisco, Frost, Gainesville,
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Garland, Grand Prairie, Grapevine, Haltom City, kéarHeights, Haslet, Heath, Hewitt,
Highland Park, Highland Village, Honey Grove, Hutetva Park, Irving, Justin, Kaufman,
Keene, Keller, Kemp, Kennedale, Kerrville, KilleeKyum, Lake Worth, Lancaster,
Lewisville, Little EIm, Mansfield, McKinney, Mesata, Midlothian, Murphy, Newark, North
Richland Hills, Northlake, Palestine, Pantego, aRarker, Plano, Ponder, Prosper,
Quitman, Reno (Parker County), Red Oak, Richlanits HRobinson, Rockwall, Roscoe,
Rowlett, Saginaw, San Angelo, Sherman, Snyder kg, Springtown, Stamford, Sulphur
Springs, Sweetwater, Terrell, The Colony, Tylerivénsity Park, Vernon, Waco, Watauga,
Waxahachie, Whitesboro, White Settlement, Woodwaag, Wylie

9. The Atmos Texas Municipalities (ATM)Austin, Balch Springs, Bandera, Belton, Bryan,
Burnet, Cameron, Cisco, Clifton, Coleman, Copp&ase, Corsicana, Denton, Dublin,
Electra, Fredericksburg, Frost, Gatesville, Geangat Goldthwaite, Granbury, Grandview,
Greenville, Groesbeck, Hamilton, Henrietta, HillsthooHutto, Lampasas, Leander, Llano,
Longview, Lometa, Mexia, Olney, Pflugerville, RangRiesel, Round Rock, San Saba,
Somerville, Star Harbor, Thorndale, Trinidad, Wekignand Wortham

10. The following additional parties intervened: @igy of Dallas (Dallas); Industrial Gas Users
(IGU); Railroad Commission of Texas (Staff); StafeTexas (State); and Coserv Gas, Ltd.
(Coserv).

11. Avner Wolanow-President, Wash-n-Dry Laundries wdmitted as a protestant.

Hearing

12. A notice of hearing was issued on June 16, 2006.

13. Pursuant to the notice of hearing that was ésuneJune 16, 2006, a technical hearing was
conducted on June 28, 2006.

14.  The subject of the technical hearing was toidenshe schedules filed by Atmos Mid-Tex
as part of its Statement of Intent, the mathemiatiakculations contained therein, the
technical structure of the schedules, links, aneraonnections of all calculations therein.

15. On October 5, 2006, the First Amended NoticEedring was issued in this case.

16. The Hearing convened on Tuesday, October 35K.200

17.  There were 12 days of actual hearing on thetsyénie last day of the hearing was November
17, 2006.

18.  The evidentiary record was closed on Februa®pQ@y.

Test Year
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19. The test year in this case was the 12-month pemalihg December 31, 2005.

Books and Records

20.  Atmos Mid-Tex maintains its books and recordsdcordance with the requirements of the
Federal Energy Regulatory Commission’s (FERC) Unif&ystem of Accounts.

Interim Order

21.  On August 15, 2006, the Commission issued an mt&ider (August 15Interim Order)
limiting certain issues in this proceeding.

22. In the August 15Interim Order, the Commission found that use ef ¢lqual life group
(ELG) as a method of calculating depreciation espamas reasonable. The Commission
found that the methodology has been previouslyereed and in each of those cases the
Commission concluded that it is reasonable fonitiigy to have used the ELG depreciation
method in the following dockets:

a. Tex. R.R. Comm’'n[ XU Gas Company Statement of Intent to Change Rates
in the Company’s Statewide Gas Utility Systeotket No. 9400 (Gas Ultils.
Div. May 25, 2004) (final order granting applicatjd*"GUD No. 9400");

b. Tex. R.R. Comm’nAppeal of TXU Gas Distribution From the Actionloé t
City of Dallas, the City of University Park, ancetfiown of Highland Park,
Texas and the Statement of Intent filed by TXU Qiagibution, Docket
Nos 9145 - 9148 (Gas Utils. Div. November 20, 2000)4dfiorder granting
application) (“GUD Nos. 9145 - 9148");

C. Tex. R.R. Comm’rStatement of Intent to Change the City-Gate RafeXtof
Lone Star Pipeline, Formerly Known as Lone Starelie Company
Established in GUD No. 866Bocket No 8976 (Gas Utils. Div. November
20, 2000) (final order granting application) (“GURo. 8976"); and,

d. Tex. R.R. Comm’rStatement of Intent of Lone Star Gas Company and Lo
Star Pipeline Company, Divisions of Enserch Corpiora and Ensat
Pipeline Company to Increase the Intracompany Géte Rate(November.
25, 1997) (Second Order Nunc. Pro Tunc) (“GUD 8&64").

23.  Inthe August 18Interim Order, the Commission found that Atmos Miglx has previously
proposed that the accrual of depreciation expehsald cease once an account is fully
accrued. This methodology for the treatment dffatcrued depreciation accounts has been
affirmed as a just and reasonable depreciation edetbgy for Atmos Mid-Tex and its
predecessors in interest by the Commission inaf@#¥ing dockets: (1) GUD No. 9400, (2)
GUD Nos. 9145 - 9148, and (3) GUD No. 8976.
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24,

25.

26.

27.

28.

29.

30.

In the August 1%Interim Order, the Commission found that Atmos Miek has previously
proposed that sales, transfers of property, ostli@nd reimbursed retirements should be
excluded from the life and salvage analysis usedltulate depreciation. The Commission
determined that the methodology for the treatmésttes, transfers of property, outliers,
and reimbursed retirements in determining thediid salvage analysis used to calculate
depreciation has been affirmed as a just and reag®depreciation methodology for Atmos
and its predecessors in interest by the Commissitre following dockets: (1) GUD No.
9400, (2) GUD Nos. 9145 - 9148, (3) GUD No. 8976.

In the August 15Interim Order, the Commission found that Atmos Miex proposed that
a thirteen-month time period be applied for thecaltion of the average balance of
materials, supplies, and prepayments for purpdsessest-year analysis. This methodology
was adopted for the Applicant and its predecesaadrgerest in GUD No. 9400.

In the August 1S Interim Order, the Commission found that Atmos Miek seeks the
approval of a Weather Normalization Adjustment (WN#ler in this proceeding. The
parties entered into an agreement approving annmd/NA rider and reserving certain
issues for litigation in this proceeding.

In the August 1%Interim Order, the Commission found that as reéflddn the attached
Schedule F-6, the Company sought approval of@mie tax factor of 0.5385 to be applied
to the taxable component of return included inrthenue requirements. The Commission
determined that the income tax factor is compugeset upon the statutory income tax rate
of 35 percent. The Commission determined thaptiposed income tax rate and factor
reflected in Schedule F-6 have been determineldeo bmmission to be just and reasonable
in the following dockets: (1) GUD No. 9400, (2) GWos. 9145 - 9148, and (3) GUD No.
8976.

In the August 1 Interim Order, the Commission found that Atmos Miglx sought the
approval of the use of a minimum distribution sgsteith 2 inch pipe as a method for
allocation of a portion of the distribution systeffhe Commission found that the concept
of a minimum distribution system with 2 inch piggthe minimum system to allocate certain
components of rate base has been approved in GUBR4DO.

As reflected in th&tatement of IntenfAtmos Mid-Tex proposes that system-wide rate
designs be applied in this case. In the Augu$tiatrim Order, the Commission found a
system-wide rate design was proposed for Atmos Midin GUD No. 9400 and adopted
by order of the Commission on May 25, 2004. Adoh GUD No. 9400, the Company’s
intent to set system-wide rates is consistent WMtfEX. ADMIN. CODE § 7.220 (2005).

In the August 1%Interim Order, the Commission severed the follayissues: Rate case
expenses for GUD No. 9670 (and consolidated cagik&e considered by the Commission
in accordance with 8x. UTiL. CODE ANN. 8 103.022 (Vernon 2005), § 104.008 (Vernon
2005), and Tex. Admin. Code 8§ 7.5530, in a separateeeding. That proceeding has been
docketed as GUD No. 969Rate Case Expenses, Severed from Gas UtilitiesdDdidk
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31.

32.

9670. Additionally, the Commission determined that@#swreasonable that issues regarding
Atmos’ proposed revision to the gas cost reviewcess be severed and considered in a
separate docket. That proceeding has been doa®@dD No. 9696A\tmos Energy Corp.,
Mid-Tex Division Proposed Revisions to the Gas Restiew Process Severed from Gas
Utilities Docket No. 9670.

On August 22, 2006, the Commission issued its sebuterim Order (August 22Interim
Order) wherein the Commission determined that thileage standards set out in Tex. Utils.
Code Ann. § 104.055(b) do not apply to intracompaauysactions. On the other hand, the
Company must establish that those intracompangactions are just and reasonable. The
Commission concluded that the status of a divisibAtmos Mid-Tex as an affiliate or
intracompany division was a question of fact talb&ermined at the hearing on the merits.

Atmos Mid-Tex has established that for purpagéss case, the intracompany divisions are
not affiliates and the affiliate standard doesayly.

Shared Services

33.

34.

35.

36.

37.

38.

39.

40.

41.

42.

Atmos Energy Corporation consists of eight uoiporated divisions. Seven operating
divisions are regulated gas distribution utilitie®ne is a regulated intrastate natural gas
pipeline.

Atmos Mid-Tex is a Texas regulated division @pi@g numerous natural gas distribution
systems within Texas and Atmos Texas PipelineTiexas regulated pipeline.

Shared services are provided by a common bgsorganization, the Shared Services Unit
(SSU).

Expense reports of employees in the SSU incleadpenses for meals that ranged in prices
from $252 to $3,556.72.

Atmos Mid-Tex capitalized up to 40% of these hea@enses.
Expense reports of employees in the SSU incledpdnses for entertainment that included
funds for contributions and donations to charitat#égious or other nonprofit organizations

or institutions such as symphony membership andeusity receptions.

Expense reports of employees in the SSU includgrenses for symphony tickets and
sporting events.

Expense reports of employees in the SSU incledpdnses for alcohol.

Expenses included in the expense reports of@mes included expenses for lodging that
ranged from $195 per evening to $961 per evening.

Several of the lodging expenses included imbedithol expenditures.
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43.

44,

45.

46.

47.

48.

49.

50.

51.

52.

53.

Expense reports included expenditures for trvkdgislative meetings.

Expense reports included expenditures fordlests travel. Of the expense reports submitted
at the hearing, $24,406, as shown in Schedule S&ttathed to this Final Order, was related
to first class travel.

Expense reports included expenditures for giftsother categories of expenditures that were
identified as employee welfare as shown in Sche8i8le 2, attached to this Final Order, and
were not necessary to the provision of naturalsgagice.

Atmos Mid-Tex proposed the removal of $67,43kteel to expenditures that are not
necessary to the provision of natural gas senrdeage not just and reasonable. The removal
of those expenses is reasonable and are reflectad revised filing of the Company.

The shared services witness that sponsored @tguecords did not participate in the
preparation of the proposed adjustment.

Atmos Mid-Tex filed another exhibit at the hegrin which it proposed the removal of meals
and entertainment expense in the amount of $361,084 that amount, $282,480 was
allocated to the operations and maintenance expmmsponent and $78,564 was proposed
to be removed from rate base.

Atmos Mid-Tex has not filed a rate request théiects the adjustment discussed in the above
Finding of Fact. The amounts included in that atiient had not been established by Atmos
Mid-Tex to be necessary for the provision of ndtges service and should be removed from

the rate request.

Atmos Mid-Tex expense reports indicated thatal of $24,406.80 was spent related to first
class travel, as shown in Schedule SSU 1, attatchibds Final Order. Atmos Mid-Tex has
not established that those amounts are necesdagypoovision of natural gas service and are,
therefore, unreasonable.

Travel expense included expenses related tokdteinaugural, astronaut dedication and other
political activities. Atmos Mid-Tex has not estahed that those amounts are necessary to the
provision of natural gas service and are, therefameesasonable.

Atmos Mid-Tex expense reports entered into exidet the hearing indicated that a total of
$11,107 was spent on employee welfare as shownhadsile SSU 2, attached to this Final
Order.

Atmos Mid-Tex has included expenditures reldtedocial, recreational, fraternal or other
religious clubs and organizations. Club dues at@acessary for the provision of natural gas
service, are precluded by operation of Rule 7.ah8, should be excluded.
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54.

55.

56.

57.

58.

59.

60.

61.

62.

Atmos Mid-Tex has not established that the ptooes in place to review expense requests of
its employees are sufficient to ensure that ordyqund reasonable expenses are included in the
following categories of expenses: (1) meals aterainment, (2) lodging, (3) transportation,
and (4) other.

Accordingly, Atmos Mid-Tex did not establishtB4,635,408 of the expenses related to these
categories are just and reasonable, and the adjosisincluded in the attached schedule WP
F-2.2b.

Additionally, the category of meal and ententa@mt expenses for Atmos Mid-Tex direct
expense should also be disallowed as proposedeh@dmpany. Accordingly, Atmos Mid-
Tex expenses should be reduced by $215,244 araafiitalized portion of $46,419 should
be removed from rate base as expenses that wetalizag. Further, the category of meal and
entertainment expenses for SSU should also belalisad as proposed by the Company.
Accordingly, SSU expenses should be reduced by2867and the capitalized portion in the
amount of $32,145 should be removed from rate béikese adjustments are included in the
adjustment made in Finding of Fact No. 55.

It is important that the cost allocation methody for SSU generate cost allocations that are
just and reasonable. An allocation methodologyitireores operating income and revenues
ignores an important indicator of resource allarati

The Company has not established that its projposs allocator is just and reasonable. Itis
unreasonable that the Company’s proposed cosatiboanethodology for SSU, for example,
would allocate only 0.03% of costs to Atmos Enekigrketing, a non-regulated operating
division of Atmos Energy when that division’s cahtrtion to net income is 11.77%.

The Distrigas Composite Allocation factor resuita just and reasonable allocation of shared
services, which includes gross property, plantesupment; operating income; and, labor.

Atmos Mid-Tex has not established that the alioo of costs related to Cost Center 1114,
Dallas Vice President and Controller, is just asasonable. The test year costs associated
with this cost center were more than twice the amhouany of the prior years. Evidence was
not provided to substantiate the amount of theem®e, or to substantiate the allegation that
this is a recurring cost. Total costs of Cost €ehi14, as shown in the attached schedule WP
F-2.2 b are reasonable.

Atmos Mid-Tex established that the allocatiooasts related to Cost Center 1116 - Taxation
is just and reasonable, subject to the changeiodkt allocation factor for shared services and
the disallowance set out in Finding of Fact No. 3hese costs should not be adjusted further
and the total costs of Cost Center 1116, as showhe attached schedule WP F-2.2 b are
reasonable.

Atmos Mid-Tex established that the allocatiorasts related to Cost Center 1129 - Income
Tax is just and reasonable, subject to the chanieicost allocation factor for shared services
and the disallowance set out in Finding of Fact B&. These costs should not be adjusted
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63.

64.

65.

66.

67.

68.

further and the total costs of Cost Center 1129hasvn in attached schedule WP F-2.2 b are
reasonable.

Atmos Mid-Tex has not established that the alioo of costs related to Cost Center 1132,
Investor Relations, is just and reasonable. Evidemas not presented that the costs that are
included in this cost center are reasonable anelssacy to the provision of natural gas service.
Removal of total costs of Cost Center 1132, as shawhe attached schedule WP F-2.2 b is
reasonable.

Atmos Mid-Tex has not established that the alioo of costs related to Cost Center 1203
Amarillo Customer Support Center, is just and reabte. The only evidence in the record
is that this call center handles only a small petage, approximately .037%, of the calls on
behalf of Atmos Mid-Tex customers. On the othamdh the Waco Customer Support Center,
handles almost all calls exclusively for Atmos Midx customers. Total costs of Cost Center
1203 and Cost Center 1210, subject to the changeeirtost allocation factor for shared
services and the disallowance set out in findingaaft No. 55, are reasonable as shown in the
attached schedule WP F-2.2 b.

Atmos Mid-Tex has not established that the alion of costs related to Cost Center 1350,
Dallas Non-Utility Operations, are just and reasi@aCosts associated with the Senior Vice
President for Non-Ultility Operations are, by ddfom, costs incurred on behalf of non-utility
operations. There was no evidence provided tleaséhnvices provided for $398,260 were a
just and reasonable expense. None of the coslssifCenter 1350, should be allocated to
Atmos Mid-Tex.

Atmos Mid-Tex has not established that the alioo of costs related to Cost Center 1904
Dallas Supplemental Executive Benefit Plan and @estter 1908 Dallas Supplemental
Employee Benefits, is just and reasonable. The, gsaset out by the benefit plan is to
advance the interest of shareholders and the ineenbmpensation plans are driven by
Company earnings. None of the costs of Cost Cd®@4 and Cost Center 1908, should be
allocated to Atmos Mid-Tex.

Atmos Mid-Tex has not established that the atioa of costs related to Cost Center 1905,

Outside Director Retirement Cost, is just and reabte. The expenses in this cost center are
not necessary to the provision of natural gas semmnd no evidence was provided to support
the contention that these expense are just andrrable. None of the costs of Cost Center

1905, should be allocated to Atmos Mid-Tex.

Atmos Mid-Tex has not established that the psedallocation of costs to Atmos Mid-Tex
related to Cost Center 1109, Dallas Payment Apipbioa, Cost Center 1148, Dallas Revenue
Support, and Cost Center 1200, Customer Revenuedioh, is just and reasonable. Atmos
Mid-Tex has revised the allocation factors for thesst centers but has not provided testimony
that is sufficient to explain that the increaselbcation to Atmos Mid-Tex is just and
reasonable. Total costs of these Cost Centerdcshewallocated to Atmos Mid-Tex as set out
in attached schedule WP F-2.2 b. The adjustedatltn of those costs is just and reasonable.
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69.

The proposed post-test year payroll adjustmensiiared services labor reflected on the
attached schedule WP F-2.2c is just and reasonable.

Interim Rate Adjustments

70.

71.

72.

73.

74.

75.

76.

7.

78.

79.

80.

Atmos Mid-Tex made three filings pursuant toititerim rate adjustment provisions of Tex.
Util. Code Ann. § 104.301 (Vernon Supp. 2006) faleadar year 2003, 2004, and 2005.

The interim rate adjustments affecting areakiwihe municipal jurisdiction were filed with
appropriate municipalities.

Several of the municipalities denied the reqeestterim rate adjustments and pursuant to
those denials, Atmos Mid-Tex filed appeals with @@mmission.

The appeals related to the 2003 interim ratesaaient were docketed as GUD Nos. 9575,
9585, 9588, 9589, 9590, 9594, 9595, 95906, 95989,98603, 9606, 9607, and 9611; the
appeals for the 2004 municipal denials of the inteate adjustment were docketed as GUD
Nos. 9619, 9623, 9628, and 9633; and, the appetiddanunicipal denial of the 2005 interim
adjustment filing was GUD No. 9671.

In GUD Nos. 9560, 9615, and 9671 the Commisdigtermined that the Company’s most
recent rate case for the area in which the inteat® adjustment would be implemented was
GUD No. 9400,Statement of Intent Filed by TXU Gas Company tongaaRates in the
Company'’s Statewide Gas Utility System

The Earnings Monitoring Reports that were fildgth the interim rate adjustments in 2003,
2004, and 2005, were properly filed by Atmos MidkTe

The interim rate adjustments affecting areasiwthe Commission’s original jurisdiction were
filed at the Commission and were docketed as GUB. 19660, 9615, and 9658 for 2003,
2004, and 2005.

The Commission ordered a reduction to invesagdal, or rate base, in GUD No. 9400 in the
amount of $87,837,109 and $212,093 to disallow dbsts of Poly 1 pipe or the Safety
Compliance program. The Commission ordered thea# reasonable for the Commission to
disallow going forward, inclusion of $87,837,108d&212,093 as capitalized gas utility plant
in service in invested capital.

At the time the order was issued, the accumilidépreciation account reflected $10,646,065
in accumulated depreciation associated with Popyipk and safety compliance program
software costs.

An adjustment to accumulated depreciation iratheunt of $10,646,065 modifies the order
issued in GUD No. 9400.

The Company made an adjustment to accumulatgedation in the interim adjustment
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81.

82.

83.

84.

85.

86.

87.

88.

89.

90.

91.

92.

93.

94.

filings of 2004 and 2005 that reflected the $10,686 amount in accumulated depreciation
which must be reversed based upon the prior orfdileacCommission.

Atmos Mid-Tex did not procure and preservexfiting records relating to the assets acquired
at the time of the merger with TXU Gas.

Atmos Mid-Tex failed to maintain its recordsaltow a review and examination of expenses
in 2003, 2005, and a portion of 2005, a portiowbith were capitalized and included in the
interim rate adjustment filings and the cost o¥/ge for this rate case.

Atmos Mid-Tex was unable to provide a summaryerpenses related to meals and
entertainment, lodging, travel, and other expefmeprojects undertaken in 2003 and 2004
and included in its interim rate adjustment filifgs those years.

Evidence was provided regarding the specifianeadf the projects engaged in during 2003
and 2004, and to disallow all costs related toghmejects would be unreasonable.

In 2005, Atmos Mid-Tex purchased three table$1%,183 and thirteen chairs in the amount
of $16,675. These assets were included in raeibake current rate case.

Atmos Mid-Tex has not established that an avepge of $4,008 per table, or $1,282 per
chair was necessary for the provision of naturalggvice.

In 2005, Atmos Mid-Tex purchased 1,247 chair$f216,688, at an average price of $438 per
chair.

Atmos Mid-Tex did not establish that the avenaigee per chair was reasonable. A complete
disallowance, however, is not reasonable as $2d&haer is adequate to supply office chairs.

Based on an average price of $219 per chasryéasonable to disallow $273,595 as Atmos
has not established that the amounts paid in exde&&73,093 were just and reasonable.

In 2005, Atmos Mid-Tex purchased $75,424 in artwio remodel offices. These assets were
included in the rate base in the current rate case.

Atmos Mid-Tex has not established that the paselof artwork is necessary for the provision
of natural gas service and these amounts shoulisb#owed.

Atmos Mid-Tex capitalized expenses related talsyaravel, lodging, liquor, and travel for
spouses.

Evidence in the record established that seeéthE expenses included in those categories of
expenses were not just and reasonable.

Evidence in the record established that a podfdhose expenses are routinely capitalized.
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95.

96.

97.

98.

99.

100.

101.

102.

103.

104.

105.

106.

107.

Atmos Mid-Tex capitalized expenditures of certshort lived items, such as Kleenex, trash
can liners, staples, and other similar items.

Atmos Mid-Tex failed to establish that capitation of such short-lived items is just and
reasonable.

Atmos Mid-Tex has recently adopted a policy apitalizing the replacement of small
segments of pipe. Atmos Mid-Tex failed to estdbligat the revised policy of capitalizing the
replacement of small segments of pipe is just aadanable.

Atmos Mid-Tex does not perform special studiesiqalically of the time supervisory
employees are devoted to construction activitighéoend that only such overhead costs as
have a definite relation to construction shall lapitalized and adds to direct overhead
construction costs arbitrary percentages or amdardever assumed COSts.

The capitalization percentages of overhead e@asisd on a monthly basis from 23% to 60%
between October 2004 to September of 2005.

Atmos Mid-Tex argued that the estimated contitrn overhead applied to projects is 33%.
Of that amount 9% was attributable to the Sharedi&ss Unit and 24% was attributable to
Atmos Mid-Tex direct.

Actual overhead applied to construction prgjeac2003, 2004, and 2005 was 24.1%, 11.83%,
and 14.3% respectively for Atmos Mid-Tex direct.

TheRS Means Cost Guide for Heavy Constructwavides a sampling of the range of
overhead construction costs experienced by vanmlisstries in the range of 11% to 16% for
overhead construction costs. In two of the thregry in which Atmos Mid-Tex made an
interim adjustment filing, the overhead factor eeded that range by over 7%.

The overhead costs included in the 2003 inteaim adjustment filing exceed the amount of
overhead that would have reasonably been expegtdteRS Means Cost Guide for Heavy
Construction.

The average (13.5%) of tiS Means Cost Guide for Heavy Constructmovides a
reasonable proxy for amounts that would have beasanably spent on overhead costs.

The adjustment to gross plant in the 2003imteaite adjustment filing was $78,686,890. Of
that amount, $17,784,826 was attributable to o\astto®sts.

There are no underlying invoices to examinepitopriety of the expenses attributable to
overhead costs, and Atmos Mid-Tex failed to essabthat those expenses were just and
reasonable.

Based upon the mid-point of the range projebietheRS Means Cost Guide for Heavy
Construction,$9,962,454 would have reasonably been expectbédue been incurred for
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overhead projects in 2003. The remaining $7,822t@5 not been established to be just and
reasonable and should be removed from rate basflested in the attached Schedule B.

108. Atmos Mid-Tex projected in its fiscal year dapplan that it would spend $95,301,635.
Based upon an overhead rate of 24%, as projectédrbgs Mid-Tex, that would result in
$24,264,965 being attributable to overhead costs.

109. It is reasonable that in the future rate céisesnterim rate adjustment reports include the
following items: (1) Project number, (2) Costs, @apitalized portion of the cost, (4)
Description of the capitalized cost, (5) Descriptaf Completed Projects Placed in Service
or Retired During the report year, (6) Customersditted, (7) Location, and (8) Purpose of
the Project.

110. In 2004, TXU Australia provided services to TX&hs for a project identified as GRIP
009890950. In that year, TXU Australia was ariaf# of TXU Gas. In 2004, TXU Australia
was paid $849,869 for its services.

111. No evidence was provided by Atmos Mid-Tex tingt price paid to TXU Australia for the
service provided to its affiliate was not highearhthe prices charged by the supplying
affiliates to its other affiliates or division ar & nonaffiliated person for the same item or class
of items. Accordingly, it is reasonable to remtveexpenses associated with TXU Australia
from rate base as reflected in the attached Scadlul

Rate Base

112. The net plant amounts shown in the attached Sca&late reasonable for the plant that is
used and useful in providing gas utility service.

113. Atmos Mid-Tex requested cash working capitahmamount of $188,700.

114. The Company alleged that there was a 4.47 itlsnghbag.

115. The billing lag is the period of time betweenen a meter is read and a bill is issued.

116. Evidence presented at the hearing establistadite meter reading process and resulting
billing lag for TXU Gas, the prior operator of tegstem, was zero days.

117. The existing meter reading process allows AtitiosTex to promptly upload information.

118. Atmos Mid-Tex did not alter the billing pracgafter the merger of TXU Gas and Atmos
Mid-Tex.

119. Several bills were admitted into evidence dytire hearing and none had a billing lag that

was four days or greater.
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120.

121.

122.

123.

124.

125.

126.

127.

128.

129.

130.

131.

132.

133.

134.

Witnesses for Atmos Mid-Tex did not provided®rice to explain what would account for
a 4.47 day billing lag.

The Commission has previously examined theticrbilling procedures and established
that a lag of zero days is reasonable.

The cash working capital witness was unfamai#in the Company’s actual billing practices
and could not explain those practices.

Reasonable billing practices should be estadadiso minimize the billing lag.

As no explanation was provided to justify #megth of the proposed billing lag, Atmos Mid-
Tex did not establish that billing practices thesulted in a 4.47 day billing lag were
reasonable.

Collection lag measures the period of time betwthe mailing of the customer’s bill until
the Company receives payment.

In GUD No. 9400, the Company calculated théectbn lag component of revenue lag
using samples of one hundred customer transadiorsth residential and commercial
customers and a sample of fifty transactions fohexd the other customer classes.

In this proceeding, the Company has electedltulate the collection lag based on month-
end accounts receivable balances.

The Commission approved the calculation of leecion lag of TXU Gas Distribution
through the use of billing samples.

A billing sample could be obtained in this case Atmos Mid-Tex chose to use monthly
accounts receivable balances.

The collection lag calculated for test-year206ed in GUD No. 9400, and the collection
lag calculated in this case, only three years ldifégred by 5.94 days.

Atmos Mid-Tex has not established that a 5&88Adcthange in collection lag was not due only
to a change in methodology used to calculate tHeation lag.

No evidence was provided to explain the in&@asollection lag from the same categories
of customers served by this utility only three geaifter the last rate case.

Evidence in the record indicates that Atmos-Vkok has a more aggressive collection effort
than was employed during the test year used iCtmpany’s last rate case.

More aggressive collection efforts would redin=ecollection lag.
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135.

136.

137.

138.

139.

140.

141.

142.

143.

144.

145.

146.

147.

148.

149.

150.

151.

152.

In GUD No. 9400, securitizing accounts recdiglesulted in a 7.23 day collection lag.
After the merger the company discontinued thetjce of securitizing accounts receivables.

Securitizing, or factoring, accounts receivablas a substantial benefit to the residential,
commercial and industrial/transportation customers.

Atmos Mid-Tex did not establish that the faélto continue a securitization program was
just and reasonable.

Atmos Mid-Tex failed to establish that a cdilea lag of 22.59 days is reasonable.
A collection lag of 7.23 days is reasonable.

Atmos Mid-Tex incurs upstream transportatiostedor services provided by Atmos
Pipeline-Texas, an unincorporated division of Atr@asporation.

In the prior rate case, the intracompany paymeas made 23 days after service was
provided, resulting in an expense lead of 39.79&.da

In this case, the same intracompany paymenade in three days.
As aresult Atmos Mid-Tex proposed an 18.8§feexe lead for upstream pipeline expense.

Atmos Mid-Tex has not established that itsslenito make the intracompany transaction
in three days instead of 23 days was reasonable.

Atmos Mid-Tex did not provide any evidencexplain the decrease in the payment period.

Accordingly, Atmos Mid-Tex did not establistkatithe proposed expense lead days were
reasonable and that the reduction in payment dagsnot arbitrary.

Customers of the utility system should not beighed if the utility decides to manage the
business process and payments less efficiently.

An expense lead of 39.22 days is reasonablgofiream transportation costs (GCR Rider
Part B).

An expense lead of 41.897 days as proposedrbgsMid-Tex is reasonable for gas costs
(GCR Part A).

Atmos Mid-Tex correctly calculated a payrolperse lead of 30.85 days.

The groupings proposed by Atmos Mid-Tex foreotbperations and maintenance — non-
labor are consistent with prior cases and reasenabl
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153.

154.

155.

156.

157.

158.

159.

160.

161.

162.

The measure of lead days for the expensesindh-labor group of other operating and
maintenance expenses was calculated using a rasalopiing of those expenses recorded
during the test year.

Invoice #139, included in the sample, inclufieuis that are reflected in prepaymeritke
item was the largest sample in the group totalthg4$108 out of a total sample of $530,841
and, therefore, comprised 33% of the entire sanfplether, it was the only item in the sample
with a zero level of lead days. Atmos Mid-Tex hasmet its burden of proof that this invoice
should be included in the sample used to deterthmexpense lead days for other operation
and maintenance expenses, non-labor.

Atmos Mid-Tex indicated that Invoice # 132 slddoe removed from the sampling and it is
reasonable to remove this item from that sample.

It is reasonable to recalculate expense legafdaother operation and maintenance expenses,
non-labor by excluding Invoice # 132 and Invoic8%1

An expense lead day of 33.48 for operationraanhtenance expense is reasonable.

Atmos Mid-Tex included amounts for State GRReseipt taxes in its calculation of lead days,
even though those amounts are prepaid.

Atmos Mid-Tex did not establish that the prd@anounts for State Gross Receipt taxes were
removed from the cash working capital study.

As Atmos Mid-Tex failed to establish that thhegsed expense lead for state gross receipt
taxes was reasonable it is reasonable to set ffeneg lead at zero.

The overall expense lead of 100.201 days kastather than income taxes is reasonable.

The revenue lag days and expense lead dayshanchsh working capital requirements
reflected in the attached Schedule E-1 are justeasbnable.

Section 102.051 Review

163.

164.

165.

Accumulated Deferred Federal Income Taxes (ADFdpresent the sum of the differences
between the income tax expenses recorded on a&firmalincial books versus its actual income
tax liabilities.

Accumulated Deferred Income Tax Credits (ADITEates to prior investment tax credits
which were available to corporations as an incertivinvest.

For utilities, ADFIT and ADITC are attributalitethe use of straight-line methods to calculate
book and ratemaking depreciation expense versideaated depreciation methods for tax
purposes.
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166.

167.

168.

169.

170.

171.

172.

173.

ADFIT and ITC liability is a source of non-irster supplied capital for ratemaking purposes
and deducted from rate base as zero-cost capital.

In GUD No. 9400, TXU Gas Distribution reportetalance of $137,304,761 attributable to
its ADFIT and ITC balances and Atmos Mid-Tex faitedstructure a merger so those benefits
would be preserved. Instead, the merger extingdigie benefits of ADFIT and ITC that had
accumulated over the preceding years.

It is reasonable to decrease rate base imtbara of $137,304,761 to disallow the effect of
the merger on ratepayers.

It is reasonable to amortize the $137,304, fjisement over 30.85 years which is the
remaining life of plant in service.

Atmos Mid-Tex failed to acquire all of the red® necessary to maintain compliance with the
FERC Uniform System of Accounts and allow an exatiim of expenses undertaken in its
Interim Adjustment Filings.

Atmos Mid-Tex did not continue the practicaefuritizing accounts receivables to minimize
the impact of the merger on the Company’s cash wgr&apital requirements.

Depreciation expenses increased through thespon of services from Shared Services as a
result of the merger.

Based upon Findings of Fact Nos. 167, 170 ; thé2nerger of Atmos Mid-Tex and TXU Gas
Distribution was not in the pubic interest.

Expenses

174.

175.

176.

The proposed adjustment of $1,219,282 to plhgrglenses to reflect post-test year merit
increases is not just and reasonable. The prommjadtment was not based upon a known
and measurable change. The labor expense adjustfiented in the attached schedule WP
F-2.11 is reasonable.

The proposed adjustment of $5,928,155 to laboeflect post-test year benefit increases is
not just and reasonable. The proposed adjustmast wot based upon a known and
measurable change. A labor expense based uponurablspost test year data would be
based upon a benefits ratio of 32%. The labor espadjustment reflected in the attached
schedule WP F-2.11 is reasonable.

The proposed adjustment of $1,194,518 experedated to marketing is not just and
reasonable. Atmos Mid-Tex has not establishettogcted marketing expenses are just and
reasonable as revenues generated from a sucaesskdting program should eventually cover
the costs of such programs and the adjustmentti®ased upon known and measurable
changes.
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177.

178.

179.

180.

181.

182.

183.

184.

185.

186.

187.

The proposed adjustment to contract labordrathount of $3,527,356 is just and reasonable.
Atmos Mid-Tex established that expenses for the fhategories of labor to which the
proposed adjustment applies increased after theoérde test year. The labor expense
reflected in the attached schedule WP F-2.9 ioresdse.

The proposed adjusted cost for meter readingtigist and reasonable. The proposed meter
reading expense was not based upon a known andirabkschange. The meter reading
labor expense reflected in the attached schedulé-\®RO0 is reasonable.

The proposed calculation of uncollectible exggeis not just and reasonable. The proposed
calculation and adjustment were not based uporakmnd measurable change and are not
reasonable. The uncollectible expense and adjnstreiected in the attached schedule WP
F-2.14 is reasonable.

Atmos Mid-Tex has not established that an adhest to test year expenses to reflect a
contribution to the Gas Technology Institute (GiBl)just and reasonable, accordingly the
entire amount should be disallowed.

Atmos Mid-Tex has not established that its pemgl treatment of odorant expense is just and
reasonable. Itis reasonable to treat odorantresqpas an operation and maintenance expense
to be recorded in FERC Account No. 871. The odogapense and adjustment reflected in
the attached schedule WP F-2.7 is reasonable.

Atmos Mid-Tex has not established that the psed adjustments related to the facilities
expense is just and reasonable. The facilitiesesg@and adjustment reflected in the attached
schedule WP F-2.8 is reasonable.

Atmos Mid-Tex has established that the propad@dsted bill print expense is reasonable. The
bill print fees reflected in the attached schedile F-2.4 is reasonable.

The revenue requirements established in tlss should capture both the savings and the
expenses of the merger. Projected savings assdaiath moving the services previously
provided by CapGemini in house and identified ia 8unguard report are not known and
measurable.

Any adjustments based upon post test year gyojgex assessments that are not known and
measurable are not reasonable.

In this case, Atmos Mid-Tex has establishetttiginsurance services provided by Blueflame
insurance are reasonable and necessary. Futikgorice paid by Atmos Mid-Tex is not
higher than the price charged by Blueflame to odfidiates or divisions, or to a third party.

Atmos Mid-Tex has established that the amditimgeriods related to computer software are
just and reasonable.

Depreciation Expense
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188.

189.

190.

191.

The failure of Atmos Mid-Tex to include the &h Services Depreciation study in the
Statement of Intent filing did not require rejectiof those rates as the rates were set out in the
filing itself and the study was made available dgriiscovery.

Atmos Mid-Tex failed to establish that the pysgd depreciation rates for the Shared Services
Unit were just and reasonable. The study uponhuhicse proposed rates relied was prepared
in 2002 and the average life of the assets in thoseunts is only 5.5 years. It is reasonable
to have consistent depreciation rates for the sategory of assets across General Plant SSU
and General Plant Atmos Mid-Tex as reflected indtteched schedules WP F-3a and F-3b.

It is reasonable for Atmos Mid-Tex to have utesl equal life group (ELG) depreciation
method.

Atmos Mid-Tex’s proposed change from a negati¥# net salvage to a negative 50% net
salvage is not just and reasonable. The depreciedies reflected in the attached Schedule
F-4 are reasonable.

Rate of Return

192.

193.

194.

195.

196.

197.

198.

199.

The capital structure should be based upoadhsl capital structure of Atmos Mid-Tex.

Based on an analysis of the actual structuteaaromparison with comparable companies it
is reasonable to set the capital structure asvistl®6.45% debt and 43.55% equity.

As the amount of short-term debt often goezetm, it is not reasonable to include a
component for short term debt in the capital streecdf this utility.

A cost of long-term debt of 5.96% for Atmos Midx is reasonable.

In determining the cost of equity, the Compaimgcision not to include the results of findings
regarding comparable companies in its DCF anaigsist reasonable.

The DCF analysis prepared by Atmos Mid-Texaf@omparable set of companies indicated
that a DCF range of 9.48% to 9.82% was reasonable.

A cost of common equity for Atmos Mid-Tex o¥0% is reasonable.

An overall rate of return of 7.589% is reasdmab

Billing Determinants

200.

201.

A base load adjustment for either the residentommercial, or customer class is not
reasonable.

Atmos Mid-Tex has reasonably estimated the mumiresidential and commercial customers
on the system for the purpose of allocating castisdetermining rates: The total number of
Residential customers of 1,399,924 and the totahbmsr of Commercial customers of
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202.

203.

204.

205.

206.

207.

122,496. The number of industrial/transportatostomers proposed by Atmos Mid-Tex is
not just and reasonable. Instead the total nuwiliadustrial and transportation customers of
964 standard and nonstandard industrial/transpamtatistomers is reasonable.

Weather has an impact on the sale of gas tderdgml and commercial customers and
therefore affects revenues.

It is reasonable to account for deviationsraytine test year from normal weather patterns by
performing weather normalization adjustments.

To accurately determine the volumes consumelensystem by each class it is necessary to
use weather-normalized gas sales to residentianecial, and industrial customers.

Atmos Mid-Tex has correctly calculated the Wweainormalized adjustments for gas sales to
residential and commercial customers during thieytesr .

The following annual usage numbers are reas®nResidential volumes 78,918,668 Mcf
usage for residential customer class, 51,064,050 fdcCommercial, Standard Contract
Industrial Transportation volumes of 40,808,292 MiMBNon-Standard Contract Industrial
Transportation volumes of 12,731,255 MMBtu.

The use of 10-year data is just and reasoff@bfmirposes of establishing normal weather.

Cost Allocation, Functionalization, and Classifiicat

208.

209.

210.

211.

212.

213.

The Functionalization of the Atmos Mid-Tex gystinto common use central distribution,
customer specific downstream distribution, and sujyse auxiliary distribution is reasonable.

It is reasonable to classify costs as one aembthe following: (1) customer costs, (2)
capacity costs, (3) commodity costs, and (4) regarusts.

It is reasonable to classify the central usetfan as connectivity related, that is the portion
of total costs incurred to connect the centratidhistion network to the individual downstream
customer laterals, and capacity related, thaeigortion of total costs incurred to achieve the
collective capacity requirements of the centralritiation network.

It is reasonable to separate the two typessitavithin the mains account using a form of the
minimum system analysis.

Atmos Mid-Tex did not establish that the caat oot of two inch pipe of $9.05, to be used
in the minimum system analysis, was reasonableosAof two inch pipe of $8.11 per linear
foot is reasonable. Subject to that change, tleellegion of the minimum system proposed
by Atmos Mid-Tex is just and reasonable.

It is not just and reasonable to allocate figests solely on the basis of demand for cost
allocation purposes.
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214.

215.

216.

217.

218.

219.

220.

221.

222.

223.

224,

225.

226.

227.

228.

An allocation factor for customer-related cdsised on total number of customer locations
is reasonable.

An allocation factor for capacity related cdstgesidential and commercial customers based
solely upon an adjusted design day is not reasenabl

An allocation factor for capacity related cdbtg averages adjusted design day volumes with
test year annual average day volumetric througlspietasonable.

It is reasonable to allocate the cost of sertaccustomer classes through the application of
the allocation factors in the attached CARD scheslul

It is reasonable to classify FERC Account 18@4., 375, 376, 378, and 379 through use of the
minimum system analysis and classify 46.06% ofscastconnectivity related and 53.94% of
the costs as capacity related.

The use of the number of customer locatioresisonable in designing a cost allocation model.
FERC Account No. 385 was reasonably allocateeftected in the attached CARD schedules.

FERC Account Nos. 870, 880, 881, 885, and 894 weasonably allocated as reflected in the
attached CARD schedules

FERC Account No. 875 was reasonably allocateeftected in the attached CARD schedules.

Itis reasonable to allocate FERC Account N6.drectly to industrial customers as reflected
in the attached CARD schedules.

Atmos Mid-Tex has not meet its burden of ptbat the allocation of FERC Account No. 904
should be modified. The allocation of that accoastreflected in the attached CARD
schedules is just and reasonable.

It is reasonable customer deposits be allocaguoposed by Atmos Mid-Tex as reflected in
the attached CARD schedules.

Atmos Mid-Tex has established that the propadledation of injuries and damages reserve
is just and reasonable as reflected in the attaCiAdRID schedules..

Atmos Mid-Tex has established that the propa#iedation of rate base deductions for shared
services is reasonable as reflected in the attaCidRD schedules.

The allocation of upstream Pipeline costs to th&ribiution system was set in GUD No.
9400 based upon the capacity allocators for thigiloigion system. It is reasonable for
pipeline costs be allocated as follows: 1) ThediR#peline charges to distribution shall be
allocated according to the capacity allocationdaetpproved in this case and utilized in
Schedule CARD 25, page 1 of 1, line 25. This fixedt allocation factor shall not be
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229.

230.

231.

232.

233.

234.

235.

modified until the next rate case unless by ordethe Commission. 2) The Pipeline

commodity charges to distribution shall be allodadecording to the relative deliveries
between customer classes and should be adjustadchionth to month as proposed by the
Company. 3) The applicable Gas Utility Tax shobkd allocated as proposed by the
Company between distribution customer classes dicgpto the composite fixed/commodity

allocation factor.

Atmos Mid-Tex failed to establish that the sapgoposed by the Company are just and
reasonable.

The following rates are just and reasonabledsidential customers: $10.10 Customer
Charge and Single Usage Block of $ 0.8267 per Mcf.

The following rates are just and reasonable forroeneial customers: $18.81 Customer
Charge and Single Usage Block of $ 0.4858 per Mcf

The following rates are just and reasonable foustdal and transportation customers:
$316.01 Customer Charge and 3 Declining Usage Bladth specific charges of $ 0.3601
per MMBtu for 1 - 1,500 MMBtu, $ 0.3217 per MMBtorf1,501 - 3,500 MMBtu, and $
0.2417 per MMBtu for all remaining usage

Atmos Mid-Tex has not established that the psep revenue stabilization adjustment is just
and reasonable.

The Weather Normalization Adjustment previoagjyeed upon by the parties, and based on
a 10-year weather norm, is just and reasonablgeuo review by staff regarding the need
for modification of the Weather Normalization Meaisn to render the adjustment
compatible with rate design approved in this case.

Atmos Mid-Tex has not established that recoeégny portion of uncollectible expenses in
the gas cost recovery mechanism is reasonablésicdke.

CONCLUSIONS OF LAW

Atmos Mid-Tex is a "Gas Utility" as defined ireX. UTIL. CODEANN. 8101.003(7) (Vernon
1998 and Supp. 2006) and §121.001(Vernon 1998 apd.R006) and is therefore subject
to the jurisdiction of the Railroad Commission (Guission) of Texas.

The Railroad Commission of Texas (Commission) joaisdiction over Atmos and the
Company’s Statement of Intent undexXTUTIL. CODE ANN. §102.001 (Vernon 1998 and
Supp. 2006), §103.001 (Vernon 1998 and Supp. 2@16)3.003 (Vernon 1998 and Supp.
2003), 8103.051 (Vernon 1998 and Supp. 2006), 80d4(Vernon 1998 and Supp. 2006),
8104.001 (Vernon 1998), §104.201(Vernon 1998), §121 (Vernon 1998) and §121.052
(Vernon 1998).
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3.

10.

11.

12.

Under EX. UTIL. CODEANN. 8102.001 (Vernon 1998 and Supp. 2006), the Comamnidss
exclusive original jurisdiction over the rates aedvices of a gas utility that distributes natural
gas in areas outside of a municipality and overrétes and services of a gas utility that
transmits, transports, delivers, or sells natuaaltg a gas utility that distributes the gas to the
public.

In addition, Ex. UTIL. CODEANN. 8102.001 (Vernon 1998 and Supp. 2006) also proviges
the Commission has exclusive appellate jurisdictmmeview an order or ordinance of a
municipality.

Under EX. UTIL. CODE ANN. 8103.003 (Vernon Supp. 2006), a municipality mayehie
Commission exercise original jurisdiction over gtbty rates, operations, and services in the
municipality.

Under Ex.UTIL. CODEANN.8103.001 (Vernon 1998 and Supp. 2006) and §103\0&hon
1998 and Supp. 2006), a municipality has exclugiginal jurisdiction and the Commission
has appellate jurisdiction over the rates, opemati@nd services of a utility within the
municipality.

This Statement of Intent was processed in acocedaith the requirements of the Gas Utility
regulatory Act (GURA), and the Administrative Prdoee ACT, TEX. GOV'T CODE ANN.
882001.001-2001.902 (Vernon 2000 and Supp. 200BAJA

In accordance with the stated purpose of the §6litities Code, Subtitle A, expressed under
TEX. UTIL. CODEANN. §101.002 (Vernon 1998), the Commission has adghee the rates,
operations, and services established in this darkgust and reasonable to customers and to
the utilities.

TEX. UTIL. CODEANN. 8104.107 (Vernon 1998 and Supp. 2006) provide£thmmission’s
authority to suspend the operation of the schesfydeoposed rates for 150 days from the date
the schedule would otherwise go into effect.

TeX. UTIL. CODE ANN. 8104.107 (Vernon 1998 and Supp. 2006) providésoaity for the
local regulatory authority to suspend the operatibthe schedule of proposed rates for 90
days from the date the schedule would otherwisatgoeffect.

A municipality has standing in a case beforedbmmission that relates to a gas utility’s rates
and services in the municipality. The Commissias the right to consolidate a municipality
with any other party on an issue of common intereBtx. UTIL. CODE ANN. §103.023
(Vernon 1998).

In accordance with EX. UTIL. CODEANN. 8103.051 (Vernon 1998 and Supp. 2006), Atmos
Mid-Tex acted appropriately in its appeal of mupatidecisions.
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

Atmos Mid-Tex filed with the Commission its gitns for review within thirty days of the
final decision by the municipality, in accordanciwithe requirements ofek. UTiL. CODE
ANN. 8103.054 (Vernon 1998).

The proposed rates constitute a major chandefamed by Ex. UTIL. CODEANN. §104.101
(Vernon 1998).

In accordance withex. UTiL. CODE §104.103 (Vernon 1998), 16X. ADMIN. CODE ANN.
§7.230 (2006), and 16K. ADMIN. CODEANN.87.235 (2005), adequate notice was properly
provided.

In accordance with the provisions &XTUTIL. CODEANN.8104.102 (Vernon 1998 and Supp.
2006), 16 Ex. ADMIN. CODEANN. §7.205 (2005), and 1&X. ADMIN. CODE §7.210 (2005),
Atmos Mid-Tex filed its Statement of Intent to clgarrates.

Atmos Mid-Tex failed to meet its burden of praoficcordance with the provisions cfxt.
UTIL. CODE ANN. 8104.008 (Vernon 1998) on the elements of its rsigaerate increase
identified in this order.

The rates proposed by Atmos Mid-Tex are in ataoce with EX. UTIL CODEANN. §104.006
(Vernon 1998) because the rates established ftoroess of each environs area do not exceed
115 percent of the average of all rates for sinskarvices for all municipalities served by
Atmos Mid-Tex in the same county.

Atmos Mid-Tex’s intent to set system-wide ratesonsistent with 16 8x. ADMIN. CODE
§7.220 (2005), that provides that rates applicabteistomers located in the environs may be
the same as those rates in the nearest incorpaadn Texas served by the same utility.

The revenue, rates, and rate design as propggedos Mid-Tex are not just and reasonable;
unreasonably preferential, prejudicial, or discriatory; and not sufficient, equitable, and
consistent in application to each class of consuaeerequired by 8x. UTIL. CODE ANN.
§104.003 (Vernon 1998).

The revenue, rates, rate design, and serviegehproposed by Atmos Mid-Tex, as amended
and set out in this Order and accompanying schedale just and reasonable, are not
unreasonably preferential, prejudicial, or discriatory, and are sufficient, equitable, and
consistent in application to each class of consuyaeerequired by 8x. UTIL. CODE ANN.
§104.003 (Vernon 1998).

The overall revenues as established by thenigsdiof fact and attached schedules are
reasonable; fix an overall level of revenues fands Mid-Tex that will permit the Company
a reasonable opportunity to earn a reasonablenretuits invested capital used and useful in
providing service to the public over and abover#asonable and necessary operating
expenses, as required bgxt UTIL. CODE ANN. 8§ 104.051 (Vernon 1998); and otherwise
comply with Chapter 104 of the Texas Utilities Code
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23.

24.

25.

26.

27.

28.

29.

30.

31.

32.

33.

The revenue, rates, rate design, and serviggehapproved herein will not yield to Atmos
Mid-Tex more than a fair return on the adjustedigalf the invested capital used and useful
in rendering service to the public, as required’by. UTIL. CODE ANN. § 104.052 (Vernon
1998).

The rates established in this docket compott thié requirements ofEK. UTIL. CODE ANN.
8104.053 (Vernon 1998) and are based upon thetadjualue of invested capital used and
useful, where the adjusted value is a reasonabndm between the original cost, less
depreciation, and current cost, less adjustmenresent age and condition.

In accordance witheX. UTIL. CODE ANN. §104.054 (Vernon 1998) an&X. ADMIN. CODE
§7.5252, book depreciation and amortization wasutailed on a straight line basis over the
useful life expectancy of Atmos Mid-Tex’s propeand facilities.

In this proceeding, Atmos Mid-Tex has the burdéproof under EX. UTIL. CODE ANN.
8104.008 (Vernon 1998) to show that the proposedataanges are just and reasonable.

Pursuant to TUC 8104.055(b), payments to affiiaare excluded from Atmos Mid-Tex’s
invested capital or operating expenses unless déileoRd Commission of Texas specifically
finds each item or class of items reasonable acgssary and finds that the price to the
Company is not higher than the prices charged égtipplying affiliate to its other affiliates
or divisions or to a nonaffiliated person for tlz@re item or class of items.

Pursuant to TUC 8104.055(b), payments to dffiiaare not presumed to be reasonable.

Pursuant to TUC 8104.055(b), the Blueflame. gbmrto Atmos Mid-Tex are affiliate
transactions subject to the requirements of the TUC

Pursuantto TUC §104.055(b), the TXU Austrdhiarges to TXU Gas Company were affiliate
transactions subject to the requirements of the TUC

As provided in the findings of fact, Atmos Mi&X did not meet its burden of proof to meet
the requirements of TUC 8104.055(b) for all ofaffliate transactions.

As provided in the findings of fact, Atmos Mi@&X met its burden of establishing that

transactions charged by Blueflame are reasonableecessary and Atmos Mid-Tex does not
pay more than the price charged to other affiliategivisions or to a non-affiliated person for

the same item or class of items.

Rate case expenses for GUD 9670 will be coresitiey the Commission in accordance with
TEX. UTIL. CODE ANN. 8103.022 (Vernon 1998), 8§104.008 (Vernon 1988j 16 EX.
ADMIN. CoDE 87.5530 (2002), in a separate proceeding.
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34.

35.

36.

37.

38.

39.

40.

4].

42.

It is reasonable for the Commission to allow 8¢&fMlid-Tex to include a Gas Cost Recovery
Factor in its municipal and environs rates to pdevior the recovery of all of its gas costs, in
accordance with 16EX. ADMIN. CODE § 7.5519 (2005).

Atmos Mid-Tex is required by TB=x. ADMIN. CODE §7.315 (2005) to file electronic tariffs
incorporating rates consistent with this Order witihirty days of the date of this Order.

The rate setting methodologies set forth®. TJTIL. CODEANN. §104.05%t seqwere used
to set the rates in this proceeding.

No expenditure for the following special items $hd allowed as a cost of service for
ratemaking purposes: (1) funds spent for advediBin the purpose of influencing public
opinion with respect to legislative, administratigeelectoral matters, or with respect to any
controversial issue of public importance, includifignds spent to mail any such
information;(2) funds expended in support of or benship in social, recreational, fraternal,
or religious clubs or organizations; or (3) fundp@nded for contributions and donations to
charitable, religious, or other nonprofit organiaas or institutions. 16 8X. ADMIN. CODE

8§ 7.5414

Pursuant to TUC 8§ 104.301, until the issuance fofal order or decision by a regulatory
authority in a rate case that is filed after thelementation of a tariff or rate schedule under
this section all amounts collected under the tariffate schedule before the filing of the rate
case are subject to refund.

The amount the gas utility shall adjust thetysl rates upward or downward under the tariff
or rate schedule each calendar year is based odiffteeence between the value of the
invested capital for the preceding calendar yedrtha value of the invested capital for the
calendar year preceding that calendar year. Theevalthe invested capital is equal to the
original cost of the investment at the time theestment was first dedicated to public use
minus the accumulated depreciation related toitivastment. TUC 8§ 104.301(b).

In addition to the other report required unamtion 104.301, the gas utility shall file with
the regulatory authority an annual earnings momgpreport demonstrating the utility's
earnings during the preceding calendar year. TUG4&301(b).

Pursuant to 16Ex. ADMIN. CODE 8 7.310, each gas utility shall utilize the FetErzergy
Regulatory Commission’s (FERC) Uniform System ofcéuants (USOA) prescribed for
Natural Gas Companies subject to the provisionbe@Natural Gas Act (as amended from
time to time) for all operating and reporting pusps.

The cost of individual items of equipment of #malue or of short life, including small
portable tools and implements, shall not be chargedtility plant accounts unless the
correctness of the accounting therefor is veribgccurrent inventories. The cost shall be
charged to the appropriate operating expenseanigfgaccounts, according to the use of such
items, or, if such items are consumed directlyoinstruction work, the cost shall be included
as part of the cost of construction. Uniform 8ysif Accounts Prescribed for Natural Gas
Companies Subject to the Provisions of the NatG&s Act, 18 C.F.R. Pt. 201, Gas Plant
Instructions, 3 Components of Construction Cost, r{8te (2006).
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43.

44,

45.

46.

All overhead construction costs, such as engimgesupervision, general office salaries and
expenses, construction engineering and supeniisiathers than the accounting utility, law
expenses, insurance, injuries and damages, relepansions, taxes and interest, shall be
charged to particular jobs or units on the basiefamount of such overheads reasonably
applicable thereto, to the end that each job arshall bear its equitable proportion of such
costs, to the end that each job or unit shall ke@&quitable proportion of such costs and that
the entire cost of the unit, both direct and ovatheshall be deducted from the plant accounts
at the time the property is retired. Uniform Systef Accounts Prescribed for Natural Gas
Companies Subject to the Provisions of the NatGiasd Act, 18 C.F.R. Pt. 201, Gas Plant
Instructions, 4 Overhead Construction Costs, A 6200

As far as practicable, the determination of pthgharges includible in construction overheads
shall be based on time card distributions ther®difiere this procedure is impractical, special
studies shall be made periodically of the timeupiesvisory employees devoted to construction
activities to the end that only such overhead castsave a definite relation to construction
shall be capitalized. The addition to direct comndion costs of arbitrary percentages or
amounts to cover assumed overhead costs is noftfErm Uniform System of Accounts
Prescribed for Natural Gas Companies Subject t&’tbeisions of the Natural Gas Act, 18
C.F.R. Pt. 201, Gas Plant Instructions, 4 Overt@aastruction Costs, B (2006).

The record supporting the entries for overheasiruction costs shall be so kept as to show
the total amount of each overhead for each yearn#ture and amount of each overhead
expenditure charged to each construction work aaddrto each utility plant account, and the

the basis for distribution of such costs. Unifd8ystem of Accounts Prescribed for Natural

Gas Companies Subject to the Provisions of therde@as Act, 18 C.F.R. Pt. 201, Gas Plant

Instructions, 4 Overhead Construction Costs, C §200

In connection with the acquisition of gas plamstituting an operating unit or system, the
utility shall procure, if possible, all existinga@ds relating to the property acquired, or
certified copies thereof, and shall preserve sedonds in conformity with regulations or

practices governing the preservation of recordssaiwn construction. Uniform System of

Accounts Prescribed for Natural Gas Companies 8ttgje¢he Provisions of the Natural Gas
Act, 18 C.F.R. Pt. 201, Gas Plant Instructions,as 8lant Purchased or Sold, E (2006).

IT IS THEREFORE ORDERED that Atmos Mid-Tex’s proposed schedule of ratetaseby
DENIED.

IT ISFURTHER ORDERED that the rates, rate design, and service chargiablished in the
findings of fact and conclusions of law and in #itached Schedules for Atmos Mid-Tex are
APPROVED.

ITISFURTHER ORDERED that Atmos Mid-Tex shall provide a refund to cusérs for amounts
included in the interim rate adjustment filingsttigere not just and reasonable. The amount of the
refund shall be $2,568,955.



GUD NO. 9670 FIRST REVISED PROPOSED ORDER PAGE 29

ITISFURTHER ORDERED that, in accordance with T&x. ADMIN. CODE 87.315, within 30 days
of the date this Order is signed, Atmos Mid-Texdila tariffs with the Gas Services Division. &h
tariffs shall incorporate rates, rate design, amrglise charges consistent with this Order, asdtate
the findings of fact and conclusions of law andvghan the attached Schedules.

IT ISFURTHER ORDERED that Atmos Mid-Tex shall not charge any rate thas not been
successfully filed and accepted as a tariff fikghectronically pursuant to Tex. Util. Code 8§88 1.1
and 104.002 and 16X. ADMIN. CODE ANN. § 7.315 (2005).

IT ISFURTHER ORDERED that this Order shall not be final and effectiveiltwenty days after

a party is notified of the Commission’s Order. ©ndex. Gov' T CoDE § 2001.142(c), a party shall
be presumed to have been notified of the Commiss@rder three days after the date on which the
notice is actually mailed. If a timely motion fimhearing is filed by any party at interest, thrsl€»
shall not become final and effective until such imis overruled or, if granted, this Order shal b
subject to further action by the Commission purstsaex. Gov’' T CODE §2001.146(e), the time
allotted for Commission action on a motion for ratieg in this case prior to its being overruled by
operation of law, is hereby extended until 90 daysh the date the order is served on the parties.

IT IS FURTHER ORDERED that all proposed findings of fact and conclusiafisiaw not
specifically adopted in this Order are her&@BHNIED. IT ISALSO ORDERED that all pending
motions and requests for relief not previously ¢gdror granted herein are herdbigNIED.

SIGNED this day of March, 2007.

RAILROAD COMMISSION OF TEXAS

ELIZABETH A. JONES
CHAIRMAN

MICHAEL L. WILLIAMS
COMMISSIONER
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VICTOR G. CARRILLO
COMMISSIONER

SECRETARY
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SECRETARY



