Atmos Energy Corporation

!|_ Municipal Gas Rate Case

City Counclil Briefing
September 20, 2006



i Purpose

s Advise Council of:

= Atmos Energy Corporation’s Statement of
Intent to Change Rates in the Atmos
Energy Corp., Mid-Tex Division Gas Utility
System

=« Consultant’s findings
= And City Manager’s recommendation



i Background

= Franchise Ordinance authorizes Atmos
Energy Corporation (Atmos) to provide
natural gas utility service in Dallas

= Gas Utilities Regulatory Act (GURA) and
Franchise Ordinance

« City has original jurisdiction for distribution
rates

= The Texas Railroad Commission (RRC) has
appellate jurisdiction



Background

i (Continued)

= Gas bill components

= City Gate Rate usage charge
« Approved by RRC
= Cost from producer and transmission company
to City limits
= Includes the cost of gas

= The Gate Rate typically comprises 70% of
residential charges and 80% of commercial
charges




Background

i (Continued)

= Local distribution charges
= Approved by City

= Charges for distribution from “City limits”
to customers

= Monthly customer charge
= Local usage charge




Background
(Continued)

= Four billing classes
= Residential

= Commercial
= Businesses and apartments with gas for common use

= Industrial
= Contract for a minimum of 125 Mcf per month
= Service may be interrupted in extreme conditions

= [ransport
= Fee charged to transport gas between two other parties



Background

i (Continued)

= Rate setting process

= On May 31, 2006 Atmos filed its notice of
Intent to increase gas rates

= Original period of 35 days to render
decision or extend the deadline an
additional 90 days (125 days total)




Background

i (Continued)

s Current Rates

= Rates currently being charged by Atmos
were set by the Railroad Commission of
Texas in GUD 9400

= Rates were set on a system wide basis

= GUD 9400 is presently on appeal in Travis
County District Court
= The City of Dallas is participating in that appeal




Background

i (Continued)

= Current Rates also include thee Gas Reliability
Infrastructure Program (GRIP) increases

= GRIP allows interim rate increases based on
Increases in net investment in plant

= City denied each of the GRIP adjustments
= RRC granted the GRIP adjustments on appeal
= GRIP increases only affect the customer charge




i Current Filing

= Atmos has filed this case with the RRC
and the 440 incorporated cities In its
service area
= The City has original jurisdiction on the
distribution rates within the corporate
limits
= The RRC has original jurisdiction in

environs and unincorporated areas and
appellate jurisdiction over the city’s rates
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Current Filing
i Continued

= Atmos has requested that the City
either deny the rate request or defer
jurisdiction to the RRC

= Atmos has indicated that it will appeal any
municipal decision to the RRC in order to
maintain system wide rates

= Other cities have already denied the rates
and the rates are on appeal at the RRC
(GUD 9670)
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Current Filing
i Continued

= Atmos is seeking an increase in revenues of
$60.9 million from all ratepayers
= Residential Base revenue would increase 24.32%
= Commercial Base revenue would increase 7.77%

= Industrial/Transportation Base revenues would
decrease 55.94%

= Service charge rev. would remain unchanged
= Jotal Base revenue would increase 16.59%
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Current Filing
i Continued

= Atmos has not provided any Dallas
specific data as required by the City
Rate Filing Package

= Atmos has indicated they will appeal
any City rate order to the RRC so as to
obtain uniform statewide rates

13



Current Filing
i Continued

= Staff and outside legal counsel have
determined that it is appropriate for the
City to set rates in this matter

= The City retained Diversified Utility
Consultants to review the rate filing and
recommend rates to be set by the City
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i Consultants’ Findings

= Diversified Utility Consultants, Inc.
(DUCI) issued Iits report to the City on
September 12, 2006 (copy attached)

s DUCI identified several areas of concern
with the rate request
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Consultants’ Findings
i Continued

s Accumulated Deferred Income taxes
(ADIT):
= ADIT reduce the amount of investment
upon which the utility earns a return

= When Atmos purchased the system from
TXU, ADIT was not transferred to Atmos

=« The merger should not have a negative
Impact on rate payers

= ADIT must be recaptured to the prior level
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Consultants’ Findings
i Continued

= Cash Working Capital (CWC)

= In the prior case, the company requested a
negative CWC

= RRC ordered a negative CWC over $60
million in GUD 9400
= Atmos is requesting a positive CWC in this
filing
= Request is based on new and flawed
approaches to the calculation
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Consultants’ Findings
i Continued

s Atmos Shared Services Division

= Provides corporate overhead activities
Including billing to all operating divisions of
Atmos Energy

= The amount of the expense and the
allocation to Dallas and the Mid-Tex
Division are excessive
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Consultants’ Findings

i Continued

= Other Expense Adjustments

= Significant adjustments were made In
relation to contract expenses, marketing,

and uncollectib

= Numerous sma
required to ma

e expenses

ler adjustments were
Ke the level of expenses

reasonable and

necessary
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Consultants’ Findings
i Continued

= Depreciation Expense

= Atmos requested an increase in net
negative salvage

= Atmos requested over a 100% Increase In
depreciation rates for the Shared Services
Division

= Such increases are unwarranted and not
justified
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Consultants’ Findings
i Continued

= Taxes other than income tax

« Rates as filed do not take into account the
Impact of recent legislation reducing property
taxes

= Revenue related taxes must be reduced due to
the other adjustments to the rate filing
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Consultants’ Findings
i Continued

= Rate of Return

=« Company requested a rate of return on equity
of 11.75%

= Consultant recommends a rate of return on
equity of 9%
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Consultants’ Findings
i Continued

= The combination of the various rate base,
return and expense adjustments results in
a rate decrease being warranted

= A base rate decrease of approximately
13.8% Is warranted based on these
adjustments
« Rates are contained in the following table
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Consultants’ Findings

Continued

DALLAS DISTRIBUTION SYSTEM

COMPARISON OF PRIOR, CURRENT AND PROPOSED

TARIFF RATES FOR RESIDENTIAL CUSTOMERS

Rates Prior to

GUD 9400
Customer Charge $8.50
Consumption Charge
First 3 Mcf $0.6262
Over 3 Mcf $0.6262

Current Rates*
$10.09

$1.2390

$0.9890

Atmos Energy
Requested Rates

$13.50

$3.5460

$0.3460

Consultant
Recommended
Rates

$9.05

$0.5846

$0.5846
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Consultants’ Findings
Continued

DALLAS DISTRIBUTION SYSTEM
COMPARISON OF PRIOR, CURRENT AND PROPOSED

TARIFF RATES FOR COMMERCIAL CUSTOMERS

Consultant
Rates Prior to Atmos Energy Recommended
GUD 9400 Current Rates* Requested Rates Rates
Customer Charge $14.75 $19.18 $30.00 $18.50
Consumption Charge
First 20 Mcf $0.6042 $0.7894 $1.2860 $0.5944
Next 10 Mcf $0.6042 $0.5394 $0.1000 $0.5944
Next 20 Mcf $0.5079 $0.5394 $0.1000 $0.4997
Next 300 Mcf $0.5079 $0.2894 $0.1000 $0.4997
Over 350 Mcf $0.3827 $0.2894 $0.1000 $0.3766
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