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IN RE: PETITION TO OPEN AN
INVESTIGATION TO DETERMINE
WHETHER ATMOS ENERGY CORP.
SHOULD BE REQUIRED BY THE TRA
TO APPEAR AND SHOW CAUSE THAT
ATMOS ENERGY CORP. IS NOT
OVEREARNING IN VIOLATION OF
TENNESSEE LAW AND THATIT IS
CHARGING RATES THAT ARE JUST
AND REASONABLE

Q.

Filed Electronically in Docket Office on 07/17/06 @ 2:30pm

IN THE TENNESSEE REGULATORY AUTHORITY

NASHVILLE, TENNESSEE

Docket No. 05-00258
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TESTIMONY OF THOMAS H. PETERSEN

Please state your name, job title and business address.

My name is Thomas H. Petersen. | am Director of Rates for Atmos Energy
Corporation (“Atmos” or “Company”), 5430 LBJ Freeway,'DaIIas, Texas 75240. |
am responsible for rate studies of the Company’s gas utility operations in 12

states including Tennessee.

What is your educational background and professional experience?

| received a Bachelor of Science degree in accounting from the University of
Nebraska at Omaha and a Master of Arts degree with a major in finance from the
University of lowa. | am a Chartered Financial Analyst. From July 1980 through
March 1989, | was employed in Rates and Tariffs Division of the Kentucky Public
Service Commission. | was Manager of Rates and Revenue Requirements for
Atmos from April 1989 through September 1997. | was Director of Price Policy
and Administration from October 1997 through September 1998. | have been in

my current position since October 1998.
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What is the scope of your testimony in this proceeding?

My testimony presents the calculation of the company’s projected revenue
deficiency for the attriton year ended September 30, 2007. It shows the
calculation of an average rate base for the period, and incorporates the capital
structure presented by Ms. Sherwood, the rate of return presented by Dr. Murry,
shared services depreciation rates presented by Mr. Roff, cost allocation
changes presented by Mr. Cagle and the expense and revenue projections
presented by Mr. Waller into the deficiency calculation. The deficiency and rate
base calculations are shown in attached Schedules THP-1 through THP-10 and

related work papers.

Please explain Schedule THP-1.

_ Schedule THP-1 summarizes the elements of the cost of service including gas

cost expense, operation and maintenance expense, depreciation expense, taxes
other than income taxes, return on rate base income tax and interest on
customer deposits and compares the total cost of service to revenues at present
rates to calculate a net revenue deficiency. The resulting total projected revenue
deficiency for the attrition year ended September 30, 2007 is $3,393,287.

Please explain Schedules THP-2 and THP-3.
Schedule THP-2 shows the projected attrition year revenues from Mr. Waller's
testimony and Schedule THP-3 shows the projected cost of gas from Mr. Waller’s

testimony.

Please explain Schedule THP-4.
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Schedule THP-4 shows the projected attrition year operation and maintenance
expenses from DR #3 and the adjustments to remove the rent on intercompany
leased property, deduct the gain on the sale of the Maryland Way property,
include a three year amortization of rate case expenses, include a three year
amortization of environmental clean-up costs related to Docket 94-02529 and
adjust for cost allocation changes discussed in Mr. Waller's and Mr. Cagle’s
testimony. The calculation of the amortization of environmental costs already
deferred and further environmental costs budgeted for the attrition year is shown
on work paper WP THP 4-1. Projected attrition year operation and maintenance
expenses while including some of the cost changes related to the Mid-States
reorganization did not consider cost allocation changes. The calculation of the
effect of pro forma cost allocation changes on attrition year operation and
maintenance expenses as presented in DR #3 is shown on work paper WP THP
4-2.

Please Explain Schedule THP-5.

Schedule THP-5 shows the projected attrition year taxes other than income taxes
expense from DR #3 and an adjustment to incorporate pro forma cost allocation
factors. Projected attrition year taxes other than income taxes while including
some of the cost changes related to the Mid-States reorganization did not
consider cost allocation changes. The calculation of the effec’i of pro forma cost
allocation changes on attrition year taxes other than income taxes as presented
in DR #3 is shown on work paper WP THP 5-1.

Please Explain Schedule THP-6.

Schedule THP-6 shows the projected attrition year depreciation and amortization
expense from DR #3, an adjustment to reflect the proposed depreciation rates on
shared services assets discussed in Mr. Roff's testimony and incorporates pro

forma cost allocation factors and an adjustment to reflect the net elimination of
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intercompany leased property. The calculation of attrition year depreciation
expense at proposed shared services depreciation rates on work papers WP
THP 6-1 and WP THP 7-1 uses pro forma allocation factors.

Please Explain Schedule THP-7.

Schedule THP-7 shows the calculation of the projected attrition year rate base.
The rate base includes the projected thirteen month averages of the original cost
of plant, accumulated depreciation, construction work in progress, storage gas
investment, materials and supplies, prepayments, accumulated deferred income
tax, customer advances, customer deposits, deferred rate case expenses. The
items included are generally consistent with the items included in the rate base in
the company’s monthly 3.03 reports to the TRA. The differences from the 3.03
filings are that prepayments are included in Schedule THP-7 while cash working
capital and a credit for the unpaid for portion of material and supplies are
included in the 3.03 filings. The company has not performed a lead-lag study to
identify its cash working capital requirements and the company’s general ledger
does not separately identify accounts payable related to materials and supplies.
The amount of prepayments included in rate base in Schedule THP-7 is
approximately $724,000 which is less than the approximately $1,170,000
included in rate base in the monthly 3.03 reports for cash working capital net of a

credit for the unpaid for portion of material and supplies.

Most of the amounts included in rate base are based on the company's
responses to DRs #33 and #36. Those data responses included projections
through the attrition year prepared by the company’s planning and budget
department. These attrition year projections included general office cost
allocations using allocation factors from the current year. | have revised the
calculation of the items included in rate base to use the pro forma allocation
factors presented in Mr. Cagle’s testimony. This reallocation is shown on work
papers WP THP 7-4 and WP THP 7-5. These allocation factors reflect the
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reorganization of the Mid-States and Kentucky Divisions on October 1, 2006
discussed in Mr. Waller's testimony. The allocation factors are summarized on
work paper WP THP 7-6. That work paper also shows the calculation of a
blended or weighted average allocation factor for shared services rate base
items. Approximately 70 percent of shared services plant investment relates to
customer support services with the remainder related to general office plant. The
allocation factor from shared services to Tennessee for customer service plant is
3.99% and the allocation factor for general office plant is 4.24%. The projected
shared services plant and other rate base items from DRs 33 and 36 are not
broken out between customer service and general office amounts. Therefore a
weighted average shared services to Tennessee allocation factor of 4.07% is
calculated on work paper WP THP 7-6. The change in allocation factors from
those used in DR #33 reduces rate base by approximately $784,000. The
deferred rate case expenses are based on the legal and consulting cost
estimates from MFR #45 plus an estimated $25,000 of miscellaneous rate case
expenses and a three year amortization of the total deferred rate case expenses.
The rate base is adjusted to include the projected net book value of the
intercompany leased property, deduct the unamortized gain on the sale of the
Maryland Way property and to increase accumulated depreciation for the
implementation of proposed shared services depreciation rates at the beginning
of the attrition year. The calculation of the accumulated depreciation adjustment
is shown on work papers WP THP 7-1 through WP THP 7-3.

Please Explain Schedule THP-8.

Schedule THP-8 shows the calculation of income taxes on the required return on

rate base.

Please Explain Schedule THP-9.
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Schedule THP-9 shows the calculation of the overall cost of capital based on the
target capital structure from Ms. Sherwood'’s testimony of 50% equity and 50%
debt, a debt cost rate based on the annualized cost rate on long tern debt as of
April 30, 2006 of 6.03% and the required rate of return on equity from Dr. Murry’s
testimony of 12%. The resulting weighted average cost of capital is 9.02%.

Please Explain Schedule THP-10.

Schedule THP-10 shows the calculation of a rate of return on rate base and a
rate of return on the equity financed portion of rate base for the attrition period
with costs and revenues as presented in schedules THP-2 through THP-9. The
resulting rate of return on rate base is 7.80% and the rate of return on the equity

financed portion of rate base is 9.57%.

Does this conclude your testimony?

Yes.



Tennessee Distribution System
Cost of Service
Twelve Months Ended to September 30, 2007

Schedule THP-1

Line
No. Description Reference Amount
(@) (b) (c)
1 Cost of Gas Schedule 3 $143,086,066
2
3 Operation & Maintenance Expense Schedule 4 14,309,933
4
5 Depreciation & Amortization Expense Schedule 6 12,758,460
6
7 Taxes Other Than Income Taxes Schedule 5 6,090,833
8
9 Return Schedule 7 15,282,436
10
11 Income Tax Schedule 8 6,561,066
12
13 Interest on Customer Deposits 470,796
14
15 Total Cost of Service 198,559,590
16
17
18 Revenue at Present Rates Schedule 2 195,166,303
19
20  Net Revenue Deficiency 3,393,287




Tennessee Distribution System
Interest on Customer Deposits
Twelve Months Ended September 30, 2007

WP THP 1-1

Line
No. Description Amount
(a) (b)
1 Average Customer Deposit Balance $6,082,633
2
3 Interest Rate on Customer Deposits 7.74%
4
5  Adjusted Customer Deposit Interest $470,796




Tennessee Distribution System

Schedule THP-2

Summary of Revenue at Present Rates
Twelve Months Ended September 30, 2007

Line

No. Description Amount Source
(a) (b) (c)

1 Revenues 195,166,303 Dr#3

2

3 Adjustments -

4

5 Adjusted Margin 195,166,303




Schedule THP-3
Tennessee Distribution System
Cost of Gas
Twelve Months Ended September 30, 2007

Line
No. Description Amount Source

(a) (b)

Gas Cost $143,086,066 Dr#3

1
2
3 Adjustments
4
5

Total Gas Cost 143,086,066




Tennessee Distribution System
Operation and Maintenance Expenses
Twelve Months Ended September 30, 2007

Schedule THP-4

Line
No. Description Amount ($)
(b) ()

1
2  Storage Trans. & Dist.-Oper 4,451,731
3
4  Storage Trans. & Dist.-Mtnce 474,886
5
6 Customer Accounts Expense 2,339,060
7
8  Sales Expense 173,884
9
10 Administrative and General Expenses 7,956,954
"
12 Total Operation and Maintenance Expenses - Unadjusted 15,396,515
13
14 Adjustments to O&M
15 Net Elimination of Intercompany Leased Property (2,079,882)
16 Gain on sale of Maryland Way Property (20,244)
17 Amortization of rate case expense 55,000
18 Amortization of Manufactured Gas Plant Clean-up 637,802
19 Reorganization related allocation change 320,742
20
21 Total Adjustments (1,086,582)
22
23 Total Adjusted Operation and Maintenance Expenses 14,309,933




WP THP 4-1
Tennessee Distribution System
Proposed Amortization of Environmental Remediation costs
Twelve Months Ended to September 30, 2007

Line Account Balance
No. Number Description Mar-06
1 1860.13927 Johnson, City, TN $ 299,829
2 1860.13927 Bristol, TN 750,465
3 1860.13936 TN Tank Removal 183,112
4 Total $ 1,233,407
5
6 Projected spending FY 2007 680,000
7
8 Total 1,913,407
9
10 Amortization - 3 years 637,802




WP THP 4-2
Tennessee Distribution System
Change in Attrition Year O&M Related to Proforma Allocation Factors
Twelve Months Ended to September 30, 2007

Line

No. Description Amount
1  Mid-States General Office Projected O&M $ 26,593,572
2 [Including SSU allocations and changes due to reorganization]
3
4  Proforma Mid-States Genral Office Allocation Factor 27.6%
5
6 Mid-States General Office Projected O&M Allocated to Tennessee 7,338,940
7
8 Mid-States General Office Projected O&M Allocated to Tennessee 7,018,197
9 [Consistent with O&M in DR #3]

—_
O

Increase 320,742



Schedule THP-5
Tennessee\ Distribution System
Taxes Other Than Income Taxes
Twelve Months Ended September 30, 2007

Total

Line Georgia
No. Description Distribution

(a) (b)

Taxes Other Than Income Taxes

1 Total Unadjusted $ 6,116,416
2
3 Adjustments
4
5 Reorganization related allocation change (25,583)
6
7
8  Total Adjustments (25,583)
9

P S - |

Total Taxes Other Than Income Taxes, As Adjusted $6,090,833




WP THP 5-1
Tennessee Distribution System
Change in Attrition Year Taxes Other Than Income Related to Proforma Allocation Factors
Twelve Months Ended to September 30, 2007

Line

No. Description Amount
1  Mid-States General Office Projected Taxes Other Than Income $ 850,754
2 [Including SSU allocations and changes due to reorganization]
3
4  Proforma Mid-States Genral Office Allocation Factor 27.6%
5
6 Mid-States General Office Projected Taxes Other Than Income 234,780
7 Allocated to Tennessee
8 Mid-States General Office Projected Taxes Other Than Income 260,363
9  Allocated to Tennessee [Consistent with O&M in DR #3]
10

Increase (25,583)



Schedule THP-6
Tennessee Distribution System
Depreciation and Amortization Expense
Twelve Months Ended September 30, 2007

Line
No. Description Amount Source
(a) (b)
1 Depreciation and Amortization Expense $ 12,000,217 DR#3
2
3 Adjustment to reflect Attrition Year Level of 519,659 WP THP 6-1
4 Plant and Proposed SSU Depreciation rates
5 and proforma allocation factors
6
7  Net Elimination of Intercompany Leased Property 238,584 DR #42
8
9
10 Total Depreciation and Amortization Expense, As Adjusted $ 12,758,460




Tennessee Distribution System
Depreciation Expense Adjustment
Proforma SSU Depreciation (Company 10)
Twelve Months Ended to September 30, 2007

WP THP 6-1

Line
No. Description Amount
1 Tennessee Depreciation Excluding SSU as included in DR #33 $ 10,929,017
g Reduction ot Tennessee Depreciation Excluding SSU to reflect
4 proforma allocation factors $ (70,460)
g Proforma SSU Allocated Depreciation Expense from SSU (WP 7-1) 1,661,319
g Proforma Depreciation Expense $ 12,519,876
190 DR #3 Depreciation Expense 12,000,217
1; Proforma Depreciation Adjustment $ 519,659




Schedule THP-7
Tennessee Distribution System

Rate Base & Return
Twelve Months Ended to September 30, 2007
Thirteen Month Average
Line
No. Description Amount

(a)

1 Original Cost of Plant
2
3 Accumulated Depreciation and Amortization
4
5 Construction Work in Progress per Books
6
7 Storage Gas Investment
8
9 Material & Supplies
10
11 Deferred Rate Case Expenses
12
13 Prepayments
14
15 Accumulated Deferred Income Tax
16
17 Customer Advances for Construction
18
19 Customer Deposits
20
21 Adjustments:
22 Net Elimination of Intercompany Leased Property
23 Unamortized Maryland Way Gain
24  Proposed SSU Depreciation Rates
25 Total Rate Base
26
27
28 Return @ Overall Cost of Capital on Rate Base

(b)
$317,595,022
(138,491,810)

5,170,361
16,616,293
38,945
137,500
723,572
(32,917,653
(39,063)
(6,082,633)
7,126,069

(28,708)
(419,556)

169,428,338

15,282,436




Tennessee Distribution System
Accumulated Depreciation Adjustment
Proforma SSU Depreciation (Company 10)
Twelve Months Ended to September 30, 2007

WP THP 7-1

SSU Proforma Proforma  Proforma DR #33 DR#33  Adjustment
Gas Plantin  Depreciation Depreciation Depreciation Depreciation Depreciation to

Service (Account at composite Allocated to  Additions to  Allocated to  Additions to  Accumulated

Month 101) rates Tennessee Accumulated Tennessee Accumulated Depreciation
Sep-06 234,325,396

Oct-06 235,658,729 3,298,898 134,265 134,265 71,030 71,030 63,235

Nov-06 236,992,062 3,317,563 135,025 269,290 71,432 142,462 126,828

Dec-06 238,325,396 3,336,228 135,784 405,074 71,834 214,295 190,779

Jan-07 239,658,729 3,354,893 136,544 541,619 72,236 286,531 255,088

Feb-07 240,992,062 3,373,558 137,304 678,922 72,637 359,168 319,754

Mar-07 242,325,396 3,392,222 138,063 816,986 73,039 432,208 384,778

Apr-07 243,658,729 3,410,887 138,823 955,809 73,441 505,649 450,160

May-07 244,992,062 3,429,552 139,583 1,095,392 73,843 579,492 515,900

Jun-07 246,325,396 3,448,217 140,342 1,235,734 74,245 653,737 581,998

Jul-07 247,658,729 3,466,882 141,102 1,376,836 74,647 728,383 648,453

Aug-07 248,992,062 3,485,547 141,862 1,518,698 75,049 803,432 715,266

Sep-07 250,325,396 3,504,212 142,621 1,661,319 75,451 878,883 782,437

Average 242,325,396 890,829 471,272 419,556

FY 2007 total 40,818,659 1,661,319 878,883
Composite depreciation rate 16.8%

Allocation percentage to Tennessee 4.07%



Tennessee Distribution System

Accumulated Depreciation Adjustment
Composite Shared Services Depreciation Rate
Twelve Months Ended December 31, 2005

Shared Services General Office

Fully &

WP THP 7-2

Line Non-Deprec Depreciable  Depr. Proforma
No.  Account Description Balance Plant Plant Rate  Depreciation
(@) (b) () (d) (e) () @

1 390 Improvements to Leased Premises $5,865,602 $5,865,602  12.26%  $719,123
2 391 Office Fumniture & Equipment 10,385,073 10,385,073 3.29% 341,669
3 391.02 Remittance Processing Equipment 53,365 53,365 0 1137% 0
4 391.03 Office Furniture & Equipment 1,160,987 1,160,987 0 1.17% 0
5 392 Transportation Equipment 18,885 18,885 0 28.96% 0
7 393 Stores Equipment 6,063 6,063 0 10.00% 0
8 394 Tools & Work Equipment 33,042 33,042 0 10.00% 0
9 397 Communication Equipment - Telephone 1,737,456 1,737,456 11.64% 202,240
10 398 Miscellaneous Equipment 631,550 631,550  20.86% 131,741
" 399 Other Tangible Property 10,196 10,196 23.99% 2,446
12 399.01 Other Tangible Property-Servers Hardware 2,786,265 2,786,265  28.15% 784,333
13 399.02 Other Tangible Property-Servers Software 1,440,287 1,440,287  29.95% 431,366
14 399.03 Other Tangible Property-Network-Hardware 350,749 350,749  29.09% 102,033
15 399.04 Other Tangible Property-CPU 1,095,465 1,095,465 0 26.26% 0
16 399.05 Other Tangible Property-MF Hardware 1,159,964 1,159,964 0 1576% 0
17 399.06 Other Tangible Property-PC Hardware 4,886,184 4,886,184  47.16% 2,304,324
18 399.07 Other Tangible Property-PC Software 1,043,348 1,043,348  26.52% 276,696
19 399.08 Other Tangible Property-Application Software 26,508,039 26,508,039 17.02% 4,511,668
20 399.09 Other Tangible Property-System Software 3,089,128 3,089,128 6.21% 191,835
21 399.24 Other Tangible Property-GenStartupCost 0 0 10.81% 0
22 Total 962,261,648 $3,527,772 $58,733,877 9,999,475
23 Total Including Customer Support WP 7-3 $204,441,638 34,342,823
24 Compsite Depreciation Rate 16.80%




Tennessee Distribution System
Accumulated Depreciation Adjustment
Composite Shared Services Depreciation Rate
Twelve Months Ended December 31, 2005

Shared Services Customer Support

WP THP 7-3

Line Non-Deprec Depreciable Depr.  Proforma
No. Account Description Balance Plant Rate Depreciation
(a) (b) (c) @ (h) (i)

1 390 improvements to Leased Premises $3,519,069 $3,519,069 12.26% 431,438
2 391 Office Furniture & Equipment 56,077 56,077 3.28% 1,845
3 391.02 Remittance Processing Equipment 0 0 11.37% 0
4 391.03 Office Furniture & Equipment 0 0 117% 0
5 392 Transportation Equipment 0 0 28.96% 0
6 393 Tools & Work Equipment 0 0 10.00% 0
7 394 Tools & Work Equipment 0 0 10.00% 0
8 397 Communication Equipment - Telephone 22,021,825 22,021,825 11.64% 2,563,340
9 398 Miscellaneous Equipment 1,916 1,916 20.86% 400
10 399 Other Tangible Property 214,670 214,670 23.99% 51,499
11 399.01 Other Tangible Property-Servers Hardware 9,628,535 9,628,535 28.15% 2,710,433
12 399.02 Other Tangible Property-Servers Software 6,854,583 6,854,583 29.95% 2,052,948
13 399.03 Other Tangible Property-Network-Hardware 459,775 459,775 29.09% 133,749
14 399.04 Other Tangible Property-CPU 0 0 26.26% 0
15 399.05 Other Tangible Property-MF Hardware 0 0 15.76% 0
16 399.06 Other Tangible Property-PC Hardware 2,544,181 2,544,181 47.16% 1,199,836
17 399.07 Other Tangible Property-PC Software 1,557,860 1,657,860 26.52% 413,145
18 399.08 Other Tangible Property-Application Software 72,149,171 72,149,171 17.02% 12,279,789
19 399.09 Other Tangible Property-System Software 0 0 621% 0
21 399.24 Other Tangible Property-GenStartupCost 23,172,326 23,172,326  10.81% 2,504,928
22 Total $142,179,989 $0 $142,179,989 24,343,349




Tennessee Distribution System
Rate Base & Return

Twelve Months Ended to September 30, 2007
Change due to proforma alioction factors

WP THP 7-4

FY 2006 Pro Forma
Line Allocation Factors  Allocation Factors
No. Description Amount Amount Difference Source / Description
(@) (b) () (@ (e)

1 Original Cost of Plant $318,920,976 317,595,022 (1,325,954) DR #33 & #36 - Account 101

2

3 Accumulated Depreciation and Amortization (139,623,342) (138,491,810) 1,131,532 DR #33 & #36 - Account 108

4

5 Construction Work in Progress per Books 5,811,376 5,170,361 (641,014) DR #33 & #36 - Account 107

8

7 Storage Gas Investment 16,616,293 16,616,293 - DR#33 & #36 - Account 164.1
8

9 Material & Supplies 61,606 38,945 (22,662) DR #33 & #36 - Account 154
10

11 Deferred Rate Case Expenses 137,500 137,500 - MFR #45 plus 25K misc exp & 3yr amort
12

13 Prepayments 737,252 723,572 (13,680) DR #33 - Account 165

14

15 Accumulated Deferred Income Tax (33,005,385) (32,917,653) 87,732 DR #33 & #36 - Accts 190, 282, 283
16

17 Customer Advances for Construction (32,476) (39,063) (6,588) DR #33 & #36 - Account 252
18

19 Customer Deposits (6,082,633) (6,082,633) - DR#33 &#36 - Account 235
20

21 Adjustments:

22 Net Elimination of Interco. Leased Property 7,126,069 7,126,069 (0) DR#36

23 Unamortized Maryland Way Gain (28,708) (28,708) - DR#36

24 Proposed SSU Depreciation Rates (426,123) {419,556) 6,566

25 Total Rate Base 170,212,404 169,428,338 (784,066)
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WP THP 7-6
Tennessee Distribution System

Allocation Factors
Twelve Months Ended September 30, 2007

Line Allocation
No. Description Factors

(a) (b) (©) (d)

1 Composite allocation factor SSU to Mid- States 0.1538
2

3 Composite allocation factor Mid- States to Tennessee 0.2760
4

5 Composite allocation factor SSU to Tennessee 0.0424
6

7

8 Customer allocation factor SSU to Mid- States 0.1519
9

10 Customer allocation factor Mid- States to Tennessee 0.2624
11

12 Customer allocation factor SSU to Tennessee 0.0399
13

14

15 SSU General Office Plant WP 7-2 $62,261,648  30.45%

16 SSU Customer Support Plant WP 7-3 $142,179,989 69.55%

17 $204,441,638 100.00%

18

19 SSU Average Rate Base Allocation Factor

20  Composite allocation factor SSU to Tennessee 0.0424 30.45%  0.0129
21 Customer allocation factor SSU to Tennessee 0.0399 69.55%  0.0277
22 Average Factor 0.0407



Tennessee Distribution System
Computation of Federal Income Taxes
Twelve Months Ended September 30, 2007

Line
No. Description

Schedule THP-8

(a)

1 Required Return
2
3 Interest Deduction
4
5 Equity Portion of Return
6
7 Application of Tax Rate to Equity Return - Tennessee 6.5%
8
9 Application of Tax Rate to Equity Return - Federal 35%
10
11
12
13 Tax Expansion Factor
14
15 Total Income Tax Liability

(b)
$15,282,436

5,116,736

10,165,700
660,771

$3,326,725

$3,987,496

1.64541

$6,561,066




Schedule THP-9
Tennessee Distribution System
Overall Cost of Capital
Twelve Months Ended September 30, 2007

Line Overall Cost
No. Description Percent Cost Rate of Capital
(a) (b) (c) (d)
1 Long Term Debt Capital 50.00% 6.03% 3.02%
2 Equity Capital 50.00% 12.00% 6.00%
3
4  Total Capital 100.0% 9.02%




Schedule 10
Tennessee Distribution System
Rate of Return
Twelve Months Ended to September 30, 2007

Line
No. Description Reference Amount
(a) (b) (c)
1 Total Reveunes Schedule 2 $195,166,303
§ Gas Cost Schedule 3 143,086,066
g Operation & Maintenance Expense Schedule 4 14,309,933
6
7 Depreciation & Amortization Expense Schedule 6 12,758,460
g Taxes Other Than Income Taxes Schedule 5 6,090,833
1(1) Income Tax Wp 10-1 5,230,057
g Interest on Customer Deposits 470,796
12 Return on Rate Base $ 13,220,158
13 Total Rate Base Schedule 7 169,428,338
18 Rate of Return on Rate Base 7.80%
3(1) Interest Expense Schedule 8 5,116,736
gg Return on Equity $8,103,422
24
25 Rate of Return on Equity 9.57%



Tennessee Distribution System
Computation of Federal Income Taxes for Sch 10
Twelve Months Ended to September 30, 2007

Wp 10-1

Line
No. Description Amount
(a) (b)

1 Net Operating Income Before Income Tax $18,450,215
g Interest Deduction 5,116,736
g Equity Portion of Return 13,333,479
3 Application of Tax Rate to Equity Return - Tennessee 6.5% 866,676
g Application of Tax Rate to Equity Return - Federal 35% $4,363,381
1(1) Income Tax Expense $5,230,057






