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1.0 INTRODUCTION AND SCOPE OF INVESTIGATION 

On September 11, 2001, the Chattanooga Gas Company (CGC or Company) filed a petition with the 
Tennessee Public Utility Commission (TPUC or Commission) for approval of a Performance Based 
Ratemaking Mechanism (PBRM) for its purchased gas costs. On January 8, 2002, the Commission 
approved CGC’s petition. On October 13, 2009, the Commission issued an Order in Docket No. 07-
00224 requiring a comprehensive triennial review (or audit) of the transactions and activities related 
to the Company’s PBRM for the period April 2010 – March 2013. This review was to be conducted by 
an independent consultant. Following a required RFP selection process, Exeter Associates, Inc. 
(Exeter) was selected as the independent consultant to perform this triennial review. In June 2014, 
Exeter submitted a report presenting the results of its review of CGC’s PBRM for the period April 2010 
– March 2013 (2014 Triennial Audit Report). 

In an Order issued in Docket No. 07-00224 on December 29, 2014, the TPUC voted to extend the 
PBRM triennial review process for the period April 2013 – March 2016. Exeter was selected through 
an RFP process to perform this review. Under its PBRM, CGC’s commodity gas costs are compared 
to a benchmark amount. If CGC’s total commodity cost of gas for a Plan Year (12 months ended 
June) does not exceed the benchmark amount by one percentage point for that Plan Year, CGC’s gas 
costs will be deemed prudent, and the audit required by TPUC Administrative Rule 1220-4-7-.05(1)(a) 
is waived. On August 26, 2016, CGC submitted its annual PBRM filing for the 12-month period ended 
June 30, 2016. That filing indicated that CGC’s commodity costs exceeded the benchmark amount 
by 3.3%. As a result, a prudency review of CGC’s purchased gas costs was required. On October 10, 
2016, CGC filed a motion with the Commission for a waiver of TPUC Administrative Rule 1220-4-7-
.05(1)(a), to expand the scope of the previously ordered April 2013 – March 2016 triennial PBRM 
review to include the review of CGC’s PBRM through June 2016, and to address the prudence of 
CGC’s gas costs for the period July 2015 – June 2016. The Utility Division of the TPUC (TPUC Staff) 
and the Consumer Advocate Unit in the Financial Division of the Tennessee Attorney General’s 
Office (Consumer Advocate) both supported CGC’s motion, and the motion was approved in an 
Order issued on January 31, 2017 in Docket No. 16-00098. Exeter submitted its report for the period 
April 2013 – June 2016 in July 2017 (2017 Triennial Audit Report). 

In an Order issued in Docket No. 07-00224 on November 9, 2017, the TPUC voted to extend the 
triennial review process for the period July 2016 – March 2019. Exeter was selected through an RFP 
process to perform this review. Exeter submitted its report for the period July 2016 – March 2019 in 
June 2020 (2020 Triennial Audit Report). 

In an Order issued in Docket No. 07-00224 on October 27, 2020, the TPUC voted to extend the 
triennial review process for the period April 2019 – March 2022. Exeter was selected through an RFP 
process to perform this review. Exeter submitted its report for the period April 2019 – March 2022 in 
June 2023 (2023 Triennial Audit Report). 

In an Order issued in Docket No. 07-00224 on November 6, 2023, the TPUC voted to extend the 
triennial review process for the period April 2022 – March 2025. Exeter has been selected through an 
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RFP process to perform this review. Exeter has also previously been selected to perform similar 
audits of the performance-based incentive programs of Piedmont Natural Gas Company (Piedmont) 
and Atmos Energy Corporation (Atmos). 

The scope of this audit is to review and evaluate the reasonableness of CGC’s and its affiliates’ gas 
procurement transactions and activities for the period April 2022 – March 2025 (audit period or 
review period). This audit includes review of: (1) CGC’s actual gas procurement transactions and 
costs, including storage activity, as reported in the Company’s Actual Cost Adjustment (ACA) filings, 
which provides for a reconciliation of CGC’s actual gas costs and gas cost recoveries; (2) CGC’s 
annual PBRM filings, which compare CGC’s actual commodity gas costs with benchmark amounts 
to evaluate the Company’s performance under the PBRM; and (3) CGC’s Interruptible Margin Credit 
Rider (IMCR) filings, which detail the sharing of revenue generated under the Company’s Asset 
Management and Agency Agreements (AMAs) and from the Company’s off-system sales activities. 

A draft report presenting the findings, results, and conclusions of Exeter’s review was provided to 
the Company, TPUC Staff, and the Consumer Advocate on April  20, 2026. On May 7, 2026, CGC 
provided its comments on the draft report to Exeter. CGC’s comments  provided a few typographical 
corrections. Exeter has incorporated CGC’s comments into this final report (Report).  

Exeter’s Report consists of five sections in addition to this introductory section. Section 2 of the 
Report identifies the interstate pipeline transmission companies serving CGC, the services the 
Company purchases from each pipeline, and the Company’s review period gas supply 
arrangements. Included in Section 2 is a description of the Company’s review period AMA with 
Sequent Energy Management, L.P. (Sequent), a former affiliate of CGC.1 Section 2 also provides a 
description of the CGC system and the markets it serves, and provides statistical data identifying the 
number of customers served and usage by customer class.  

Section 3 of the Report summarizes and evaluates CGC’s activities and performance under the 
PBRM. Section 3 also evaluates CGC’s citygate purchases which were excluded from the PBRM.2 
Section 4 evaluates CGC’s storage activities. The reasonableness of CGC’s capacity portfolio is 
evaluated in Section 5. This includes an evaluation of CGC’s design peak day forecasting procedures 
and the balance between CGC’s capacity resources and its customers’ requirements. The final 
section of the Report summarizes Exeter’s conclusions, includes findings of fact, and identifies and 
describes any areas of concern and improvement that may warrant further consideration.  

Previous audit reports prepared by Exeter have evaluated CGC’s off-system sales activities. During 
the April 2022 – March 2025 review period for this Report, CGC did not engage in off-system sales 
activities. The asset manager under the Company’s AMA during the review period, which is 
discussed in greater detail in Section 2.2 of this Report, was responsible for the optimization of the 

 
1 Sequent was sold by Southern Company Gas, CGC’s corporate parent, to the Williams Companies, Inc. effective July 1, 
2021.  
2 In CGC’s base rate proceeding at Docket No. 18-00017, the TPUC approved a proposal presented by CGC to exclude 
citygate purchases from the PBRM. 



CHATTANOOGA GAS 
Review of Performance Based Ratemaking Mechanism Transactions and Activities 

 

3 

Company’s interstate pipeline transportation and storage assets which included using those assets 
to engage in off-system sales.  
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2.0 CHATTANOOGA GAS COMPANY – SYSTEM AND MARKETS 

The Chattanooga Gas Company is a wholly owned subsidiary of Southern Company Gas. CGC 
provides natural gas sales and distribution service to the counties of Hamilton and Bradley, 
Tennessee, which are referred to as the Chattanooga and Cleveland service territories, respectively. 
CGC contracted for firm transportation and storage services from three interstate pipelines during 
the review period: East Tennessee Natural Gas (ETNG), Tennessee Gas Pipeline (TGP), and Southern 
Natural Gas Company (SONAT). Of these three interstate pipelines, CGC is served directly by ETNG 
and SONAT. CGC has ten interconnects with ETNG and one interconnect with SONAT. The services 
and rates of CGC’s interstate pipeline service providers are regulated by the Federal Energy 
Regulatory Commission (FERC).  

Figure 1, below, presents a map of the Company’s service territory and identifies its interconnects 
with ETNG and SONAT. The interstate pipeline services reserved by CGC during the audit period are 
described in Section 2.1. Section 2.1 also describes the facilities of Texas Eastern Transmission 
Corporation, LP (Texas Eastern). During the review period, CGC purchased a portion of its gas 
supplies at the Mt. Pleasant Texas Eastern/ETNG interconnect. These purchases were considered 
citygate purchases which are currently excluded from the PBRM. CGC operated under an AMA with 
its former affiliate, Sequent, during the review period. CGC’s AMA with Sequent is described in 
Section 2.2 of the Report. CGC’s review period gas supply arrangements under the AMA are 
described in Section 2.3 of the Report. Section 2.4 of the Report summarizes the jurisdictional 
services provided by CGC, identifies the number of customers served, and provides annual 
throughput statistics. 
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Figure 1. CHATTANOOGA GAS COMPANY – System Map
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2.1 Interstate Pipeline Transportation Services 

CGC’s transportation arrangements with ETNG and SONAT provide for the delivery of gas supplies 
directly to CGC’s distribution system (citygate), while TGP provides for the upstream delivery of gas 
to ETNG. Gas supplies delivered to CGC by ETNG are generally purchased in the Gulf Coast 
production region on TGP and at the ETNG/Texas Eastern interconnect. Gas supplies delivered to 
CGC by SONAT are generally purchased in the Gulf Coast production region and delivered directly 
to CGC. Table 1, below, summarizes the pipeline services purchased by CGC to meet customer 
requirements at the conclusion of the audit period. This information is provided to assist in 
evaluating CGC’s gas procurement transactions and activities and the reasonableness of CGC’s 
capacity resources. 
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2.1.1  Tennessee Gas Pipeline 

The TGP system was initially designed to transport gas from the Texas, Louisiana, and Gulf of Mexico 
(collectively, “Gulf Coast”) natural gas production region to markets in the Northeast. In the Gulf 
Coast production region, the TGP system consists of three primary transmission lines, referred to as 
the 100, 500, and 800 Legs. The TGP system is also divided into eight zones (Zones 0, L, and 1-6) for 
rate purposes. The State of Texas is designed as Zone 0, Zone L consists largely of the State of 
Louisiana, and Zone 1 extends from the Texas border with northern Louisiana to the 
Kentucky/Tennessee border. A map of the TGP system is provided below in Figure 2.  
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Figure 2. TENNESSEE GAS PIPELINE – System Map 
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During the review period, CGC maintained a firm transportation service arrangement with TGP under 
Rate Schedule FT-A (Contract No. 48082). This contract provided for the delivery of Gulf Coast 
supplies directly to ETNG in TGP Zone 1 at two delivery points.3 Contract No. 48082 has a maximum 
daily delivery quantity (MDQ) of 37,819 Dth. CGC’s primary receipt point capacity under TGP 
Contract No. 48082 is subdivided by zone and leg as follows: 

Tennessee Gas Pipeline Capacity 

Zone – Leg MDQ (Dth) 

Zone 0 – 100 Leg 11,090 

Zone 1 – 100 Leg 21,139 

Zone L – 500 Leg 700 

Zone L – 800 Leg  4,890 

Total: 37,819 
 

CGC also maintained market area firm storage service with TGP under Rate Schedule FS-MA 
(Contract No. 3947) and production area firm storage service with TGP under Rate Schedule FS-PA 
(Contract No. 22923). Gas was delivered to and from FS-MA and FS-PA storage under CGC’s FT-A 
firm transportation arrangement with TGP. FS-MA provided for a maximum daily withdrawal quantity 
(MDWQ) of 7,741 Dth, and a maximum winter season deliverability of 852,286 Dth. FS-PA provided 
for an MDWQ of 13,659 Dth, and a maximum winter season deliverability of 2,042,390 Dth. 

The flow of gas supplies on the TGP system has changed dramatically since 2007 as a result of the 
significant increase in natural gas production in the Marcellus and Utica Shale (collectively, 
“Marcellus”) region in Pennsylvania, Ohio, West Virginia, and New York. The Marcellus region is now 
the most prolific natural gas production region in the U.S. As shown below in Figure 3, in 2007, the 
flow of gas on the TGP system was northerly from the Gulf Coast production region to markets in the 
Northeast. Today, as also shown in Figure 3, the flow of gas on the TGP system is largely southerly 
from the Marcellus region to the Gulf Coast production region. Marcellus Shale gas supplies were 
generally lower cost than Gulf Coast production area supplies during the review .4 CGC was 
unable to access Marcellus Shale supplies during the review period because the Company’s primary 
receipt points under its FT-A firm transportation arrangement with TGP were in the Gulf Coast 
production region. The inability of CGC to access Marcellus Shale supplies was confirmed through 
a discussion with a representative of TGP during the audit conducted by Exeter for the period April 
2022 – March 2025. 

 
3 ETNG interconnects with TGP at East Lobelville and Ridgetop, Tennessee. 
4 Marcellus Shale gas supplies  Gulf Coast supplies during the final twelve 

months of the review period. 
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Figure 3. TENNESSEE GAS PIPELINE – Changing Operations 
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2.1.2 East Tennessee Natural Gas 

ETNG consists of two mainline pipeline laterals in central Tennessee that converge near Knoxville 
and extend to an area just south of Roanoke, Virginia. ETNG generally provides for the delivery of gas 
supplies to CGC that are initially purchased by CGC on TGP and initially purchased by CGC at the 
Mt. Pleasant ETNG/Texas Eastern interconnect. A map of the ETNG system is presented below in 
Figure 4. As shown in Figure 4, ETNG interconnects with TGP at the Ridgetop and Lobelville receipt 
points. Initially during the April 2019 – March 2022 period reviewed in Exeter’s 2023 Triennial Audit 
Report, CGC maintained two firm transportation service arrangements with ETNG under Rate 
Schedule FT-A (Contract Nos. 410203 and 410204). Contract No. 410203 provided for the delivery of 
13,000 Dth per day and Contract No. 410204 provided for the delivery of 28,350 Dth per day. At that 
time, after adjusting for fuel retention, CGC’s ETNG capacity exceeded its delivered TGP capacity by 
approximately 4,899 Dth per day. The firm receipt point for this 4,899 Dth of capacity was on ETNG’s 
Nora Lateral located in Dickenson County in southwest Virginia (see Figure 4) under Contract No. 
410204. Due to reduced liquidity of supply at ETNG’s Nora Lateral receipt point, the 2023 Triennial 
Audit Report noted that CGC was unable to rely on this capacity on a firm basis. Exeter’s 2020 
Triennial Audit Report for the period July 2016 – March 2019 had recommended that in its next 
contract negotiation with ETNG, CGC attempt to modify its receipt points under Contract No. 410204 
to eliminate the Nora Lateral capacity. Contract No. 410204 was scheduled to expire in 2021. CGC 
discussed modifying its receipt point entitlements with ETNG, but ETNG’s tariff required that a 
shipper such as CGC take pro rata reductions across all receipt points under a firm transportation 
contract to effect such a change. CGC elected not to move forward with a modification to its receipt 
points because it would have required the Company to reduce firm receipt point capacity that was 
at the time necessary to support firm deliveries to CGC’s system. Effective for the period August 1, 
2017 – January 31, 2022, CGC acquired 25,000 Dth per day of released ETNG capacity from 
Oglethorpe Power Corporation (OPC). The receipt point for this capacity was ETNG’s interconnect 
with Texas Eastern at Mt. Pleasant in Giles County, Tennessee.  

When it released 25,000 Dth per day of capacity to CGC, OPC maintained an FT-A contract with 
ETNG for 50,000 Dth per day. OPC terminated its FT-A contract with ETNG upon expiration of the 
contract on January 31, 2022. Therefore, CGC’s capacity release arrangement with OPC also expired 
January 31, 2022. The 50,000 Dth per day of capacity under the contract OPC had maintained with 
ETNG was made available through an open season held by ETNG. Under an open season, capacity 
is awarded to the party offering the bid with the highest net present value for the capacity, and rates 
are capped at the pipeline’s maximum FERC-approved rates for the capacity being made available. 
CGC was the successful bidder under ETNG’s open season, and effective February 1, 2022, CGC 
executed a firm transportation arrangement with ETNG under Rate Schedule FT-A (Contract No. 
410691) to replace the expired OPC capacity release arrangement. Contract No. 410691 provided 
for the delivery of 50,000 Dth per day from ETNG’s interconnect with Texas Eastern at Mt. Pleasant 
to CGC’s citygate. The term of Contract No. 410691 extends through March 31, 2055. During the 
period subject to review in this audit, CGC released 2,000 Dth per day of the capacity under Contract 
No. 410691 for the period February 1, 2022 through March 31, 2023, and 2,500 Dth for the period 
April 1, 2023 through April 30, 2024 to Jat Oil. 



CHATTANOOGA GAS 
Review of Performance Based Ratemaking Mechanism Transactions and Activities 

 

13 

Figure 4. EAST TENNESSEE NATURAL GAS – System Map 

2.1.3  Southern Natural Gas 

The pipeline facilities of SONAT extend from natural gas supply basins in Texas, Louisiana, 
Mississippi, Alabama, and the Gulf of Mexico to market areas in Louisiana, Mississippi, Alabama, 
Florida, Georgia, South Carolina, and Tennessee, including the metropolitan areas of Atlanta and 
Birmingham. SONAT’s system consists of four rate zones (Zones 0-3). CGC is located in Zone 3. A 
map of the SONAT system is presented below in Figure 5. 

 

Ridgetop 

Lobelville 
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Figure 5. SOUTHERN NATURAL GAS – System Map 
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CGC maintained a firm transportation contract with SONAT under Rate Schedule FT (Contract No. 
450812-MFTSNG-456076) during the review period. This contract provided for the delivery of 13,221 
Dth per day directly to CGC’s distribution system. 

Under SONAT’s standard Rate Schedule FT service, the pipeline is generally only obligated to deliver, 
and the shipper (e.g., CGC) is entitled to take, the quantity of gas delivered to the pipeline on the 
shipper’s behalf on a daily basis. Shippers provide SONAT notice (through nominations) of the 
quantity of gas to be delivered each day. Under SONAT’s no-notice transportation service 
arrangements, a shipper is permitted to take daily deliveries of gas which vary from the nominated 
quantity. No-notice service is necessary to maintain system reliability for natural gas distribution 
companies like CGC serving temperature-sensitive usage customers. CGC maintained no-notice 
service with SONAT under Rate Schedule FT-NN during the audit period (Contract No. 450811-
MFTSNG-450814). Under its FT-NN arrangement, CGC was permitted to take delivery of up to 14,346 
Dth per day without notice, subject to the winter season limitation subsequently identified for 
service under Rate Schedule CSS. CGC was also allowed to use its FT-NN service to take delivery of 
up to 14,346 Dth per day of nominated supplies. 

In conjunction with its FT-NN service, CGC held a firm storage service with SONAT under Rate 
Schedule CSS (Contract No. 450813-MCSSSNG-450819). This service provided for an MDWQ of 
14,346 Dth, and was used to support no-notice deliveries under CGC’s SONAT FT-NN service 
arrangement. The maximum winter season delivery quantity under Rate Schedule CSS was 710,484 
Dth. 

2.1.4 Texas Eastern Transmission, LP 

The Texas Eastern system consists of pipeline facilities that extend from the Gulf Coast production 
region to markets in the Northeast. The Texas Eastern system consists of four Gulf Coast production 
area access rate zones and three market area rate zones. The Gulf Coast production area access 
rate zones are South Texas (STX), East Texas (ETX), West Louisiana (WLA), and East Louisiana (ELA). 
The three market zones are Market Zones 1, 2, and 3. These zones are identified below in Figure 6. 
Texas Eastern has an interconnect with ETNG at its Mt. Pleasant, Tennessee compressor station in 
Texas Eastern Market Zone 1 (M-1). Due to the significant increase in production from the Marcellus 
region, the historical northerly gas flows from the Gulf Coast production region to the Northeast have 
changed, and flows on Texas Eastern are now bi-directional. During the review period, CGC 
purchased gas supplies at the Texas Eastern/ETNG Mt. Pleasant interconnect, which were then 
delivered to CGC utilizing ETNG FT-A Contract No. 410691.
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Figure 6. TEXAS EASTERN TRANSMISSION, LP – System Map 
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2.1.5 Liquefied Natural Gas 

CGC operates an on-system liquefied natural gas (LNG) facility. The maximum daily rated 
deliverability of its LNG facility is currently 120,000 Dth. The actual deliverability from the LNG facility 
into CGC’s distribution system is limited by on-system infrastructure constraints, and load growth 
allows for slight increases in forecasted LNG deliverability each year. For the winter of 2021-2022, 
the maximum daily deliverability of LNG supplies into CGC’s distribution system was estimated by 
the Company to be 91,630 Dth. The 91,630 Dth/day was the estimated maximum that could be 
delivered on an emergency basis.  For reliability, the LNG facility has redundant vaporizers, that on 
a short-term emergency basis may be operated simultaneously.  On a non-emergency basis, the 
maximum reliable deliverability of the LNG facility is 60,000 Dth/day.  In past years, the 91,630 Dth 
volume was required to serve design day load prior to CGC acquiring ETNG FT Contract No. 410691 
for 50,000 Dth/day.  With the acquisition of the 50,000 Dth/day of FT, the operation of the LNG facility 
has been returned to its design deliverability.  The LNG facility has a storage capacity of 1,207,574 
Dth and can reliably produce at the design deliverability of 60,000 Dth/day for approximately 20 days.      

2.2 Asset Management and Agency Agreement 

CGC operated under an AMA with Sequent during the entire review period. Sequent was selected by 
CGC through an RFP process in which three bids were received and the AMA was approved by the 
TPUC for the three-year period April 1, 2022 – March 31, 2025 in Docket No. 21-000134 on January 9, 
2022. The AMA provided for a fixed annual payment to CGC of  

. For the 
period April – May 2022, 50% of the fixed annual payment was shared with ratepayers through CGC’s 
IMCR. For the remainder of the review period, 75% of the fixed annual payment was shared with 
ratepayers under the IMCR.5 Under the AMA, with the exception of CGC’s SONAT no-notice assets 
(FT-NN Contract No. 450811-MFTSNG-450814 and CSS Contract No. 450813-MCSSSNG-450819), 
and any FT-A volume above 25,000 Dth on ETNG Contract No. 410691, CGC’s interstate pipeline firm 
transportation and contract storage capacity assets were managed by Sequent.6 The SONAT no-
notice assets were identified as “Excluded Assets” in the AMA. The AMA also provided that CGC 
would purchase the gas supplies delivered under the managed assets from Sequent. While the 
SONAT Excluded Assets were not managed by Sequent under the AMA, CGC purchased the gas 

 
5 In the 2020 Triennial Audit Report, released in June 2020, Exeter noted that in other jurisdictions, sharing percentages 
from 90% customer/10% utility to 75% customer/25% utility have generally been adopted for AMA fees. Exeter also noted 
that in Tennessee, AMA fees realized by Atmos are subject to a 75% customer/25% utility sharing incentive, and for 
Piedmont a 75% customer/25% utility sharing incentive. In December 2020, the Consumer Advocate filed a Petition 
requesting the Commission open a docket to consider modifying CGC’s IMCR sharing percentage to a 75% customer 
/25% Company ratio, and the matter was set for hearing (Docket No. 220-00139). After the submission of direct 
testimony by the Consumer Advocate and the Company, and the submission of rebuttal testimony by the Consumer 
Advocate, a hearing was held on March 21, 2022. The hearing panel deliberated this matter on May 9, 2022, and 
unanimously voted that the AMA sharing percentage be modified to a 75% customer/25%, Company ratio, and directed 
the Company to file a revised IMCR  tariff reflecting its decision. The Company filed the required IMCR tariff modifications 
on May 19, 2022  with an effective of June 1, 2022.  
6 The SONAT no-notice assets were excluded from the AMA to enable CGC to use those assets to meet on-system 
balancing requirements. The no-notice assets were available for use by Sequent to make off-system sales when the 
assets were deemed unnecessary by the Company to meet on-system balancing requirements. 
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supplies delivered under the Excluded Assets from Sequent at CGC’s SONAT receipt points. CGC 
maintained control of its LNG facilities under the AMA. 

Under the AMA, CGC determined how its pipeline transportation and storage assets should be used 
on a daily basis to meet its customers’ requirements (referred to as “logical dispatch”). On a daily 
basis, Sequent was entitled to use CGC’s assets in the manner determined by CGC, use CGC’s 
assets in a different manner, or use other assets to which it had access as long as Sequent satisfied 
CGC’s requirements. The billing arrangements under the AMA provided that CGC would be 
responsible for all charges related to the use of CGC’s assets regardless of whether those charges 
reflected CGC’s logical dispatch decisions or Sequent’s activities, and Sequent would reimburse 
CGC for the costs that were not incurred consistent with CGC’s logical dispatch instructions. On 
April 11, 2024, CGC filed a request with the Commission to extend its AMA with Sequent for an 
additional three years through March 31, 2028. The Commission approved CGC’s request to extend 
the AMA with Sequent for an additional three-years on August 7, 2024. 

2.3 Gas Supply Arrangements 

Under the AMA in effect during the review period, CGC was generally required to purchase from 
Sequent all of its gas supplies delivered under the transportation arrangements assigned to Sequent 
and under the SONAT Excluded Assets. Sequent could offer, but was not required to provide, CGC 
gas supplies delivered under other transportation arrangements. All of CGC’s review period gas 
supplies were purchased through Sequent.  

  

2.4 Markets Served by CGC 

CGC provided firm bundled utility sales service during the review period, and also provided 
transportation service from its citygates to a customer’s premises for those customers who acquire 
their own gas supplies in the interstate markets and separately arranged for the delivery of those 
supplies to CGC’s citygates. Table 2, below, summarizes the number of CGC customers served and 
annual throughput by rate schedule for the review period.  

CGC provides sales service to Residential customers under Rate Schedule R-1 – Residential General 
Service. Sales service under Rate Schedule R-4 – Multi-Family Housing Service was closed as of July 
31, 2006, and was only available to a public housing authority or private company operating a 
housing project. Effective October 1, 2020, Rate Schedule R-4 became available to any customer 
using gas for multi-family Residential housing that contracted for gas service for a period of not less 
than one year. Small Commercial and Industrial General Service is available under Rate Schedule 
C-1 to sales customers using less than 400 Dth per year. Medium Commercial and Industrial Service 
is available under Rate Schedule C-2 to sales customers using more than 400 Dth per year. 
Commercial and Industrial Large Volume Firm Sales Service under Rate Schedule F-1 is available to 
customers using a minimum of 36,500 Dth per year. Commercial and Industrial Interruptible Sales 
Service under Rate Schedule I-1 is available to customers using a minimum of 36,500 Dth per year.  
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Interruptible Transportation Service under Rate Schedule T-1 is available to customers using a 
minimum of 36,500 Dth per year.  

Under Rate Schedule T-1, differences between monthly consumption and deliveries to CGC on the 
customer’s behalf are purchased by CGC or sold to the customer, as applicable, at published index 
prices. Interruptible Transportation Service with Firm Gas Supply Backup is also available to 
customers using at least 36,500 Dth per year under Rate Schedule T-2. If a customer under Rate 
Schedule T-2 consumes more gas during a month than the customer has delivered to the Company, 
the customer purchases the deficient quantity from the Company under Rate Schedule F-1. 
Deliveries in excess of monthly consumption are purchased by the Company at published index 
prices. Low Volume Transport Service is available to customers using more than 400 Dth per year 
under Rate Schedule T-3. Deliveries in excess of monthly consumption are purchased by the 
Company at published index prices. If a customer under Rate Schedule T-3 consumes more gas 
during a month than the customer has delivered to the Company, the customer purchases the 
deficient quantity from the Company under Rate Schedule C-2.
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3.0 PERFORMANCE BASED RATEMAKING MECHANISM RESULTS AND CITYGATE PURCHASES 

This section of Exeter’s Report summarizes and evaluates CGC’s activities and performance under 
the Performance Based Ratemaking Mechanism. The PBRM is designed to encourage the Company 
to perform its gas purchasing activities at minimum cost. The PBRM establishes monthly 
benchmarks to which the Company’s gas commodity costs are compared. If CGC’s total monthly 
commodity gas costs for a Plan Year do not exceed the total benchmark amount by 1%, the 
Company’s gas costs will be deemed prudent, and the audit required by TPUC Administrative Rule 
1220-4-7-.05(1)(a) is waived. The tariff sheets governing CGC’s PBRM are included as Appendix A to 
the Report. The Company’s PBRM tariff also includes Affiliate Transaction Guidelines.  

3.1  Background 

In the natural gas industry, there are primarily two types of gas supply purchase arrangements—
monthly baseload and daily purchase arrangements. Monthly baseload purchases are generally 
arranged several days prior to the month of delivery, commence flow on the first day of the month, 
and provide for the delivery of the same quantity of gas on each day during the month. Daily 
purchases are generally arranged the day prior to delivery. While daily purchases generally flow for 
one day, daily purchases may also be arranged for multiple consecutive days.  

There are various natural gas industry publications that identify, after the fact, the average market 
price paid for gas supplies at major natural gas trading locations. These average or market prices are 
referred to as “index prices.” First-of-the-month (FOM) index prices are published in Inside FERC’s 
Gas Market Report (Inside FERC) and are applicable for monthly baseload purchases. Daily prices 
are published in Gas Daily and are applicable for a particular day or weekend/holiday period. Index 
prices are also included in other natural gas industry publications. Monthly baseload supply can be 
purchased at a FOM price or prices that would vary daily. The primary gas trading index locations at 
which CGC purchased gas during the review period were as follows: 

Tennessee Gas Pipeline 

 Louisiana Zone L – 500 Leg 
 Louisiana Zone L – 800 Leg 
 Texas Zone 0 – 100 Leg 

 
Southern Natural Gas 

 Louisiana 

Each of these trading locations is located in the Gulf Coast production region. In addition to baseload 
and daily purchases at these primary locations, CGC purchased supplies at the Texas Eastern/ETNG 
Mt. Pleasant interconnect in Texas Eastern Zone M-1. The gas supplies CGC purchased at the Mt. 
Pleasant interconnect prior to July 2019 were included in the PBRM. After July 2019, Mt. Pleasant 
purchases were considered to be citygate purchases which are excluded from the PBRM.  

 A summary of CGC’s review 
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period PBRM purchases is provided in Appendix B. The Mt. Pleasant purchases which are excluded 
from the PBRM are summarized in Appendix C, and are further discussed in the following section 
and Section 3.4 of the Report. As subsequently discussed, CGC generally paid the benchmark price 
for the gas supplies it purchased from Sequent during the review period. The AMA provided that the 
gas supplies purchased by CGC would be priced based on index prices for the receipt points CGC 
deemed to be the most cost-effective delivery path for the firm transportation assets assigned to 
Sequent by CGC. If an index price was not available or published for a receipt point, Sequent and 
CGC would mutually agree upon a price.  

3.2 PBRM Benchmark Calculation 

Under the PBRM, CGC’s actual monthly commodity cost of gas is compared to a monthly benchmark 
cost. Actual and benchmark costs are separately determined for each purchase made by CGC 
during a month, and actual and benchmark costs are compared to evaluate CGC’s performance 
under the PBRM. 

For FOM baseload purchases made by CGC, the Inside FERC index price for each receipt point 
transaction location is applied to the actual quantity of gas purchased by CGC at each location to 
determine the applicable benchmark cost. For daily purchases, the Gas Daily index price for each 
receipt point transaction location is applied to the actual quantity of gas purchased by CGC at that 
location to determine the applicable benchmark cost. With several exceptions, these benchmarking 
procedures were applicable under the PBRM for gas delivered to CGC’s citygate or injected into 
storage.  

The first exception is for gas injected into SONAT storage. Under the Sequent AMA, CGC purchases 
the volumes delivered to and injected into SONAT storage. Therefore, the purchases from Sequent 
that are injected into storage are adjusted to reflect the SONAT fuel charge associated with delivering 
gas to storage. Another exception is in-ground storage inventory purchases. For these purchases, 
the interstate pipeline variable transportation fuel charges are included in the benchmark 
calculation, as are variable storage injection charges. 

Prior to July 2019, when Mt. Pleasant purchases were included in the PBRM, gas purchases made by 
CGC at the Texas Eastern/ETNG Mt. Pleasant  

 
 
 

  

For the triennial period subject to review in this audit,  
 

CGC continued to pay the ETNG variable charges associated 
with delivering Mt. Pleasant purchases to the citygate.  
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Table 4, below, provides a comparison of the monthly Inside FERC index prices for the four primary 
receipt point locations under CGC’s firm transportation arrangements with TGP and SONAT. Also 
shown for comparison purposes are Texas Eastern ELA index prices, and monthly NYMEX settlement 
prices. As shown in Table 4, the index prices at the four primary locations did not vary significantly 
from one another. If the variable costs of delivering supplies from each of these four primary receipt 
point locations to ETNG’s citygate is considered, prices at these locations, and in particular the TGP 
locations, on average, varied by only a few cents, with TGP Zone 0 purchases being the least 
expensive supply. The delivered cost of monthly SONAT supplies was generally higher than 
TGP/ETNG delivered supplies regardless of the TGP purchase index location. Gas Daily index prices 
for daily purchases exhibited the same relationship. 









CHATTANOOGA GAS 
Review of Performance Based Ratemaking Mechanism Transactions and Activities 

 

28 

4.0 STORAGE ACTIVITY 

The scope of this investigation requires the review of CGC’s actual gas procurement transactions 
and costs, including storage activity, as reported in the Company’s PBRM and Actual Cost 
Adjustment filings. The ACA filings provide for a reconciliation of CGC’s actual gas costs and gas 
cost revenues. CGC’s ACA filings include the actual purchases and costs reflected in CGC’s PBRM 
filings. CGC’s monthly baseload and daily gas supply purchase transactions were reviewed in 
Section 3.0 of the Report. This section of the Report reviews CGC’s storage activity, including its in-
ground storage inventory purchase activity with Sequent. 

4.1 Storage Arrangements 

As discussed in greater detail in Sections 2.1.1 and 2.1.3 of the Report, CGC maintained contract 
storage service with TGP and SONAT during the review period. The FSMA and FSPA arrangements 
with TGP provided for an MDWQ of 21,400 Dth per day and a maximum winter season deliverability 
of 2,894,676 Dth. CGC’s storage service arrangement with SONAT under Rate Schedule CSS 
provided for an MDWQ of 14,346 Dth per day and a maximum winter season deliverability of 710,484 
Dth. CGC’s TGP FSMA and SONAT CSS storage arrangements include deliverability ratchets under 
which the MDWQ is reduced as storage inventory declines. Under the TGP FSMA storage 
arrangement, the MDWQ is reduced by 18% to 6,314 Dth per day when the inventory balance is 
reduced to 30%. The deliverability ratchets under the SONAT CSS storage arrangement are as 
follows: 

SONAT CSS Deliverability 

Inventory  MDWQ 
Percent of 

MDWQ 
60-100% 14,346 100% 
50-59% 12,624 88% 
25-49% 11,190 78% 
0-24% 8,034 56% 

 

In total, the MDWQ of CGC’s contract storage services was 35,746 Dth, and the maximum winter 
season deliverability was 3,605,160 Dth. 

In addition to its contract storage services from TGP and SONAT, CGC operates an LNG facility. The 
maximum daily production volume of the LNG facility is determined by customer demand in the 
portion of CGC’s distribution system that can be served by the LNG facility. Therefore, the maximum 
production volume can change from year to year, and generally increases each year as customer 
design day demands increase. For the winter of 2024-2025, the maximum production volume was 
60,000 Dth per day for 20 days. Table 6, below, identifies the monthly storage activity 
(injections/withdrawals) and the inventory balances under each of CGC’s interstate pipeline 
contract storage arrangements and its LNG facility at the conclusion of each month of the audit 
period.   
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Table 6 also shows CGC’s storage inventory balances as a percent of the Company’s maximum 
seasonal contract quantity or capacity. Under the AMA, Sequent, acting as the agent for CGC, was 
entitled to generate economic gain by managing a portion of CGC’s gas inventory under CGC’s 
storage contracts with its interstate pipelines, as long as Sequent met CGC’s requirements in the 
manner directed by CGC. The storage to which Sequent had access was designated as optimization 
inventory. While the gas was designated as optimization inventory, CGC was entitled to access this 
inventory and use it if it was necessary for CGC to meet customer requirements. The optimization 
inventory balances managed by Sequent for asset optimization purposes are also identified in Table 
6. 

4.2 Storage Planning Guidelines 

CGC generally fills its storage capacity during the summer months (April – October). Under the terms 
of the AMA, CGC is required to ratably fill its TGP FSPA and FSMA storage. That is, CGC is required to 
inject the same daily quantity during the summer injection period. Such a requirement is common 
under an AMA. CGC is not required to fill its SONAT CSS or LNG storage on a ratable basis. The 
monthly storage injection activity reflected above in Table 6 was generally consistent with these 
requirements. CGC depletes storage inventory during the winter months (November – March). In 
addition to dispatching gas for storage injection or withdrawal, CGC engages in storage inventory 
transfers. Under CGC’s transportation arrangements with SONAT, differences between the 
Company’s nominated supplies and actual deliveries are reconciled through no-notice storage 
injections or withdrawals. 

CGC has established storage planning guidelines that identify the inventory levels the Company 
plans to maintain. The planned inventory levels at the start of the storage injection season (April 1) 
and the planned inventory levels at the start of the storage withdrawal season (November 1), as well 
as CGC’s actual inventory levels during the review period, are identified below in Table 7. As shown, 
CGC plans to fill its contract storage services to 80-90% of capacity prior to the beginning of the 
storage withdrawal season on November 1 of each year. This provides CGC with the ability to inject 
gas into storage during November if warmer-than-normal weather is experienced. CGC plans to fill 
its LNG facility to 100% of capacity to serve its firm customers during peak demand periods and as 
a backup supply source to utilize in the event of curtailed supply, pipeline capacity disruptions or 
force majeure events that prevent the delivery of gas supplies to CGC’s system. CGC did not engage 
in off-system LNG sales during the review period. 
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exception of SONAT CSS during the review period and LNG storage at the conclusion of the 2024-
2025 winter season, storage was also generally depleted to planned inventory levels at the 
conclusion of each heating season (April 1). With respect to SONAT CSS, the quantity differences 
between planned and actual inventory balances were not significant. 

With respect to LNG storage, at the conclusion of the 2024–2025 winter season, the inventory was 
intentionally depleted below planned levels due to elevated ethane concentrations in the LNG 
storage facility. These elevated ethane concentrations were due to minimal LNG withdrawals during 
several prior years. This elevated ethane concentration posed a risk to gas quality compliance, 
potentially producing gas incompatible with customer equipment, and potentially causing pilot light 
outages and service disruptions. To mitigate this risk, the LNG plant sendout was increased to 
deplete storage inventory and reduce the elevated ethane concentrations during the 2024-2025 
winter season. 

Overall, Exeter’s review found CGC’s storage inventory planning criteria to be reasonable and CGC 
generally adhered to those criteria. Therefore, CGC’s review period storage activity appears 
reasonable.  

4.3 In-Ground Storage Purchases and Transfers 

As indicated in Section 3.1.1 of the Report, CGC made a number of in-ground storage inventory 
purchases from Sequent during the review period. These in-ground storage inventory purchases are 
summarized below in Table 8.7 At times, these in-ground storage inventory purchases reflected a 
transfer of gas from Sequent’s optimization inventory to CGC, and at other times reflected the 
transfer of gas in storage held by Sequent under storage arrangements other than the CGC TGP and 
SONAT arrangements made available under the AMA. As shown in Table 8, these transfers generally 
occurred during the summer injection period. The in-ground storage inventory transfers were 
invoiced at costs that were equivalent to the costs CGC would have incurred if the gas had been 
purchased in the Gulf Coast production region and delivered to and injected into storage.  

 

 

 

 

 

 

 

 

 
7 The in-ground, storage purchases reflected in Table 8 are also included in Table 6. 
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5.0 EVALUATION OF CAPACITY PORTFOLIO AND LOAD DURATION CURVES 

Section 5 of Exeter’s Report evaluates the reasonableness of CGC’s design day forecasting model 
upon which the Company relies to determine its maximum capacity resource requirements, and 
presents a history of the Company’s actual annual peak day demands during the review period. This 
section also evaluates the balance of CGC’s capacity resources and the design day, winter season, 
and annual requirements of its customers. 

5.1 Design Day Forecast 

CGC secures sufficient capacity resources to meet the forecasted design day requirements of its 
sales customers and those transportation customers that select firm backup service. CGC’s design 
day is a day with a mean temperature of 8°F (57 heating degree days [HDD]). In the last 75 years, 
there have been seven occurrences where temperatures of 8°F or colder have been experienced. 
This equates to a design day probability of occurrence of approximately once every 10 years. 
Temperatures as cold as or colder than CGC’s current design day have been observed as follows:  

Year 
Mean 

Temperature 

1985 -5°F 

1966 1°F 

1984 3°F 

1982 4°F 

1963 5°F 

1962 8°F 

1996 8°F 
The one-in-10-year probability of occurrence design day criteria selected by CGC is within the range 
of probabilities utilized by other gas distribution utilities, but is somewhat less conservative than the 
criteria typically utilized. It is Exeter’s experience that other gas utilities typically utilize a design day 
probability of occurrence of once in 30 years.  

Each year separate design day forecasts are prepared by the Company for the sales and 
transportation customers in the Company’s Chattanooga and Cleveland service territories. Exeter’s 
audit reviewed the design day forecasts prepared by CGC for the 2023-2024 and 2024-2025 winter 
seasons.  

For each sales customer forecast CGC performed a regression analysis of historical daily data. Each 
of the regression analysis relied upon to develop the design day forecasts for sales customers 
included use per customer as the dependent variable. Each of these regression analysis included 
HDDs, prior day HDDs, and wind speed as independent variables. Other independent variables 
which differed by year and service territory and were determined to be statistically significant were 
also included in the Company’s design day sales customer forecasts. These other independent 
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reserve margin exceeded 5% during the review period due to the incremental acquisition of 25,000 
Dth per day of ETNG firm transportation capacity effective February 1, 2022, which was previously 
discussed in Section 2.1.2 of the Report. Prior to February 2022, OPC maintained a FTNG firm 
transportation contract of 50,000 Dth per day of which it had released 25,000 Dth per day to CGC. 
Effective January 31, 2022, OPC’s firm transportation contract with ETNG expired, as did CGC’s 
capacity release arrangement with OPC for 25,000 Dth per day. Effective February 1, 2022, CGC 
acquired the 50,000 Dth per day of firm transportation capacity that OPC had maintained with ETNG 
through an open season under which the capacity was awarded to the bidder offering the highest net 
present value for the capacity.  

Had the capacity made available under the capacity release arrangement with OPC not been 
replaced, CGC would not have maintained sufficient capacity resources to meet its customers’ 
forecasted design day requirements for the winter of 2022-2023. The design day delivery shortfall 
would have been nearly 5,000 Dth per day, and would have increased each year by approximately 
2,000 to 3,000 Dth per day due to load growth. There is currently no unsubscribed capacity available 
on ETNG and, therefore, if the OPC capacity had not been available and CGC sought to increase its 
ETNG firm transportation capacity to eliminate the design day deficiency, ETNG would have been 
required to construct incremental facilities to meet CGC’s additional requirements. The rates 
charged to CGC for the incremental facilities would have reflected the costs associated with the 
construction of those facilities, and CGC would not have been assessed ETNG’s existing firm 
transportation rates. ETNG currently provides firm transportation under several rate schedules 
where incremental facilities were constructed to provide service. Those incremental rate schedules 
are identified in ETNG’s tariff as FT-A (Gateway), FT-A (Wacker), FT-A (Kingsport), and FT-A (Loudon). 
The rates for those services are significantly higher than ETNG’s current rates for non-incremental 
facility transportation service. Exeter finds CGC’s acquisition of the 50,000 Dth per day of ETNG firm 
transportation capacity through an open season to be appropriate and reasonable, and the only 
practical option available to CGC. CGC projects that for the 2025-2026 winter season, its capacity 
reserve margin will decline to 5%.  

The overall balance between CGC’s capacity portfolio resources and requirements can be assessed 
by load duration curves, which compare the daily demands of CGC’s customers with the capacity 
resources available to meet those demands. Below, Figure 7 and Figure 8 present load duration 
curves for CGC’s Chattanooga and Cleveland service territories, respectively, under severe weather 
planning conditions, which CGC identifies as a year in which winter HDDs are 25% higher than 
normal. The requirements reflected in the load duration curves are those of sales customers on all 
days except on the design day, which also includes the standby service requirements of 
transportation customers. The requirements reflected in Figure 7 and Figure 8 also include 
purchases made for storage injection.9 

 
9 Storage injections are reflected on days 152 through 365 (the storage injection period), and account for the spike in 
demand observed on day 152. 
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Figure 7 and Figure 8 reveal that under severe weather conditions, as noted by the capacity 
resources identified above severe weather load, CGC maintains capacity resources significantly in 
excess of its requirements. CGC’s total load requirements during a winter in which severe weather 
conditions are experienced is projected to be 7,700,000 Dth. As shown previously in Table 1, CGC’s 
winter season capacity resources total 18,400,000 Dth, or more than twice the requirements 
anticipated under severe weather conditions. CGC’s total load requirements during a year in which 
severe weather conditions are experienced is projected to be 9,500,000 Dth, plus approximately 
4,500,000 Dth that may be required to fill its contract storage services and its LNG facility during the 
summer. As shown in Table 1, CGC’s annual capacity resources total 42,800,000 Dth, or more than 
four times the anticipated annual requirements under severe weather conditions. The potential for 
CGC to adjust its capacity resources to better match its load requirements is addressed in the next 
section of the Report. 

5.4  Capacity Portfolio Modifications 

The RFP scope of work for Exeter’s review included examination and identification of: (1) the total 
fixed cost of CGC’s year-round firm transportation capacity to meet design day demand; (2) the total 
fixed cost of available seasonal firm transportation; and (3) the availability of seasonal firm 
transportation capacity. Exeter interprets this aspect of the scope of work as requiring an evaluation 
of whether CGC’s annual interstate pipeline demand charges can be reduced by modifying the 
Company’s current capacity portfolio. 

The charges associated with each interstate pipeline firm transportation service purchased by CGC 
at the conclusion of the review period are summarized below in Table 11. As shown, these charges 
currently total nearly $16.0 million per year. As indicated in the previous section of the Report, CGC 
maintains excess year-round firm capacity. If available, the Company could potentially reduce its 
demand costs by decreasing its year-round capacity and relying on winter season capacity and/or 
citygate peaking supply services. With respect to citygate peaking supply services, in the past, CGC 
has issued RFPs to secure such services, but has generally found peaking services to be unavailable. 
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6.0 FINDINGS OF FACT AND AREAS OF CONCERN 

Exeter’s review period findings of fact are as follows: 

 Chattanooga Gas Company contracted for firm transportation and storage services 
with Tennessee Gas Pipeline, East Tennessee Natural Gas, and Southern Natural Gas 

Company during the review period. 

 During the review period, CGC operated under an Asset Management and Agency 

Agreement with Sequent Energy Management, which was an affiliate of CGC until July 1, 

2021, that was approved by the Tennessee Public Utility Commission. 

 At the conclusion of the review period, CGC served over 72,200 sales and 

transportation customers with annual throughput of approximately 15,000,000 Dth. 

 CGC’s interstate pipeline capacity firm transportation and storage service 
arrangements and entitlements during the review period were reasonable, and CGC’s 

acquisition of 50,000 Dth per day of ETNG firm transportation capacity through an open 

season was appropriate and reasonable.  

 CGC’s storage inventory planning criteria were reasonable, CGC generally adhered to 

those criteria, and CGC’s review period storage activity was reasonable. 

 CGC engaged in no off-system sales activities during the review period. 

 The one-in-10-year probability of occurrence 8°F design day mean day temperature 

criteria selected by CGC is within the range of probabilities utilized by other gas 
distribution utilities, but is somewhat less conservative than the criteria typically 

utilized. However, CGC currently maintains a capacity reserve margin as a result of its 

incremental acquisition of 25,000 Dth of ETNG firm transportation capacity which can 

be used to serve customers in the event that temperatures colder than CGC’s design 

day criteria are experienced. 

 CGC’s review period forecasts of design day demands were reasonable and evaluated 

the potential impact of customer conservation efforts.  

 CGC could reduce its interstate pipeline demand costs by decreasing its year-round 

capacity and instead rely on winter season capacity; however, there are currently no 

opportunities for the Company to do so. 

 Under the PBRM, if CGC’s total actual commodity gas costs for a Plan Year do not 

exceed benchmark costs by 1%, the Company’s gas costs are deemed prudent, and the 

audit required by TPUC Administrative Rule 1220-4-7-.05(1)(a) is waived. CGC’s actual 
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gas costs during the Plan Years ended June 30, 2022, June 30, 2023, and June 30, 2024 

did not exceed benchmark costs by 1%. 

 CGC’s treatment of Mt. Pleasant purchases as citygate purchases and the exclusion of 

those purchases from the PBRM was reasonable, and CGC’s audit period Mt. Pleasant 
purchase arrangements with Sequent provided for significant ratepayer benefits. These 

benefits are calculated by the Company and presented in Attachment D of each annual 

PBRM filing. Exeter’s review found that the Company had not properly calculated the 

benefits associated with the Mt. Pleasant purchases in the 2023 and 2024 PBRM filings 

and understated the benefits by $353,000. 

Exeter’s audit noted no areas of concern with the Performance Based Ratemaking Mechanism 
during the review period.
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