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1.0  INTRODUCTION AND SCOPE OF INVESTIGATION 

 Atmos Energy Corporation (Atmos or Company) has operated under a Performance 

Based Ratemaking Mechanism Rider (PBRM) for gas costs since April 1, 1999.  On September 

26, 2007, the Tennessee Regulatory Authority (TRA) opened Docket No. 07-00225 to evaluate 

the Company’s gas purchasing activities and the PBRM.  The Company, Audit Staff of the TRA 

(TRA Staff), and the Consumer Advocate Division of the Tennessee Attorney General (CAD) 

(collectively, the Settling Parties) subsequently filed a Stipulation and Settlement Agreement in 

Docket No. 07-00225 (2013 Settlement) that was approved by the TRA in an order issued on 

August 6, 2013. 

The 2013 Settlement provides for a triennial comprehensive review of Atmos’ capacity 

planning and gas purchasing activities under the PBRM by an independent consultant. The 

independent review is to evaluate and report on all transactions and activities under the PBRM, 

including, but not limited to: (a) natural gas procurement; (b) capacity management; (c) storage; 

(d) hedging; (e) reserve margins; and (f) off-system sales.  The review period established by the 

2013 Settlement is April 1, 2011 through March 31, 2014.  Exeter Associates, Inc. (Exeter) was 

selected by the Settling Parties through an RFP process to perform the independent review 

provided for under the 2013 Settlement.  Exeter has previously been selected to perform similar 

independent reviews of the performance based gas procurement incentive mechanisms of both 

Piedmont Natural Gas Company (Piedmont) and Chattanooga Gas Company (Chattanooga).  The 

RFP issued to perform the review of Atmos’ PBRM included a Scope of Review that identified 

specific areas for investigation. 

A draft report presenting the findings, results, and conclusions of Exeter’s review was 

provided to the Settling Parties on July 6, 2015.  On July 31, 2015, Atmos provided the Settling 

Parties and Exeter its comments on the draft report.  Atmos’ comments were intended to clarify 

certain facts regarding its PBRM as well as respond to several findings set forth in the draft 

report.  Exeter has incorporated the Company’s comments into this final report (Report), as 

Exeter deemed appropriate.   

 Exeter’s Report consists of six sections in addition to this introductory section.  Section 2 

of the Report identifies the interstate pipeline transmission companies serving Atmos, 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 Asset 

Management Arrangement (AMA) with Atmos Energy Marketing, LLC (AEM), an affiliate of 

Atmos, and the services provided by AEM to Atmos.  This is followed by a review of the 

affiliate relationship between AEM and Atmos to determine compliance with the Guidelines for 
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Affiliate Transactions contained in Atmos’ PBRM tariff.  Section 2 also provides a description of 

the Atmos system and the markets it serves, statistical data identifying the number of customers 

served, and usage by customer class. 

 Section 3 of the Report summarizes and evaluates Atmos’ gas procurement activities and 

performance under the PBRM.  Section 3 also addresses the incentives provided for under the 

PBRM. 

 The fourth section of the Report evaluates Atmos’ storage management activities.  

Section 5 of the Report analyzes the reasonableness of the Company’s capacity portfolio.  This 

includes an evaluation of Atmos’ design peak day forecasting procedures and an analysis of the 

Company’s demand curves. 

 Section 6 begins with a comparison of Atmos’ PBRM with the performance based gas 

procurement incentive mechanisms of Piedmont and Chattanooga.  Next, several aspects of 

Atmos’ PBRM identified in the RFP Scope of Review are addressed.  This includes the 

deadband provision, the inclusion of avoided demand charges in the calculation of the 

benchmark, and the overall balance of the incentives between Atmos and ratepayers under the 

PBRM.  In the final section of the Report, Section 7 summarizes Exeter’s conclusions, presents 

findings of fact, and identifies and describes areas of concern and improvement that may warrant 

further consideration. 
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2.0  ATMOS’ SYSTEM AND MARKETS 

 Atmos provides natural gas sales and distribution service to three physically and 

geographically separated service territories in West Tennessee, Middle Tennessee, and East 

Tennessee.  The Company’s West Tennessee service territory consists of Union City and the 

adjacent areas in Obion County.  The Middle Tennessee service territory consists of Columbia, 

Franklin, Murfreesboro, Nolensville, and the adjacent areas in Maury, Rutherford, and 

Williamson Counties.  The East Tennessee service territory consists of Johnson City, 

Elizabethton, Greenville, Kingsport, Shelbyville, Lynchburg, Maryville-Alcoa, Morristown, 

Bristol, and adjacent areas in Bedford, Moore, Blount, Hamblen, Sullivan, Carter, Washington, 

and Greene Counties.  The gas supply and transportation contracts serving East Tennessee also 

serve customers in Virginia, and the Bristol distribution system straddles the state line serving 

customers in both Tennessee and Virginia.  For gas supply procurement purposes, the West 

Tennessee and Middle Tennessee service territories are internally referred to by the Company as  

“Area I,” and the East Tennessee/Virginia service territory is internally referred to as “Area II.”  

Atmos’ purchased gas costs are recovered through a Purchased Gas Adjustment Rider (PGA 

Rider).  Separate PGA Riders are applicable for the West Tennessee service territory and the 

Middle/East Tennessee service territories. 

 Atmos contracted for firm transportation and storage services from seven interstate 

pipelines during the review period: 

• Texas Gas Transmission (Texas Gas); 

• Columbia Gulf Transmission (Columbia Gulf) 

• Texas Eastern Transmission (Texas Eastern or Tetco); 

• Dominion Transmission (DTI); 

• Tennessee Gas Pipeline (TGP); 

• Southern Natural Gas (SONAT); and 

• East Tennessee Natural Gas (ETNG). 

Atmos is physically interconnected with four of these pipelines: Texas Gas, Columbia Gulf, 

Texas Eastern, and ETNG.  Figure 1 presents a map of the Company’s three service territories 

and the interstate pipelines serving Atmos.  The interstate pipeline services purchased by Atmos 

during the review period are described in Section 2.1.  In addition to these interstate pipeline 

services, the Company also purchased storage services from the Saltville Gas Storage Company, 

LLC (Saltville Storage) and Caledonia Gas Storage (Caledonia Storage), and utilized the 

Barnsley Storage facility located in Kentucky which is owned and operated by Atmos Pipeline &
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Figure 1. 
Atmos Service Territory and Pipeline Interconnects 
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Storage, LLC.  These storage services and facilities are also discussed in Section 2.1.  Atmos’ 

AMA with Atmos Energy Marketing is described in Section 2.2.  The Company’s review period 

gas supply arrangements are described in Section 2.3.  Section 2.4 provides a review of Atmos’ 

relationship with its affiliate, AEM.  Lastly, Section 2.5 summarizes the jurisdictional services 

provided by Atmos, the number of customers served, and annual throughput volumes. 

2.1 Interstate Pipeline Services 

 During the review period, Atmos’ transportation arrangements with Texas Gas, Texas 

Eastern, and ETNG provided for the delivery of gas supplies directly to Atmos’ system 

(citygate), while TGP and SONAT provided for the upstream delivery of gas to ETNG.  Atmos 

maintained a number of transportation arrangements with Columbia Gulf during the review 

period.  These Columbia Gulf arrangements provided for the delivery of gas supplies directly to 

Atmos’ system, and/or the delivery of upstream gas supplies to ETNG.  Gas supplies delivered to 

Atmos under these interstate pipeline transportation arrangements were, unless noted, purchased 

in the Gulf Coast production region.  The demand charges associated with the interstate pipeline 

arrangements that serve the East Tennessee service territory were allocated to the Tennessee and 

Virginia jurisdictions based on forecasted design day demands. 

2.1.1  Texas Gas Transmission 

 The Texas Gas system, which originates in Southern Louisiana (SL) and extends to 

Lebanon, Ohio, consists of five rate zones (Zones SL and 1-4).  Zone SL consists of the lower 

half of Louisiana and provides access to the Gulf Coast production region.  Zone 1 includes the 

upper half of Louisiana and extends to just south of Atmos’ West Tennessee service territory.  

Zone 1 provides Atmos with access to Fayetteville and Haynesville Shale gas production.  The 

West Tennessee service territory is located in Texas Gas Zone 2.   

Atmos maintained two contracts with Texas Gas during the review period that provided 

for the delivery of gas to the West Tennessee service territory.  Under Contract No. G0750, 

Atmos purchased a bundled firm transportation and storage service that provided for no-notice 

service under Rate Schedule SGT (Small General Transportation service).  This contract 

provided for a maximum daily delivered quantity (MDQ) of 7,495 Dth/day during the months of 

October through April.  Of this quantity, 5,108 Dth/day was available as no-notice service, and 

the remaining 2,387 Dth/day was available to deliver nominated supplies.  The maximum winter 

season no-notice quantity was 239,576 Dth.  Contract No. G0750 also provided for the delivery 

of nominated supplies of 4,120 Dth/day during the months of May through September. 
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 Atmos purchased firm transportation service from Texas Gas under Rate Schedule STF 

(Short Term Firm) during the review period (Contract No. T-21438).  This arrangement provided 

for an MDQ of 2,000 Dth/day during the winter period (November through March) and an MDQ 

of 500 Dth/day during the summer period (April through October).  Atmos’ firm transportation 

agreements with Texas Gas specify primary receipt point entitlements by zone, with 

approximately 85 percent of those entitlements in Zone SL and 15 percent in Zone 1. 

 2.1.2 Columbia Gulf Transmission 

 Atmos maintained five firm transportation contracts with Columbia Gulf under Rate 

Schedule FTS-1 during the review period (Contract Nos. 23481, 23188, 142156, 84924, and 

135019).  Contract No. 23481 provided for the delivery of gas directly to the Company’s Middle 

Tennessee service territory during the review period.  The MDQ associated with Contract No. 

23481 was 25,000 Dth/day. 

 At the beginning of the review period, the MDQ under Contract No. 23188 was 20,000 

Dth/day, and this contract initially provided for the delivery of up to 12,500 Dth/day directly to 

the Company’s Middle Tennessee service territory, and up to 7,500 Dth/day for the upstream 

delivery of gas supplies to ETNG.  The Company reduced the MDQ under Contract No. 23188 

effective May 1, 2013 by eliminating the upstream delivery to ETNG contract quantity.  As 

subsequently discussed, this MDQ reduction was replaced by Contract No. 142156. 

Contract No. 142156, which became effective June 1, 2013, provided for the delivery of 

Columbia Gulf-sourced gas supplies to a Florida Gas Transmission delivery point in Lafayette, 

Louisiana.  These supplies were delivered to the Atmos’ Middle Tennessee service territory by 

backhaul.  The MDQ associated with Contract No. 142156 was 7,500 Dth/day. 

Contract No. 84924 initially provided for the delivery of gas directly to the Company’s 

Middle Tennessee service territory.  Effective June 1, 2013, the delivery point was changed to 

the same Florida Gas Transmission delivery point in Lafayette, Louisiana included under 

Contract No. 142156, and these supplies were also delivered by backhaul.  The MDQ under 

Contract No. 84924 was 5,000 Dth/day during the review period. 

 Columbia Gulf Contract No. 135019 provided for the upstream delivery of gas to ETNG 

for subsequent delivery to Atmos’ East Tennessee service territory.  The MDQ under Contract 

No. 135019 was 5,000 Dth/day during the review period. 
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2.1.3 Texas Eastern Transmission 

 Atmos maintained two delivery arrangements with Texas Eastern during the review 

period.  The Company maintained a firm transportation contract with Texas Eastern under Rate 

Schedule FT-1 that provided for the delivery of gas to Atmos’ Middle Tennessee service territory 

(Contract No. 910800R1).  The Company’s Texas Eastern FT-1 contract was a backhaul 

arrangement providing for the delivery of gas from Texas Eastern’s interconnect with the 

Rockies Express Pipeline (REX) in Clarington, Ohio.  The FT-1 contract was also used to deliver 

gas withdrawn under Atmos’ subsequently discussed DTI storage arrangement.  The MDQ under 

Texas Eastern Contract No. 910800R1 was 5,000 Dth/day. 

 Effective June 2013, Atmos executed a contract with Texas Eastern for a bundled storage 

and transportation arrangement under Texas Eastern Rate Schedule SS-1 (Contract No. 

400244R2).  The maximum daily withdrawal quantity (MDWQ) under the SS-1 contract was 

3,000 Dth/day, and the maximum winter season withdrawal quantity was 180,000 Dth.  Contract 

No. 400244R2 provided service to the Company’s Middle Tennessee service territory.  

Appalachia region supplies were purchased by Atmos to fill SS-1 storage. 

2.1.4 Dominion Transmission 

 Atmos purchased unbundled storage service from DTI under Rate Schedule GSS 

(General Storage Service) to serve the Company’s Middle Tennessee service territory during the 

review period (Contract No. 600047).  The DTI storage facility is located in Oakford, 

Pennsylvania, and gas withdrawn from DTI GSS storage is delivered to Atmos by backhaul 

under Texas Eastern FT-1 Contract No. 910800R1.  The Company filled DTI GSS storage with 

REX Clarington, Ohio-sourced gas supplies.  The MDWQ under the DTI GSS arrangement was 

4,880 Dth/day and the maximum winter season withdrawal quantity was 411,765 Dth. 

2.1.5 Tennessee Gas Pipeline 

 The TGP system originates in the Gulf Coast natural gas production region and extends 

to New England.  In the 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 in Figure 2. 
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Figure 2. 
Tennessee Gas Pipeline 

System Map 
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 During the review period, Atmos maintained two firm transportation service 

arrangements with TGP under Rate Schedule FT-A to serve the Company’s East Tennessee 

service territory (Contract Nos. 69218 and 92725).  FT-A Contract No. 69218 provided for the 

delivery of Gulf Coast supplies to ETNG in TGP Zone 1.  Contract No. 69218 had a review 

period MDQ of 58,656 Dth/day through October 31, 2012, at which time the MDQ was reduced 

to 53,656 Dth/day.  The Company’s receipt point capacity under TGP Contract No. 69218 during 

the review period was subdivided by zone and leg as follows: 

Tennessee Gas Pipeline Capacity 
Contract No. 69218 

Zone – Leg  MDQ (Dth) 

Zone 0 – 100 Leg  40,000 

Zone L – 100 Leg  3,750 

Zone L – 500 Leg  8,656 

Zone L – 800 Leg  1,250 

  Total  53,656 
 

TGP FT-A Contract No. 92725 also provided for the delivery of Gulf Coast supplies to 

ETNG in TGP Zone 1.  The MDQ associated with Contract No. 92725 was 10,000 Dth/day, and 

the receipt point during the review period was the TGP Zone L – 100 Leg.   

Atmos maintained a market area firm storage service arrangement with TGP that 

provided for no-notice service under Rate Schedule FS-MA (Contract No. 3981).  Gas was 

delivered to and from storage under Atmos’ FT-A firm transportation arrangements with TGP.  

The MDWQ associated with Contract No. 3981 was 20,000 Dth/day, and the maximum winter 

season withdrawal quantity was 835,674 Dth. 

2.1.6 Southern Natural Gas Company 

 Atmos maintained a firm transportation service arrangement with SONAT under Rate 

Schedule FT during the review period (Contract No. FSNG239).  This arrangement provided for 

the upstream delivery of Gulf Coast-sourced supplies to ETNG for subsequent delivery to the 

Company’s East Tennessee service territory.  The MDQ associated with the Company’s SONAT 

FT arrangement was 7,658 Dth/day. 

2.1.7 East Tennessee Natural Gas 

 ETNG consists of two mainline systems in Central Tennessee that converge near 

Knoxville and extend to an area just south of Roanoke, Virginia.  ETNG provides for, among 
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other things, the delivery of upstream gas supplies from Columbia Gulf, Texas Eastern, TGP, 

and SONAT to Atmos’ Middle and East Tennessee service territories.  A map of the ETNG 

system is presented in Figure 3.  During the review period, Atmos maintained six arrangements 

for firm transportation service with ETNG—five under Rate Schedule FT-A (Contract Nos. 

30774R2, 34538R2, 410243R2, 410334R2, and 410274R1), and one under Rate Schedule FT-

LNGS (Contract No. 30777R2). 

Figure 3. 
East Tennessee Natural Gas System Map 

 

 
ETNG FT-A Contract No. 30774R2 provided for the delivery of gas from TGP to Atmos’ 

East Tennessee service territory.  The contract also provided capacity for the delivery of gas on 

ETNG’s Nora Lateral, located in Dickenson County in Southwest Virginia (see Figure 3 above).  

Atmos purchased gas from AEM on a delivered-to-Nora Lateral basis under two separate 

arrangements during the review period.  These Nora Lateral purchase arrangements are discussed 

in greater detail in Section 2.3.  The MDQ associated with Contract No. 30774R2 was 84,588 

Dth/day.  Of this amount, 72,102 Dth/day of capacity was used to deliver gas from TGP, and the 

remainder was used to deliver gas supplies purchased under one of the Nora Lateral supply 

arrangements with AEM. 

 ETNG FT-A Contract No. 34538R2 provided for the delivery of up to 27,500 Dth/day to 

the East Tennessee service territory.  This included the delivery of 7,500 Dth/day from SONAT 

under Contract No. FSNG239; 4,000 Dth/day for the delivery of gas supplies purchased from 

AEM under a second Nora Lateral arrangement; 6,000 Dth/day for the delivery of gas withdrawn 

from Saltville Storage; and 10,000 Dth/day for the delivery of gas on ETNG’s Jewell Ridge 
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Lateral in Tazewell and Smyth Counties, Virginia that was purchased from AEM on a delivered-

to-ETNG basis (as shown previously in Figure 3).  The Company’s Saltville Storage 

arrangement is discussed in greater detail in Section 2.1.8. 

 ETNG FT-A Contract No. 410243R2 provided for the delivery of Texas Eastern-sourced 

gas supplies purchased by Atmos from AEM on a delivered-to-ETNG basis.  The MDQ 

associated with FT-A Contract No. 410243R2 was 1,500 Dth/day. 

 ETNG FT-A Contract Nos. 410334R1 and 410274R1 provided for the delivery of gas 

withdrawn from Saltville Storage to Atmos’ East Tennessee service territory.  The MDQs 

associated with these arrangements were 20,000 Dth/day and 1,500 Dth/day, respectively. 

 Atmos purchased winter-period liquefied natural gas (LNG) unbundled storage service 

from ETNG under Rate Schedule LNGS (Liquefied Natural Gas Storage Service) to serve the 

Middle and East Tennessee service territories during the review period.  Atmos maintained a 

firm transportation service arrangement under Rate Schedule FT-LNGS that provided for the 

delivery of gas withdrawn from storage under Atmos’ LNGS arrangement with ETNG (Contract 

No. 30777R2).  The LNG facility is located near Kingsport, Tennessee.  Contract No. 30777R2 

only provided for service during the winter period months of November through March.  The 

MDQ associated with Contract No. 30777R2 was 36,633 Dth/day.  The MDWQ associated with 

the ETNG LNGS arrangement (Contract No. 33245) was 52,633 Dth/day and the maximum 

winter season withdrawal quantity was 339,900 Dth.   

2.1.8 Saltville Gas Storage Company 

 Atmos purchased unbundled storage service under two arrangements with Saltville 

Storage under Rate Schedule FSS during the review period.  Saltville Storage is owned and 

operated by Spectra Energy, which also owns ETNG and Texas Eastern.  The Saltville Storage 

facility is located in Smyth County, Virginia, and is directly connected to ETNG (as shown 

previously in Figure 3).  The MDWQ associated with Saltville Storage Contract No. 420009R1 

was 30,000 Dth/day.  The MDWQ associated with Contract No. 420040R1 was 7,000 Dth/day.  

The maximum winter season withdrawal quantities under the two arrangements were 300,000 

Dth and 70,000 Dth, respectively.  Gas withdrawn from Saltville Storage is primarily delivered 

to Atmos under ETNG FT-A Contract Nos. 34538R2, 410274R1, and 410334R2. 

2.1.9 Caledonia Gas Storage 

 Atmos purchased storage service from Caledonia Storage under Rate Schedule FSS 

during the review period.  Caledonia Storage is interconnected with the TGP 500 Leg in Zone 1.  
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Caledonia Storage is owned and operated by ENSTOR, an independent storage operator.  The 

MDWQ associated with the Company’s Caledonia Storage arrangement was 10,000 Dth/day, 

and the maximum winter season withdrawal quantity was 500,000 Dth.  Caledonia Storage 

withdrawals were delivered by TGP to ETNG under Atmos’ TGP FT-A firm transportation 

arrangements.  The Caledonia Storage contract expired on March 31, 2015, and was replaced by 

alternative storage arrangements. 

2.1.10 Barnsley Storage  

 The Barnsley Storage field, located in Hopkins County, Kentucky, is owned and operated 

by Atmos Pipeline & Storage, LLC, a wholly-owned subsidiary of Atmos Energy Holdings, Inc.  

The costs associated with owning and operating Barnsley Storage are allocated to Atmos and 

included in the Company’s base rates.  The MDWQ from Barnsley Storage was 30,000 Dth/day 

and the maximum winter season withdrawal quantity was 1,300,000 Dth.  Barnsley Storage is 

not physically interconnected with the Company’s distribution systems.  Gas withdrawn from 

Barnsley Storage was delivered to Atmos through various exchange arrangements with AEM 

under the AMA.  That is, gas withdrawn from Barnsley Storage was delivered to other markets 

served by AEM and like quantities were delivered to Atmos to serve the Company’s West and 

Middle Tennessee service territories.  Exchange deliveries may be delivered to Atmos by Texas 

Gas, Columbia Gulf, and Texas Eastern. 

2.2 Asset Management Agreement 

 Atmos operated under an AMA with Atmos Energy Marketing during the review period.  

The term of the AMA was April 1, 2011 through March 31, 2014.  The AMA was approved by 

the TRA in Docket No. 11-00034 on February 24, 2012.  Under the AMA, Atmos released all of 

its interstate pipeline firm transportation and storage capacity assets to AEM at zero cost.1  The 

AMA also provided that Atmos would purchase its gas supplies from AEM.  AEM paid Atmos 

an annual fee of $2,333,333 under the AMA for the ability to utilize Atmos’ assets and to be 

Atmos’ gas supplier.  A portion of the AMA fee was allocated to the Company’s Virginia 

jurisdiction. 

 Under the AMA, Atmos determined how its pipeline transportation and storage assets 

should be used on a daily basis to meet its customers’ gas supply requirements (referred to as 

“virtual dispatch”).  On a daily basis, AEM was entitled to use Atmos’ assets in the manner 

determined by virtual dispatch, use the assigned assets in a different manner, or use other assets 

                                                 
1 The Texas Gas SGT contract was non-releasable and AEM was designated as Atmos’ agent for this arrangement. 
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that AEM had available to satisfy Atmos’ daily gas supply requirements so long as AEM met 

Atmos’ daily requirements.  The billing arrangements under the AMA provided that Atmos 

would continue to be responsible for the interstate pipeline demand charges associated with the 

released assets.  AEM was billed for the interstate pipeline variable transportation and storage 

charges incurred under the released assets.  Those charges incurred by AEM to provide service to 

Atmos pursuant to virtual dispatch were billed to Atmos by AEM. 

2.3 AMA Gas Supply and Delivery Arrangements 

 As stated above, Atmos purchased its gas supplies from AEM under the AMA pursuant 

to Atmos’ virtual dispatch instructions.  Supplies purchased utilizing the assets released to AEM 

that accessed a gas production region (e.g., Gulf Coast) were priced based on applicable 

published index prices.  For example, gas supplies nominated for purchase in Texas Gas Zone 

SL through virtual dispatch were priced based on a Texas Gas Zone SL published index price.  

Most purchases included a commodity adder to the index price.  This pricing applied to 

purchases delivered to Atmos under its Texas Gas SGT and STF, Columbia Gulf FTS-1, Texas 

Eastern FT-1, TGP FT-A, and SONAT FT firm transportation arrangements. 

 As indicated previously, Atmos purchased gas supplies on a delivered-to-ETNG basis 

during the review period.  For these purchases, AEM arranged for the delivery of gas supplies 

from a production region to ETNG using assets other than those released to it by Atmos.  The 

delivered-to-ETNG arrangements included two with AEM for the delivery of gas supplies to 

ETNG’s Nora Lateral—one for 12,272 Dth/day and the other for 4,295 Dth/day.  The 

arrangement for 12,272 Dth/day was a baseload agreement entered into with AEM prior to the 

review period AMA, and was effective through the term of the AMA.  Pricing under this 

arrangement was based on an average of production-area index prices applicable for supplies 

accessed by TGP and New York Mercantile Exchange (NYMEX) closing prices, plus a 

commodity adder.  The arrangement for 4,295 Dth/day was priced based on the NYMEX closing 

price plus an adder for first-of-the-month (FOM) purchases, and for incremental day-ahead 

purchases, the price was based on Platts’ Gas Daily “Daily Price Survey” Henry Hub midpoint 

index price plus a commodity adder.   

 The AMA with AEM included a gas supply arrangement that provided for the delivery of 

up to 10,000 Dth/day to ETNG’s Jewell Ridge Lateral.  This arrangement had the same pricing 

features as the Nora Lateral arrangement for 4,295 Dth/day. 

 The AMA provided for the purchase of up to 1,500 Dth/day on a delivered-to-ETNG 

basis of Texas Eastern-sourced supplies during the winter period (November through March).  
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This arrangement provided for a commodity price based on a Gulf Coast production region index 

price applicable for gas supplies accessed by Texas Eastern (East Louisiana, or ELA) plus a 

commodity adder. 

 The AMA also included an arrangement that provided for the delivery of up to 3,365 

Dth/day on a delivered-to-ETNG basis of TGP-sourced supplies during the winter period.  This 

arrangement required the payment of monthly demand charges during the winter period, and 

included a commodity price based on a Gulf Coast production region index price applicable for 

gas supplies accessed by TGP, plus a commodity adder. 

 In addition to these delivered-to-ETNG supply arrangements, the AMA included a peak 

winter period (December through February) arrangement that provided for the delivery of up to 

20,000 Dth/day of Columbia Gulf and Texas Eastern-sourced gas supplies directly to the Middle 

Tennessee service territory.  This arrangement required the payment of monthly demand charges 

during the months of December through February, and included a commodity price based on a 

production area index price applicable for Gulf Coast gas supplies accessed by Columbia Gulf or 

Texas Eastern, as applicable, plus a commodity adder. 

 Atmos’ review period gas supply arrangements with AEM also included an arrangement 

that provided for the purchase and delivery of gas to fill DTI GSS and Barnsley Storage during 

the summer period (April through October).  The DTI GSS storage fill arrangement had an MDQ 

of 2,288 Dth/day, and the gas purchased was priced based on REX published index prices plus a 

commodity adder.  The DTI GSS arrangement also required the payment of demand charges 

during the months of July through September.  The Barnsley Storage fill arrangement provided 

Atmos with the choice of either a Texas Gas or ANR Pipeline (ANR) production area published 

index price, plus a commodity adder.  It was anticipated at the time the AMA was executed that 

both Texas Gas and ANR would have the ability to physically deliver gas to Barnsley Storage.  

However, the interconnect with ANR did not come to fruition, and therefore Texas Gas was the 

only physical interconnect with Barnsley Storage.  The Barnsley Storage fill arrangement had an 

MDQ of 5,467 Dth/day. 

 Finally, as indicated previously in Section 2.1.10, gas supplies withdrawn from Barnsley 

Storage cannot physically be delivered to any of the Company’s Tennessee service territories.  

Under the AMA, these withdrawals were delivered to the West or Middle Tennessee service 

territories by displacement (exchange).  The AMA provided for Barnsley Storage exchange 

deliveries by either Texas Gas, Columbia Gulf, or Texas Eastern.  Atmos is charged various 

variable commodity charges for the delivery of Barnsley Storage withdrawals. 
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 There was one review period exception to Atmos purchasing its gas supplies from AEM.  

On a peak day during the 2013-2014 winter season, January 6, 2014, Atmos purchased 10,330 

Dth from Twin Eagle Resources Management, LLC (Twin Eagle).  This supply was delivered 

directly to the Company’s Middle Tennessee service territory by Texas Eastern.  The purchase 

was made at a negotiated fixed price.  This purchase was made from Twin Eagle to meet 

operational requirements in the Middle Tennessee service territory.  Table 1 summarizes the 

Company’s upstream and direct transportation, storage, and delivered supply arrangements by 

service territory at the conclusion of the review period. 

2.4 Affiliate Guidelines 

The RFP Scope of Review for this investigation included the requirement to review the 

relationship between Atmos and its affiliates to determine compliance with the Affiliate 

Transactions guidelines included in Atmos’ PBRM tariff.  Exeter has interpreted this 

requirement to apply to PBRM and gas procurement-related activity and the provision of gas 

supply services to transportation customers on the Atmos system for which Atmos’ affiliate, 

AEM, competes with non-affiliated marketing companies.  A complete description of Atmos’ 

Affiliate Transactions guidelines is included in the Company’s PBRM tariff which is included as 

Appendix A to this Report.  As identified in the PBRM tariff, the guidelines consist of:  

• RFP Procedures for Selection of Asset Manager and/or Gas Provider 

• Standards of Conduct; and 

• Complaints 

2.4.1 RFP Procedures for Selection of Asset Manager and/or Gas Provider 

Atmos’ PBRM tariff includes seven guidelines for RFP procedures for the selection of an 

Asset Manager.  The Company issued one RFP for the provision of review period AMA gas 

supply services.  Atmos’ affiliate, AEM, was selected as Atmos’ Asset Manager through the 

AMA RFP process.  Atmos’ RFP and selection process were investigated and approved by the 

TRA in Docket No. 11-00034 in an Order issued February 24, 2012.  That Order found that 

Atmos had complied with the RFP and bidding procedures set forth in the Company’s PBRM  
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Table 1.
Atmos Energy Corporation 

Summary of Capacity Resources and Delivery Arrangements – Conclusion of Review of Period(1) 

Pipeline/Provider – Service 
Contract 

No. 

Tennessee 
Service 
Territory 

           MDQ            Winter 
Season 
(Dth) 

Annual 
(Dth) 

Contract 
Expiration 

Winter
(Dth) 

Summer
(Dth) 

CITYGATE RESOURCES               

Texas Gas Transmission 
   No‐Notice Transportation (SGT) 
   Firm Transportation (STF) 

 
G0750 
T‐21438 

 
West 
West 

7,495
2,000 

4,120
500 

 
600,013 
302,000 

1,242,117
409,000 

 
10/31/19 
10/31/19 

Columbia Gulf Transmission 
   Firm Transportation (FTS‐1) 
   Firm Transportation (FTS‐1) 
   Firm Transportation (FTS‐1) 
   Firm Transportation (FTS‐1) 

 
23481 
23188 
142156 
84924 

 
Middle 
Middle 
Middle 
Middle 

25,000
12,500
7,500
5,000 

25,000
12,500
7,500
5,000 

 
3,775,000 
1,887,500 
1,132,500 
755,000 

9,125,000
4,562,500
2,737,500
1,825,000 

 
3/31/16 
3/31/16 
3/31/16 
3/31/16 

Texas Eastern Transmission 
   Firm Transportation (FT‐1) 
   Storage Service (SS‐1) 

 
910800R1 
400244R2 

 
Middle 
Middle 

5,000
3,000 

5,000
0 

 
755,000 
180,000 

1,825,000
0 

 
3/31/16 
4/30/16 

East Tennessee Natural Gas 
   Firm Transportation (FT‐A) 
   Firm Transportation (FT‐A) 
   Firm Transportation (FT‐LNGS) 
   Firm Transportation (FT‐A) 
   Firm Transportation (FT‐A) 
   Firm Transportation (FT‐A) 

 
410334R2 
30774R2 
30777R2 
34538R2 
410243R2 
410274R1 

 
East 
East 
East 
East 
East 
East 

20,000
84,588
36,633
27,500
1,500
1,500 

0
84,588

0
27,500

0
0 

 
200,000 

12,772,788 
339,900 

4,152,500 
226,500 
15,000 

0
30,874,620

0
10,037,500

226,500
0 

 
4/30/19 
10/31/15 
10/31/15 
10/31/15 
3/31/19 
10/31/16 

Atmos Energy Marketing 
   Delivered Columbia Gulf & Tetco 
   Barnsley Exchange (Columbia Gulf & Tetco) 
   Barnsley Exchange (Texas Gas) 

 
AMA 
AMA 
AMA 

 
Middle 
Middle 
West 

20,000
29,000
1,000 

0
0
0 

 
1,800,000 
1,256,667 

43,333 

1,800,000
0
0 

 
AMA 
AMA 
AMA 

Total – Citygate Resources      289,216  191,708  30,150,358  64,664,737   
UPSTREAM RESOURCES               
Columbia Gulf Transmission 
   Firm Transportation (FTS‐1) 

 
135019 

 
East  5,000  5,000 

 
755,000  1,825,000 

 
10/31/15 

Dominion Transmission 
   Storage Service (GSS) 

 
600047 

 
Middle  4,880  0 

 
411,765  0 

 
03/31/21 

Tennessee Gas Pipeline 
   Firm Transportation (FT‐A) 
   Firm Transportation (FT‐A) 
   Storage Service (FS‐MA) 

 
69218 
92725 
3981 

 
East 
East 
East 

53,656
10,000
20,000 

53,656
10,000

0 

 
8,102,056 
1,510,000 
835,674 

19,584,440
3,650,000

0 

 
10/31/15 
03/31/19 
10/31/19 

Southern Natural Gas 
   Firm Transportation (FT) 

 
FSNG239 

 
East  7,658  7,658 

 
1,156,358  2,795,170 

 
08/31/18 

East Tennessee Natural Gas 
   Storage Service (LNGS) 

 
33245 

 
East  52,633  0 

 
339,900  0 

 
10/31/15 

Saltville Storage 
   Storage Service (FSS) 
   Storage Service (FSS) 

 
420009R1 
420040R1 

 
East 
East 

30,000
7,000 

0
0 

 
300,000 
70,000 

0
0 

 
04/30/17 
04/30/17 

Caledonia Storage 
   Storage Service (FSS) 

 
Atmos 001 

 
East  10,000  0 

 
500,000  0 

 
03/31/15 

Barnsley Storage 
   Company Storage 

 
N/A 

 
Middle/West  30,000  0 

 
1,300,000  0 

 
12/31/16 

Atmos Energy Marketing 
   Nora/Jewell Ridge Laterals into ETNG 
   Texas Eastern into ETNG 
   TGP into ETNG 
   Barnsley Injection 
   DTI GSS Storage Injection 

AMA 
AMA 
AMA 
AMA 
AMA 

 
East 
East 
East 

Middle/West
Middle 

26,567
1,500
3,365

0
0 

26,567
0
0

5,467
2,288 

 
4,011,617 
226,500 
508,115 

1,169,938 
411,765 

9,696,955
226,500
508,115

0
0 

AMA 
AMA 
AMA 
AMA 
AMA 

Note: (1) East Tennessee service territory capacity allocated 70.561% to the Tennessee jurisdiction and 29.439% to the Virginia jurisdiction.
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tariff.  Exeter’s investigation included review of the RFP issued for AMA services, the bids 

received, and the Company’s analysis of those bids.  Our review did not identify any violations 

of the required RFP procedures for the selection of an Asset Manager included in the PBRM 

tariff. 

2.4.2 Standards of Conduct 

Atmos’ PBRM tariff includes 17 Standards of Conduct guidelines.  Those guidelines are 

also described in the PBRM tariff included as Appendix A to this Report.  Several of these 

guidelines relate to natural gas supply procurement activities (items 4, 5, 7, 9, 10, 14, and 15).  

As just described, Atmos’ affiliate, AEM, was the Company’s review period gas supplier and 

was selected through a competitive RFP process approved by the TRA, and Exeter’s review 

revealed no violations of these guidelines. 

Standards of Conduct guidelines 13 and 16 relate to providing rate discounts or tariff 

waivers to affiliates.  Exeter’s investigation found that Atmos has not granted rate discounts or 

tariff waivers to either affiliates or non-affiliated companies. 

Standards of Conduct guidelines 1 and 2 relate to the consistent application of tariff 

provisions on a non-discriminatory basis for both affiliates and non-affiliated entities.  As part of 

our investigation, Exeter reviewed a sample of the monthly imbalance statements and the penalty 

charges assessed to marketers operating on Atmos’ system.  Exeter’s review did not reveal 

discriminatory treatment for affiliated and non-affiliated marketers.   

Standards of Conduct guidelines 11 and 12 relate to separation of employees and 

maintenance of separate books of accounts and records from affiliates.  Exeter’s review found 

that the operating employees of Atmos and its affiliate, AEM, function independently from each 

other and that separate books of accounts and records are maintained. 

Standards of Conduct guidelines 3, 6, and 8 relate to the similar treatment for requests for 

service and the disclosure of information.   These guidelines, and to some extent all 17 Standards 

of Conduct, are addressed by a Corporate Code of Conduct Policy.  The Corporate Code of 

Conduct requires that all employees abide by the letter and spirit of all laws, rules, and 

regulations that apply to Atmos’ business and employees.  This includes the PBRM tariff 

Standards of Conduct.  Other topics addressed in the Corporate Code of Conduct include 

Competition, Fair Dealing, Confidential Information, and Honesty with Regulators and Other 

Government Officials.  The Company’s Gas Supply Department procedures manual includes 

Affiliate Relationship Procedures.  All employees are required to undergo annual Code of 

Conduct training. 
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To independently evaluate Atmos’ compliance with the PBRM Standards of Conduct 

guidelines, Exeter attempted to contact several of the non-affiliated marketers providing service 

to Atmos transportation customers to determine whether proper affiliate relationships with AEM 

were being maintained.  AEM is the largest marketer on the Atmos system, serving customers 

responsible for approximately 70 percent of total transportation volumes.  Only one non-

affiliated marketer was willing to discuss Atmos’ affiliate relationships, subject to anonymity.  

The non-affiliated marketer indicated that Atmos’ affiliate relationships appeared proper.  The 

only concern that was raised related to the terms and conditions of the transportation service 

provided by Atmos.  The non-affiliated marketer suggested that Atmos’ terms and conditions of 

transportation service would likely be different if AEM was not the largest marketer on the 

Atmos system.  Since the terms and conditions of transportation service are specified by tariff 

and Exeter’s review revealed that the terms and conditions of service were applied equally to 

AEM and non-affiliated marketers, no violations of the Standards of Conduct were found. 

Standards of Conduct guideline 17 relates to the maintenance of records sufficiently 

detailed to verify compliance with the guidelines.  During Exeter’s review, Atmos was able to 

satisfy all of Exeter’s Standards of Conduct guideline data requests. 

2.4.3 Complaints 

The PBRM tariff includes procedures for addressing complaints filed by any customer, 

marketer, or other interested third party with the TRA relating to violations of the Affiliate 

Transactions guidelines.  During the review period, no complaints were filed with the TRA or 

the Company alleging affiliate guideline violations. 

2.5 Markets Served by Atmos 

 Atmos 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 on the interstate markets and separately arrange for the 

delivery of those supplies to Atmos’ citygates.  Table 2 summarizes the number of Atmos 

customers served and annual throughput by class for calendar years 2011, 2012, and 2013.  As 

shown in Table 2, Atmos has been experiencing moderate customer growth.  This customer 

growth has been most significant in the Company’s Middle Tennessee service territory. 
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Table 2. 
Atmos Energy Corporation 

Annual Customers and Throughput by Class 
(Calendar Years 2011‐2013) 

  2011  2012  2013 

CUSTOMERS BY CLASS 

Residential  114,008  114,885  115,727 

Commercial  15,534  15,566  15,829 

Industrial  364  359  356 

Public Authority  484  497  597 

Compressed Gas  1  1  1 

Transport  102  105  112 

Total Customers  130,492  131,413  132,622 

VOLUMES BY RATE SCHEDULE (Dth) 
Residential  6,258,400  6,638,286  8,657,745 

Commercial  4,386,611  4,650,804  5,641,140 

Industrial  1,217,309  1,440,614  1,490,241 

Public Authority  64,788  64,273  127,280 

Compressed Gas  1,976  1,975  2,670 

Transport  7,901,512  7,700,573  8,019,913 

Total Volumes  19,830,596  20,496,524  23,938,989 
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3.0  PERFORMANCE BASED RATEMAKING MECHANISM RIDER 

 This section of Exeter’s Report summarizes and evaluates Atmos’ gas procurement 

activities and performance under the Performance Based Ratemaking Mechanism Rider.  The 

PBRM is designed to encourage the Company to perform its gas purchasing activities at 

minimum cost, consistent with efficient operations and service reliability.  The PBRM replaces 

the reasonableness or prudence review of the Company’s gas purchasing activities overseen by 

the TRA in accordance with Rule 1220-4-7-.05, Audit of Prudence of Gas Purchases. 

3.1 PBRM Structure 

The PBRM consists of two components: 

• Gas Procurement Incentive Mechanism 

• Capacity Management Incentive Mechanism 

The Gas Procurement Incentive Mechanism establishes a monthly benchmark to which the 

Company’s commodity cost of gas is compared.  It also addresses the use of financial 

instruments or private contracts in managing gas costs.  The net incentive savings or costs are 

shared equally between the Company and its customers.  The Capacity Management Incentive 

Mechanism is designed to encourage the Company to actively market off-peak unutilized 

transportation and storage capacity on upstream pipelines in the secondary market.  This would 

include off-system sales activity.  It also addresses the sharing of asset management fees and 

other forms of compensation received by Atmos for the release and utilization of the Company’s 

transportation and storage assets by third parties.  Capacity Management Incentive Mechanism 

savings are shared between sales customers and the Company on a 90/10 percent basis, 

respectively.  The Company is subject to an overall combined cap on incentive savings or costs 

under both mechanisms of $1.25 million each plan year (April through March).  A complete 

description of the PBRM is included as Appendix A to this Report.   

3.1.1   Gas Procurement Incentive Mechanism 

Background 

 In the natural gas industry, there are primarily two types of gas supply purchase 

arrangements—first-of-the-month (FOM) monthly baseload purchases and daily purchases.  

FOM 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.  
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While daily purchases generally flow for one day, they may also be arranged for multiple 

consecutive days.   

 There are various natural gas industry publications that identify, after the fact, the 

average price paid for FOM and daily gas purchases at major natural gas trading locations.  

These average or market prices are referred to as “index prices.”  FOM index prices are 

published in Inside FERC’s Gas Market Report (Inside FERC) and Natural Gas Intelligence 

(NGI).  Daily index prices are published in Gas Daily.  Trading locations at which Atmos 

purchases gas with published index prices include the following: 

Texas Gas Transmission 

 Zone SL 

 Zone 1 

Columbia Gulf Transmission 

 Mainline 

Texas Eastern 

 Rockies Express (REX) 

 East Louisiana (ELA) 

Tennessee Gas Pipeline 

 Zone 0, 100 Leg 

 Zone L, 500 Leg 

 Zone L, 800 Leg 

Southern Natural Gas 

 Louisiana 

In addition to purchases at locations with published index prices, Atmos made purchases 

delivered to ETNG’s Nora and Jewell Ridge Laterals, to ETNG by Texas Eastern and TGP, and 

citygate deliveries made by Columbia Gulf and Texas Eastern.  Directly applicable index prices 

are not currently available for delivered-to-ETNG and citygate purchases. 

Gas Procurement Incentive Mechanism Benchmark Calculation 

 Under the PBRM, Atmos’ actual monthly commodity cost of gas is compared to a 

monthly benchmark cost.  Actual and benchmark costs are determined for each purchase made 

by the Company during a given month, and actual and benchmark costs are compared to evaluate 

the Company’s performance under the PBRM. 
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 For FOM baseload purchases made at Atmos’ primary trading locations, the Inside FERC 

and NGI index prices for each transaction are averaged with the applicable monthly NYMEX 

closing price to determine the benchmark price. This benchmark price is applied to the actual 

quantity of gas purchased by the Company at each location to determine the applicable 

benchmark cost.  For daily purchases at those same locations, the Gas Daily index price for each 

transaction location is applied to the actual quantity of gas purchased by the Company at that 

location to determine the applicable benchmark cost.   

The PBRM provides for the benchmarking of long-term purchases (i.e., a term more than 

one month) using FOM index prices and a three-year average of premiums paid to suppliers to 

ensure that long-term supplies are available during peak periods.  No long-term purchases were 

made during the review period, and it is unclear how the benchmark for these purchases would 

be calculated.   

 In addition to purchases made at its primary trading locations, and as previously 

described, Atmos also purchased gas at delivered-to-ETNG and citygate locations for which 

directly applicable index prices are not published.  The PBRM provides that for citygate 

purchases, index prices are to be adjusted for benchmarking purposes for the avoided 

transportation costs that would have occurred if upstream capacity was purchased, less any 

demand charges that are paid to the supplier providing the citygate service.   

If the total commodity cost of gas in a given month falls within a deadband of the total 

benchmark amount, no incentive savings or costs are deemed available for sharing under the 

PBRM.  If the total commodity cost of gas falls outside of the deadband, the amount falling 

outside the deadband is available for sharing and is shared equally between Atmos’ sales 

customers and the Company.  The deadband in effect during the review period was 97.4 percent 

to 102 percent of benchmark costs, and the deadband has been extended by the TRA at these 

percentages through March 31, 2017. 

Financial Instruments or Other Private Contracts 

 To the extent Atmos uses futures contracts, financial derivative products, storage swap 

arrangements, or other private agreements to hedge, manage, or reduce gas costs, any savings or 

costs will flow through the commodity cost component of the Gas Procurement Incentive 

Mechanism.  The Company did not use futures contracts, financial instruments, or private 

contracts to manage, hedge, or otherwise reduce the volatility of its gas costs during the review 

period.  The Company claims that the inclusion of hedging losses in the PBRM has discouraged 

the use of hedging. 
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3.1.2 Capacity Management Incentive Mechanism 

 To the extent Atmos is able to release daily transportation or daily storage capacity, or 

realize margins from off-system sales, the associated revenues and margins are shared by the 

Company’s sales customers and the Company on a 90/10 percent basis, respectively, under the 

Capacity Management Incentive Mechanism.  During the review period, Atmos released all of its 

transportation and storage capacity to AEM under the AMA.  The fee the Company received 

from AEM was credited 90 percent to sales customers.  The AMA fee credited to sales 

customers was allocated between Atmos’ Tennessee and Virginia jurisdictions.  Atmos did not 

engage in off-system sales activity during the review period because the Company had released 

all of its capacity to AEM under the AMA. 

3.2 Review Period Gas Procurement Activity 

Table 3 provides a review period comparison of FOM Inside FERC index prices for the 

locations at which Atmos purchased gas under the AMA and for which index prices are 

available.  Atmos did not purchase gas at the NYMEX Henry Hub, but NYMEX prices are 

included in the price calculations for certain purchases under the AMA.  Also identified are 

citygate variable delivered prices that reflect the variable pipeline and fuel costs associated with 

the delivery of gas to Atmos’ citygate.  Table 4 provides a review period monthly summary of 

the purchases made by Atmos under the AMA by location.  As subsequently discussed, Atmos’ 

purchases under the AMA appear consistent with least-cost procurement.   

Atmos’ West Tennessee service territory can only be served by Texas Gas.  Applicable 

index purchase locations for Texas Gas supplies are Zone SL and Zone 1.  As shown in Table 3, 

Zone 1-sourced supplies typically had a slightly lower delivered cost than Zone SL delivered 

supplies during the review period.  As a result, the Company generally attempted to maximize 

Zone 1 purchases during the review period. 

Atmos’ Middle Tennessee service territory is primarily served by Columbia Gulf under 

firm transportation arrangements that provide for the direct delivery of Gulf Coast production 

region supplies.  In addition, the Middle Tennessee service territory can be served by Texas 

Eastern under a firm transportation backhaul arrangement with gas purchased at the Texas 

Eastern interconnect with REX.  The Middle Tennessee service territory requirements can also 

be met with delivered-to-citygate supplies available under the Company’s AMA with AEM.  

These delivered-to-citygate supplies can be sourced on Columbia Gulf or Texas Eastern.  Daily 

deliveries from Texas Eastern are generally required to meet certain operational requirements of 

the Middle Tennessee service territory.  As shown in Table 3, Columbia Gulf firm 

transportation-sourced supplies were slightly lower cost than Texas Eastern REX firm 
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Table 3. 
Atmos Energy Corporation 

Summary of Review Period Prices by Pipeline Location 
Inside FERC First‐of‐the‐Month Index Prices 

 ($/Dth) 

Month 

       Tennessee Gas Pipeline        

SONAT 
Columbia 

Gulf 
        Texas Gas          
Zone SL       Zone 1 

Texas 
Eastern 
REX  NYMEX 

Zone 0/ 
100 Leg 

ZL 100/ 
500 Leg 

ZL/ 800 
Leg 

April 2011  $4.13  $4.19  $4.21  $4.25  $4.18  $4.20  $4.18  $4.41  $4.24 

May  4.24  4.34  4.38  4.40  4.29  4.29  4.29  4.51  4.38 

June  4.23  4.33  4.29  4.34  4.26  4.37  4.25  4.48  4.33 

July   4.25  4.36  4.35  4.37  4.30  4.31  4.27  4.47  4.36 

August  4.26  4.33  4.29  4.37  4.32  4.32  4.29  4.48  4.37 

September  3.81  3.84  3.83  3.85  3.81  3.92  3.80  3.91  3.86 

October  3.67  3.70  3.71  3.74  3.67  3.69  3.65  3.83  3.76 

November  3.42  3.49  3.50  3.49  3.46  3.51  3.44  3.60  3.52 

December  3.28  3.36  3.33  3.36  3.29  3.40  3.29  3.59  3.36 

January 2012  3.03  3.09  3.33  3.09  3.01  3.02  3.01  3.23  3.08 

February  2.55  2.69  2.62  2.69  2.63  2.65  2.63  2.76  2.68 

March  2.40  2.44  2.45  2.44  2.40  2.41  2.39  2.49  3.45 

Yearly Average  $3.61  $3.68  $3.69  $3.70  $3.64  $3.67  $3.62  $3.81  $3.78 
Variable Delivered  $3.77  $3.82  $3.83  $3.94  $3.70  $3.78  $3.73  $3.83  N/A 
April 2012  $2.08  $2.14  $2.13  $2.16  $2.10  $2.14  $2.09  $2.19  $2.19 

May  1.95  2.01  1.98  2.02  1.98  2.00  1.98  2.07  2.04 

June  2.45  2.39  2.45  2.41  2.36  2.39  2.36  2.44  2.43 

July   2.69  2.72  2.70  2.77  2.70  2.70  2.69  2.75  2.77 

August  2.99  2.98  3.01  3.00  2.96  3.09  2.95  3.00  3.01 

September  2.54  2.59  2.58  3.62  2.55  2.58  2.54  2.60  2.63 

October  2.86  3.00  2.98  3.02  2.93  2.95  2.93  3.05  3.02 

November  3.34  3.44  3.37  3.46  3.41  3.45  3.41  3.55  3.47 

December  3.61  3.63  3.66  3.73  3.67  3.68  3.66  3.78  3.70 

January 2013  3.28  3.35  3.33  3.40  3.31  3.32  3.31  3.43  3.35 

February  3.15  3.22  3.18  3.25  3.19  3.20  3.19  3.30  3.23 

March  3.35  3.39  3.39  3.45  3.38  3.41  3.38  3.50  3.43 

Yearly Average  $2.85  $2.91  $2.90  $2.94  $2.88  $2.91  $2.87  $2.97  $2.94 
Variable Delivered  $2.98  $3.02  $3.01  $3.14  $2.93  $3.01  $2.96  $2.99  N/A 
April 2013  $3.90  $3.98  $3.95  $3.98  $3.95  $3.95  $3.95  $4.03  $3.78 

May  4.10  4.26  4.13  4.16  4.12  4.11  4.12  4.19  4.15 

June  4.07  4.17  4.12  4.17  4.10  4.12  4.08  4.17  4.15 

July  3.61  3.71  3.67  3.71  3.65  3.65  3.65  3.70  3.71 

August  3.36  3.42  3.41  3.42  3.40  3.41  3.40  3.49  3.46 

September  3.46  3.52  3.51  3.54  3.50  3.51  3.50  3.61  3.57 

October  3.41  3.46  3.45  3.47  3.45  3.46  3.45  3.56  3.50 

November  3.41  3.47  3.45  3.49  3.46  3.47  3.45  3.60  3.50 

December  3.68  3.76  3.73  3.78  3.74  3.74  3.74  3.84  3.82 

January 2014  4.26  4.36  4.35  4.37  4.34  4.36  4.34  4.55  4.41 

February  5.26  5.57  5.49  5.55  5.52  5.33  5.54  6.77  5.56 

March  4.65  4.79  4.82  4.80  4.82  4.80  4.82  6.01  4.86 

Yearly Average  $3.93  $4.04  $4.01  $4.04  $4.00  $3.99  $4.00  $4.29  $4.04 
Variable Delivered  $4.10  $4.19  $4.16  $4.29  $4.06  $4.11  $4.12  $4.31  N/A 
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Table 4. 
Atmos Energy Corporation 

Summary of Review Period Purchases by Pipeline Location 
(Dth) 

                         Tennessee Gas Pipeline                          
Columbia Gulf 

                   Texas Gas                                    Texas Eastern                
Nora Lateral  Other(1)  TOTAL Month  Zone 0/100 Leg  ZL/500 Leg  ZL/800 Leg  Zone SL  Zone 1  REX  DTI GSS 

April 2011  668,950   0   0   355,034   217,900  5,130  45,120   10,742   368,160   0   1,671,036  
May  374,613   0   0   219,023   208,577  5,301  54,591   77,191   380,432   0   1,319,728  
June  335,720   0   0   89,274   185,620  5,130  54,660   60,434   368,160   0   1,098,998  
July   308,078   0   0   77,173   204,020  5,301  54,591   60,255   380,432   0   1,089,850  
August  237,336   0   0   89,770   192,023  5,301  48,453   60,255   380,432   0   1,013,570  
September  322,890   0   0   125,222   208,120  5,130  48,780   60,434   368,160   0   1,138,736  
October  621,213   0   0   314,015   202,563  4,278  50,406   60,255   380,432   0   1,633,162  
November  544,890   0   0   419,127   6,180  10,200  46,950   0   368,160   0   1,395,507  
December  912,082   0   0   545,230   0  10,509  76,446   0   380,432   0   1,924,699  
January 2012  1,226,185   11,904   0   618,437   24,955  10,602  101,339   0   380,432   0   2,373,854  
February  695,507   0   0   489,848   2,697  9,918  104,951   0   355,888   0   1,658,809  
March  0   0   0   157,277   0   0   70,959   0   380,432   0   608,668  
   Subtotal  6,247,464   11,904   0   3,499,430   1,452,655  76,800  757,246   389,566   4,491,552   0   16,926,617  
April 2012  267,540   0   0   224,551   66,646  5,160  62,940   31,290   368,160   0  1,026,287  
May  269,080   0   0   126,226   210,621  5,332  52,390   54,250   380,432   0   1,098,331  
June  237,660   0   0   92,154   219,840  5,160  52,200   54,210   368,160   0   1,029,384  
July   213,590   0   0   101,982   220,100  5,332  46,500   54,250   380,432   0   1,022,186  
August  122,915   0   0   123,399   218,116  5,332  44,454   54,250   380,432   0   948,898  
September  206,100   0   0   125,443   221,940  5,160  46,800   54,210   368,160   0   1,027,813  
October  327,638   0   0   316,390   225,618  5,332  52,160   54,250   380,432   0   1,361,820  
November  695,650   0   0   559,532   46,655  10,230  68,810   0   368,160   0   1,749,037  
December  785,230   0   0   594,332   30,132  10,571  99,200   0   380,432   0   1,899,897  
January 2013  968,461   0   0   508,048   35,774  10,571  161,200   0   380,432   0   2,064,486  
February  778,048   0   0   623,815   21,840  9,548  70,000   0   343,616   0   1,846,867  
March  1,192,694   0   0   787,434   18,435  1,984  77,128   0   380,432   0   2,458,107  
   Subtotal  6,064,606   0   0   4,183,306   1,535,717  79,712  833,782   356,710   4,479,280   0   17,533,113  
April 2013  559,980   0   0   338,933   244,680  5,130  62,700   54,330   368,160   0   1,633,913  
May  303,924   0   0   196,525   229,989  5,301  52,390   54,343   380,432   0  1,222,904  
June  219,930   0   0   105,936   220,920  5,130  77,607   54,330   368,160   0   1,052,013  
July  191,859   0   0   109,917   220,720  5,301  81,313   54,343   380,432   0   1,043,885  
August  159,898   0   0   120,912   210,614  5,301  75,423   54,343   380,432   0   1,006,923  
September  182,610   0   0   113,527   214,320  5,130  74,790   54,330   368,160   0   1,012,867  
October  455,218   0   0   282,508   245,492  5,301  77,283   54,343   380,432   0   1,500,577  
November  682,870   0   0   689,525   40,594  10,170  66,000   0   368,160   0   1,857,319  
December  948,449   0   0   766,532   22,661  10,509  108,500   0   380,432   0  2,237,083  
January 2014  1,290,143   44,605   62,094   1,253,478   73,488  10,509  99,000   0   457,742  447,221  3,738,099  
February  1,258,516   0   0   787,604   61,369  9,492  42,000   0   343,616  0   2,502,597  
March  700,183   0   0   616,910   63,004  10,509  71,300  0   380,432  5,066   1,847,404  
   Subtotal  6,953,580   44,605   62,094   5,382,307  1,847,851  87,783  888,306   380,362   4,479,280   529,417   20,655,584  
TOTAL  19,265,650   56,509   62,094   13,065,043   4,836,223  244,295  2,479,334   1,126,638   13,450,112   529,417   55,115,314  
(1) Other purchases include Jewell Ridge Lateral, SONAT, Tennessee delivered to ETNG, Texas Eastern delivered, and Columbia Gulf delivered supplies. 
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transportation-sourced supplies during the review period, and as shown above in Table 4, 

Columbia Gulf-sourced supply purchases significantly exceeded Texas Eastern REX-sourced 

supplies.  Delivered-to-citygate Columbia Gulf and Texas Eastern-sourced supplies are priced 

based on Gulf Coast index prices that are nearly identical.  However, the price for delivered-to-

citygate supplies includes a significant commodity adder which results in a variable delivered 

cost that exceeds the cost of firm transportation delivered supplies.  Therefore, Atmos only 

purchased delivered-to-citygate supplies during peak periods during the review period. 

Atmos’ East Tennessee service territory is served only by ETNG.  Operationally, most of 

the gas delivered by ETNG must be delivered to ETNG by TGP.  Applicable index purchase 

locations for TGP supplies are Zone 0 – 100 Leg, Zone L – 500 Leg, and Zone L – 800 Leg.  As 

shown previously in Table 3, Zone 0-sourced supplies were consistently the lowest cost, and as 

indicated by Table 4, more than 99 percent of the Company’s TGP-sourced gas supply purchases 

were Zone 0 purchases.  SONAT-sourced supplies can be delivered to ETNG for the East 

Tennessee service territory, but these supplies had a higher delivered cost than TGP-sourced 

supplies during the review period, as shown in Table 3.  Atmos purchased delivered-to-Nora 

Lateral supplies from AEM to serve the East Tennessee service territory under a baseload 

arrangement that provided for 12,272 Dth/day.  Although these Nora Lateral supplies had a 

higher delivered cost than TGP-sourced supplies, Atmos avoided the payment of TGP demand 

charges under this arrangement. 

3.3 PBRM Performance 

 Atmos’ PBRM performance results are filed with the TRA in an Annual Performance 

Based Ratemaking Plan Report (Annual PBRM Report) for each 12-month period ended March 

31.  TRA Staff performs a compliance audit of the Company’s Annual PBRM Report.  The TRA 

Staff’s audits of the Company’s review period Annual PBRM Reports revealed no material 

findings or errors. 

Atmos’ performance under the PBRM during the review period is summarized in Table 

5.  Savings available for sharing were realized under the PBRM in 35 of the 36 months in the 

review period.  In January 2014, no savings available for sharing were realized.  As shown in 

Table 5, during each year of the review period, the Company’s share of incentive savings was 

limited by the $1.25 million PBRM cap, and totaled $3,750,000 for the review period (line 10c).  

Absent the cap, the Company’s share of incentive savings would have been $4,711,589, or 

$961,589 higher. 
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Table 5. 
Atmos Energy Corporation 

Detail of Review Period Performance Based Ratemaking Mechanism Results 
                             Year Ended March 31                             
    2012  2013  2014  Total 

PURCHASES 
       

1.  Actual Costs  $46,909,938  $41,495,769  $68,471,361  $156,877,068 
2.  Benchmark Costs  $51,503,033  $45,638,865  $72,484,835  $169,626,733 
3.  Above/(Below) Benchmark  ($4,593,095)  ($4,143,096)  ($4,013,474)  ($12,749,665)
4.  Actual Benchmark   91.1%  90.9%  94.5%  92.5% 
5.  Lower Benchmark Band  $50,164,048  $44,452,181  $70,600,164  $165,216,393 

INCENTIVE MECHANISM SAVINGS          

6.  Gas Procurement  $3,254,110  $2,956,412  $2,292,423  $8,502,945 
7.  Capacity Management  $1,487,400  $1,525,367  $1,587,900  $4,600,667 
8.  Total Savings  $4,741,510  $4,481,779  $3,880,323  $13,103,612 

SAVINGS ALLOCATION         

9.  Ratepayers         
  9a. Gas Procurement  $2,152,850  $1,858,949  $1,201,213  $5,213,012 
  9b. Capacity Management  $1,338,660  $1,372,830  $1,429,110  $4,140,600 
  9c. Subtotal  $3,491,510  $3,231,779  $2,630,323  $9,353,612 
10. Company         
  10a. Gas Procurement  $1,101,260  $1,097,463  $1,091,210  $3,289,933 
  10b. Capacity Management  $148,740  $152,537  $158,790  $460,067 
  10c. Subtotal  $1,250,000  $1,250,000  $1,250,000  $3,750,000 
11. Total Savings Allocation (9c.+10c.)  $4,741,510  $4,481,779  $3,880,323  $13,103,612 
Avoided Demand Charges  $5,139,527  $4,765,899  $4,745,972  $14,651,398 
Cap Impact on Company  ($525,795)  ($380,743)  ($55,002)  ($961,540) 

 

Atmos included avoided pipeline reservation (demand) charges in its PBRM benchmark 

calculations during the review period for both delivered-to-ETNG and citygate purchases.  While 

delivered-to-ETNG purchases are not citygate purchases, Exeter’s review indicates that avoided 

costs for these purchases have been included in the PBRM since its inception, and inclusion of 

avoided costs for these purchases would appear to be consistent with the intent of the PBRM.  

During the review period, Atmos only included avoided pipeline variable charges in its PBRM 

calculations under the Nora Lateral arrangement, which provided for the delivery of up to 12,272 

Dth/day.  Inclusion of variable charges under all eligible avoided cost arrangements would have 

increased the calculated PBRM savings amounts available for sharing.  However, because of the 

$1.25 million cap on Atmos’ share of PBRM savings, the inclusion of eligible avoided variable 



ATMOS ENERGY CORPORATION 
Review of Performance Based Ratemaking Mechanism Rider        Exeter Associates, Inc. 

  

28 

pipeline charges would not have increased the Company’s share of PBRM savings.  Atmos 

began including avoided variable pipeline transportation charges in its PBRM calculations 

effective April 1, 2014. 

Exeter’s review of Atmos’ performance under the Gas Procurement Incentive Mechanism 

component of the PBRM revealed that the Company’s share of incentive savings was attributed 

entirely to avoided demand charge savings.  The Company did not realize any incentive savings 

by purchasing commodity supplies at less-than-index prices.  The avoided demand charges 

included in the Gas Procurement Incentive Mechanism benchmark are summarized in Table 6.   

Table 6. 
Atmos Energy Corporation 

Summary of Gas Procurement Incentive Mechanism Avoided Demand Charges 
  MDQ 

(Dth) 
                  Year Ended March 31                       

Arrangement  2012  2013  2014  Total 
Delivered Columbia Gulf & Tetco  20,000  $1,037,110 $844,008  $850,008 $2,731,126
Barnsley Exchange – Columbia Gulf & Tetco  20,000  1,223,110 1,030,008  1,030,008 $2,283,126
Barnsley Exchange – Texas Gas  1,000  41,390 41,117  41,117 $123,624
Texas Gas Delivered to Barnsley  5,469  166,833 166,833  166,846 $500,512
Nora Lateral  12,272  807,755 792,715  819,015 $2,419485
Nora Lateral  4,295  307,166 302,553  302,012 $911,731
Texas Eastern Delivered to DTI GSS  2,288  252,172 249,726  238,588 $740,486
Jewell Ridge Lateral  10,000  1,040,372 1,078,426  1,039,850 $3,158,648
Texas Eastern into ETNG  1,500  57,462 59,231  57,852 $174,545
TGP into ETNG  3,365  206,157 201,281  200,675 $608,113
   Total    $5,139,527 $4,765,899  $4,745,972 $14,651,396

 

3.4 Assessment of PBRM Review Period Calculations and Savings 

 Exeter generally found the specific pipeline services reflected in Atmos’ avoided costs 

calculations to be reasonable, with one possible exception.  The avoided transportation demand 

charges associated with the DTI storage fill arrangement with AEM were based on the costs 

associated with delivering Gulf Coast production area supplies to DTI storage by Texas Eastern.  

Exeter believes it would be more appropriate to base the DTI storage fill arrangement avoided 

costs on DTI firm transportation charges, as DTI capacity could have been used to deliver 

Appalachia-purchased supplies to GSS storage.  In addition, DTI storage fill supplies were 
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priced based on an Appalachia index (REX).2  The impact of reflecting this change, as well as 

the previously discussed inclusion of variable pipeline charges in the PBRM calculation and the 

subsequently discussed adjustment to Barnsley Storage exchange avoided costs, would not have 

affected Atmos’ share of savings under the PBRM which was capped at $1.25 million per year 

during the review period. 

Exeter’s review found that the avoided costs associated with Atmos’ Barnsley Storage 

exchange arrangements, which provided for the delivery of up to 30,000 Dth/day to the West and 

Middle Tennessee service territories, were calculated based on pipeline arrangements that 

provided for the delivery of only 21,000 Dth/day.  Thus, the Company’s avoided transportation 

costs for the review period appear to have been understated.  However, accounting for this 

difference in the Company’s avoided cost calculations would not have affected its share of 

savings under the PBRM due to the $1.25 million annual cap. 

During the review period, TGP and Columbia Gulf filed Section 4 base rate proceedings 

with the Federal Energy Regulatory Commission (FERC).  As a result, the demand charge rates 

of TGP and Columbia Gulf were in effect, subject to refund, during a portion of the Company’s 

2012 plan year.  Under the FERC’s rate-setting procedures, once final rates are approved, 

refunds are issued for the difference between revenues collected under subject-to-refund rates 

and final approved rates.  Atmos’ avoided demand charge cost calculations were based on 

subject-to-refund rates.  Exeter finds this inappropriate because refunded demand charges are not 

pipeline demand charges that Atmos would have effectively paid, and therefore avoided, under 

the PBRM.  Properly accounting for subject-to-refund rates would have reduced Atmos’ 

calculated share of incentive savings by $336,000 during the 2012 plan year.  However, the 

Company’s share of incentive savings during the 2012 plan year was reduced by $525,000 due to 

the $1.25 million overall PBRM cap and, therefore, the Company’s actual share of incentive 

savings would not have changed had the subject-to-refund rates been properly accounted for 

under the PBRM. 

 NYMEX closing prices are included in the benchmark calculation for Atmos’ FOM 

purchases.  Since Atmos does not purchase gas at the NYMEX Henry Hub, Exeter does not 

consider inclusion of NYMEX prices in the benchmark calculation to be appropriate.  As shown 

previously in Table 3, NYMEX prices were consistently higher than the other Gulf Coast 

                                                 
2 Since the conclusion of the review period, the Company has begun using a more appropriate Texas Eastern Market 
Zone 2 (M2) transportation path, as opposed to a Texas Eastern ELA transportation path, to calculate avoided 
transportation demand charges associated with the DTI storage fill arrangement.  In the next AMA RFP, the 
Company will consider requesting DTI index pricing for the summer delivered supply service into storage. 
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production area index price locations at which the Company actually purchased its gas supplies 

during the review period.  Inclusion of NYMEX prices in the benchmark distorts the comparison 

of Atmos’ gas costs with those of other market participants.   
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4.0  STORAGE ACTIVITY 

The Scope of Review for this investigation, as stated in the RFP, requires the review of 

Atmos’ actual gas procurement transactions and costs, including storage activity, as reported in 

the Company’s Actual Cost Adjustment (ACA) filings.  The Company’s ACA filings provide for 

a reconciliation of its actual gas costs and gas cost revenues.  Atmos’ ACA filings include the 

actual purchases and costs reflected in its PBRM filings.  The Company’s gas supply purchase 

transactions were reviewed in Section 3.0 of this Report and found to be reasonable.  Section 4.0 

of the Report reviews the Company’s storage activity. 

4.1 Storage Arrangements and Activity 

As discussed in greater detail in Section 2.0 of this report, Atmos purchased bundled 

storage service from Texas Gas under Rate Schedule SGT and from Texas Eastern under Rate 

Schedule SS-1.  Atmos purchased unbundled storage service from DTI under Rate Schedule 

GSS; from TGP under Rate Schedule FS-MA; from ETNG under Rate Schedule LNGS; from 

Saltville Storage under Rate Schedule FSS; and from Caledonia Storage under Rate Schedule 

FSS.  The Texas Gas SGT and TGP FS-MA storage arrangements also provide Atmos with no-

notice service.  The Company also had access to the Barnsley Storage field.  Atmos’ storage 

arrangements during the review period are summarized in Table 7. 

Table 7. 
Atmos Energy Corporation 

Summary of Review Period Storage Service Arrangements 
(Dth) 

Service 
Rate 

Schedule 
Maximum Withdrawal Quantity  

Daily  Seasonal 
Texas Gas Transmission  SGT  5,108  239,576 

Texas Eastern Transmission  SS‐1  3,000  180,000 

Dominion Transmission  GSS  4,880  411,765 

Tennessee Gas Pipeline  FS‐MA  20,000  835,674 

East Tennessee Natural Gas  LNGS  52,633  339,900 

Saltville Storage  FSS  37,000  370,000 

Caledonia Storage  N/A  10,000  500,000 

Barnsley Storage  N/A  30,000  1,300,000 

Total    162,621  4,176,915 
 

Table 8 and Table 9 identify the monthly storage activity (injections/withdrawals) and the 

inventory balances under each of Atmos’ storage arrangements at the conclusion of each month 

of the review period.  Also identified in Table 8 and Table 9 are Atmos’ storage inventory 
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balances as a percent of the Company’s maximum seasonal contract quantity.  The storage 

activity presented in these tables reflects Atmos’ virtual dispatch use of storage, and not the 

actual physical use of storage by AEM under the AMA.  Under the AMA, the Company was 

required to fill its non-no-notice storage ratably over the summer storage injection season (i.e., 

1/7th of total seasonal injection quantities in each of the seven storage injection months).  Atmos 

generally adhered to this requirement except for the period of August through October 2012, 

when the Company significantly decreased August and October 2012 injections and significantly 

increased September 2012 injections.  This benefited Atmos’ sales customers because, as shown 

previously in Table 3, gas prices in September 2012 were significantly less than gas prices in 

both August and October 2012. 
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Table 8.
Atmos Energy Corporation 

Summary of Review Period Storage Activity 
(Dth)

       Texas Gas Transmission SGT                    Barnsley Storage                  Tennessee Gas Pipeline FS‐MA          Dominion Transmission GSS      East Tennessee Natural Gas LNGS  

Date  Activity  Inventory 
% 

Capacity  Activity  Inventory 
% 

Capacity  Activity  Inventory 
% 

Capacity  Activity  Inventory 
% 

Capacity  Activity  Inventory 
% 

Capacity 
March 2011(1)  ‐‐  15,364   6%  ‐‐  72,103  6%  ‐‐  73,551  9%  ‐‐  32,704  8%  ‐‐  19,183  6% 

April  (41,973)  57,337   24%  (167,160)  239,263  18%  (175,405)  248,956  30%  (9,870)  42,574  10%  (43,710)  62,893  19% 

May  (34,694)  92,031   38%  (167,152)  406,415  31%  (55,063)  304,019  36%  (70,928)  113,502  28%  (43,710)  106,603  31% 

June  (23,157)  115,188   48%  (167,160)  573,575  44%  (128,806)  432,825  52%  (55,530)  169,032  41%  (43,710)  150,313  44% 

July  (39,338)  154,526   64%  (167,152)  740,727  57%  (126,287)  559,112  67%  (55,366)  224,398  54%  (43,710)  194,023  57% 

August  (22,477)  177,003   74%  (167,152)  907,879  70%  (86,014)  645,126  77%  (55,366)  279,764  68%  (43,710)  237,733  70% 

September  (31,061)  208,064   87%  (167,160)  1,075,039  83%  (137,041)  782,167  94%  (55,530)  335,294  81%  (43,710)  281,443  83% 

October  (16,381)  224,445   94%  (167,152)  1,242,191  96%  (90,142)  872,309  104%  (55,366)  390,660  95%  (43,710)  325,153  96% 

November  19,327   205,118   86%  117,000  1,125,191  87%  114,669  757,640  91%  37,050  353,610  86%  30,600  294,553  87% 

December  56,426   148,692   62%  292,485  832,706  64%  (58,833)  816,473  98%  92,659  260,951  63%  76,477  218,076  64% 

January 2012  40,334   108,358   45%  292,485  540,221  42%  184,680  631,793  76%  92,659  168,292  41%  37,005  181,071  53% 

February  47,477   60,881   25%  506,963  33,258  3%  149,756  482,037  58%  95,961  72,331  18%  79,199  101,872  30% 

March  15,354   45,527   19%  (147,223)  180,481  14%  194,853  287,184  34%  29,688  42,643  10%  46,750  55,122  16% 

April 2012  9,724   35,803   15%  (53,310)  233,791  18%  (56,698)  343,882  41%  (31,480)  74,123  18%  (6,090)  61,212  18% 

May  (23,141)  58,944   25%  (166,873)  400,664  31%  (139,892)  483,774  58%  (52,855)  126,978  31%  (43,617)  104,829  31% 

June  (36,989)  95,933   40%  (166,890)  567,554  44%  (119,909)  603,683  72%  (52,830)  179,808  44%  (43,620)  148,449  44% 

July  (32,995)  128,928   54%  (166,873)  734,427  56%  (147,072)  750,755  90%  (52,855)  232,663  57%  (43,617)  192,066  57% 

August  (26,951)  155,879   65%  (166,873)  901,300  69%  (55,275)  806,030  96%  (52,855)  285,518  69%  0  192,066  57% 

September  (31,734)  187,613   78%  (166,890)  1,068,190  82%  74,766  731,264  88%  (52,830)  338,348  82%  (133,677)  325,743  96% 

October  (19,685)  207,298   87%  (166,873)  1,235,063  95%  (35,166)  766,430  92%  (52,855)  391,203  95%  0  325,743  96% 

November  4,494   202,804   85%  117,000  1,118,063  86%  104,100  662,330  79%  37,050  354,153  86%  30,600  295,143  87% 

December  26,240   176,564   74%  190,295  927,768  71%  145,820  516,510  62%  59,780  294,373  71%  54,274  240,869  71% 

January 2013  57,417   119,147   50%  431,830  495,938  38%  85,714  430,796  52%  137,485  156,888  38%  103,602  137,267  40% 

February  51,816   67,331   28%  292,516  203,422  16%  340,937  89,859  11%  92,652  64,236  16%  76,468  60,799  18% 

March  55,741   11,590   5%  138,384  65,038  5%  32,748  57,111  7%  43,648  20,588  5%  43,803  16,996  5% 

April 2013  (34,664)  46,254   19%  (167,160)  232,198  18%  (68,474)  125,585  15%  (52,950)  73,538  18%  (43,710)  60,706  18% 

May  (34,280)  80,534   34%  (167,152)  399,350  31%  (83,798)  209,383  25%  (52,948)  126,486  31%  (43,710)  104,416  31% 

June  (35,256)  115,790   48%  (167,160)  566,510  44%  (166,488)  375,871  45%  (52,950)  179,436  44%  (43,710)  148,126  44% 

July  (34,247)  150,037   63%  (167,152)  733,662  56%  (140,151)  516,022  62%  (52,948)  232,384  56%  (43,710)  191,836  56% 

August  (22,999)  173,036   72%  (167,152)  900,814  69%  (88,318)  604,340  72%  (152,948)  385,332  94%  (43,710)  235,546  69% 

September  (17,813)  190,849   80%  (167,160)  1,067,974  82%  (90,973)  695,313  83%  47,050  338,282  82%  (43,710)  279,256  82% 

October  (33,715)  224,564   94%  (167,152)  1,235,126  95%  (147,085)  842,398  101%  (52,948)  391,230  95%  (43,710)  322,966  95% 

November  23,116   201,448   84%  118,530  1,116,596  86%  243,713  598,685  72%  37,050  354,180  86%  31,890  291,076  86% 

December  63,499   137,949   58%  296,267  820,329  63%  169,641  429,044  51%  92,659  261,521  64%  79,546  211,530  62% 

January 2014  61,588   76,361   32%  333,950  486,379  37%  131,485  297,559  36%  58,967  202,554  49%  90,864  120,666  36% 

February  46,551   29,810   12%  272,856  213,523  16%  (7,720)  305,279  37%  98,000  104,554  25%  51,047  69,619  20% 

March  12,928   16,882   7%  148,540  64,983  5%  180,130  125,149  15%  83,700  20,854  5%  53,018  16,601  5% 
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Table 9.
Atmos Energy Corporation 

Summary of Review Period Storage Activity (cont’d) 
(Dth) 

Date 

       Saltville Storage FSS                  Caledonia Storage                    Texas Eastern SS‐1                      TOTAL Tables 8 and 9          

Activity  Inventory 
% 

Capacity  Activity  Inventory 
%

Capacity  Activity  Inventory 
% 

Capacity  Activity  Inventory 
%

Capacity 
March 2011(1)  ‐‐  20,864   6%  ‐‐  28,167  6%  ‐‐  0  0%  ‐‐  261,936  7% 
April  (47,580)  68,444   18%  (64,290)  92,457  18%  0  0  0%  (549,988)  811,924  20% 
May  (47,554)  115,998   31%  (64,294)  156,751  31%  0  0  0%  (483,395)  1,295,319  32% 
June  (47,580)  163,578   44%  (64,290)  221,041  44%  0  0  0%  (530,233)  1,825,552  46% 
July  (47,554)  211,132   57%  (64,294)  285,335  57%  0  0  0%  (543,701)  2,369,253  59% 
August  (47,554)  258,686   70%  (64,294)  349,629  70%  0  0  0%  (486,567)  2,855,820  71% 
September  (47,580)  306,266   83%  (64,290)  413,919  83%  0  0  0%  (546,372)  3,402,192  85% 
October  (47,554)  353,820   96%  (64,294)  478,213  96%  0  0  0%  (484,599)  3,886,791  97% 
November  33,300   320,520   87%  45,000  433,213  87%  0  0  0%  396,946  3,489,845  87% 
December  83,235   237,285   64%  112,499  320,714  64%  0  0  0%  654,948  2,834,897  71% 
January 2012  40,275   197,010   53%  54,435  266,279  53%  0  0  0%  741,873  2,093,024  52% 
February  86,246   110,764   30%  116,522  149,757  30%  0  0  0%  1,082,124  1,010,900  25% 
March  53,742   57,022   15%  71,450  78,307  16%  0  0  0%  264,614  746,286  19% 
          

April 2012  (9,600)  66,622   18%  (11,700)  90,007  18%  0  0  0%  (159,154)  905,440  23% 
May  44,992   21,630   6%  (24,107)  114,114  23%  0  0  0%  (405,493)  1,310,933  33% 
June  (139,944)  161,574   44%  (104,233)  218,347  44%  0  0  0%  (664,415)  1,975,348  49% 
July  (47,492)  209,066   57%  (64,170)  282,517  57%  0  0  0%  (555,074)  2,530,422  63% 
August  (47,492)  256,558   69%  (64,170)  346,687  69%  0  0  0%  (413,616)  2,944,038  74% 
September  (98,040)  354,598   96%  (132,510)  479,197  96%  0  0  0%  (540,915)  3,484,953  87% 
October  0   354,598   96%  0  479,197  96%  0  0  0%  (274,579)  3,759,532  94% 
November  33,300   321,298   87%  45,000  434,197  87%  0  0  0%  371,544  3,387,988  85% 
December  59,070   262,228   71%  79,838  354,359  71%  0  0  0%  615,317  2,772,671  69% 
January 2013  112,747   149,481   40%  152,427  201,932  40%  0  0  0%  1,081,222  1,691,449  42% 
February  83,272   66,209   18%  112,504  89,428  18%  0  0  0%  1,050,165  641,284  16% 
March  47,709   18,500   5%  64,418  25,010  5%  0  0  0%  426,451  214,833  5% 
          

April 2013  (47,580)  66,080   18%  (64,290)  89,300  18%  0  0  0%  (478,828)  693,661  17% 
May  (47,554)  113,634   31%  (64,294)  153,594  31%  0  0  0%  (493,736)  1,187,397  30% 
June  (47,580)  161,214   44%  (64,290)  217,884  44%  (24,273)  24,273  13%  (601,707)  1,789,104  43% 
July  (47,554)  208,768   56%  (64,291)  282,175  56%  (28,675)  52,948  29%  (578,728)  2,367,832  57% 
August  (47,554)  256,322   69%  (64,297)  346,472  69%  (28,667)  81,615  45%  (615,645)  2,983,477  71% 
September  (47,580)  303,902   82%  (64,290)  410,762  82%  (27,750)  109,365  61%  (412,226)  3,395,703  81% 
October  (47,554)  351,456   95%  (64,294)  475,056  95%  (28,675)  138,040  77%  (585,133)  3,980,836  95% 
November  24,510   326,946   88%  429,066  429,066  86%  12,420  125,620  70%  537,219  3,443,617  82% 
December  84,847   242,099   65%  114,979  314,087  63%  32,505  93,115  52%  933,943  2,509,674  60% 
January 2014  114,388   127,711   35%  128,664  185,423  37%  36,441  56,674  31%  956,347  1,553,327  37% 
February  52,416   75,295   20%  79,931  105,492  21%  28,868  27,806  15%  621,949  931,378  22% 
March  55,994   19,301   5%  82,398  23,094  5%  18,631  9,175  5%  635,339  296,039  7% 
Notes: 
(1) March 2011 activity was prior to the period reviewed by Exeter. 

 

4.2 Storage Planning Guidelines 

Atmos has established general storage planning guidelines that identify the inventory 

levels the Company plans to maintain.  Atmos targets to fill storage to 95 percent of capacity 

prior to the start of the storage withdrawal season (November 1).  Atmos plans to cycle storage 

down to an inventory level of 5 percent of capacity by the conclusion of the storage withdrawal 
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season (March 31).  Actual and planned inventory balances are summarized in Table 10.  As 

shown, actual storage inventory balances were generally consistent with planned balances.  

Table 10. 
Atmos Energy Corporation 

Planned and Actual Storage Inventory 
               March 31                            November 1            

Year  Planned  Actual  Planned  Actual 
2011  5%  7%  95%  97% 

2012  5%  19%  95%  94% 

2013  5%  9%  95%  95% 

2014  5%  7%  95%  ‐‐ 

 

For the winter of 2011-2012, the end-of-season storage inventory balance was 19 percent 

of capacity; slightly higher than the 5 percent planning target.  This was largely attributable to 

weather that was approximately 30 percent warmer than normal.  Exeter’s review found that 

Atmos’ storage inventory planning criteria were generally reasonable, consistent with the criteria 

used by other gas distribution companies, and the Company generally adhered to those criteria.  

Therefore, Atmos’ review period storage activity generally appears reasonable, with one 

exception discussed below. 

Exeter’s only concern with Atmos’ storage planning criteria and use of storage during the 

review period relates to ETNG LNGS service.  A fuel retainage fee of 15.69 percent is currently 

assessed for LNGS service on all gas delivered for liquefaction.  That is, 15.69 percent of the gas 

delivered to ETNG for liquefaction is retained by ETNG and used to operate the liquefaction 

facilities.  This adds significantly to the cost of LNGS service.  Atmos should limit the use of 

LNGS service to only those occasions when operationally necessary to meet customer 

requirements, rather than deplete LNGS inventory to 5 percent of capacity as the Company plans 

under its other storage services.  Exeter notes that Atmos depleted its LNGS storage inventory, 

consistent with the targeted 5 percent planning criteria, through virtual dispatch during the 

review period and, therefore, incurred the fuel retainage fee when inventory was replenished.  

AEM, which is entitled to use Atmos’ LNGS under the AMA, used very little LNGS service 

during the winters of 2011-2012 and 2012-2013 and, therefore, largely avoided the fuel retainage 

fee because it was unnecessary for AEM to replenish LNGS storage.  In its comments on 

Exeter’s draft report, the Company agreed to modify the way it uses ETNG LNGS service and 

limit withdrawals to those occasions when operationally necessary rather than to deplete LNGS 

inventory to 5 percent of capacity.  
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5.0  EVALUATION OF CAPACITY PORTFOLIO  

5.1 Design Day Criteria 

Atmos secures sufficient capacity resources to meet the forecasted design day 

requirements of its sales customers.  The Company prepares separate design day forecasts for 

each of the towns or areas identified in Table 11.  Also identified is the design day heating 

degree day (HDD) and wind speed criteria utilized by Atmos and the measuring weather station.  

It is the Company’s standard methodology to use the coldest temperature since 1970 as its design 

day temperature criteria.  For the wind speed criteria, Atmos generally utilizes the actual wind 

speed on the coldest day.  

Table 11. 
Atmos Energy Corporation 

Design Day Criteria 

Town/Area 
Tennessee 

Service Territory  Weather Station  HDD 
Wind Speed 

(mph) 
Bristol  East  Tri‐City Airport  75  10 

Kingsport  East  Tri‐City Airport  75  10 

Johnson City  East  Tri‐City Airport  75  10 

Greenville  East  Tri‐City Airport  75  10 

Morristown  East  Tri‐City Airport  75  10 

Maryville  East  Knoxville  71  12 

Shelbyville  East  Nashville  70  11 

Columbia/Franklin/Marlboro  Middle  Nashville  70  11 

Union City  West  Dyersburg  65  12 

 

Atmos’ design day temperature criteria reflect the coldest temperature recorded at each 

weather station in the last 45 years.  However, with the exception of the Dyersburg weather 

station, the coldest temperature for each weather station was recorded in 1985.  The coldest 

temperature for the Dyersburg weather station was recorded in 1989.  Therefore, Atmos’ design 

day criteria reflect the coldest temperatures recorded in the last 30 years.  A recent American Gas 

Association (AGA) survey found that other gas distribution companies generally utilize design 

day criteria with a probability of occurrence of 1-in-30 years or less.3  Therefore, Atmos’ design 

day criteria are somewhat conservative.  Of note, the design day temperature utilized for the Tri-

City Airport weather station is 10.5˚F colder than the second coldest day recorded over the last 

                                                 
3 For example, see: LDC Supply Portfolio Management During the 2011-12 Winter Heating Season, American Gas 
Association (EA 2012-14), July 31, 2012. 
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30 years.  For the Knoxville weather station, the design day temperature is 8˚F colder.  Exeter 

recommends that the Company investigate the prospect of selecting less extreme design day 

criteria for the Tri-City Airport and Knoxville weather stations. 

5.2 Design Day Forecast 

Atmos develops a linear regression model from daily historical data to calculate its 

design day forecasts for each of the towns or areas identified previously in Table 11.  The 

dependent variable in the Company’s models is daily sendout, and the independent variables 

include: 

• Current-day HDD 

• Prior-day HDD 

• Prior-day sendout 

• Current-day wind speed 

• Day of the week  

• Winter month  

The design day forecast reflects the estimate of the linear regression model plus a margin of 

error.  The margin of error is developed using the standard error of the forecast and a 95 percent 

confidence interval.  Table 12 summarizes Atmos’ design day forecasts for the review period.  

Also identified are the capacity resources maintained by the Company to meet design day 

forecasts and the effective reserve margin.  Since the conclusion of the review period, Atmos has 

indicated that customer growth has created a design day deficiency in its Middle Tennessee 

service territory. 

A requirement of Exeter’s audit is to analyze and evaluate the manner in which Atmos 

includes the effect of energy conservation in its forecast of design day demands.  Exeter’s 

investigation found that the Company does not specifically include conservation on efficiency 

variables in its design day models.  Atmos claims that energy conservation and improved 

efficiency are implicitly reflected in the Company’s design day models because the models 

include the most recent sendout data, and this data reflects any conservation and efficiency gains.  

It is Exeter’s experience that explicitly including conservation and efficiency in a gas utility’s 

design day projections would not have a material impact on those projections.  Moreover, as 

subsequently discussed, Exeter has identified a more significant concern with the predictive 

capabilities of Atmos’ design day models. 
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Table 12. 
Atmos Energy Corporation 

Summary of Review Period Design Day Forecasts 
(Dth) 

Tennessee 
Service Territory 

                                 Winter Season                                   
2011‐2012  2012‐2013  2013‐2014 

DESIGN DAY       

West   6,514  7,260  7,215 

Middle   99,624  105,304  106,819 

East   110,562  122,216  119,881 

Total  216,700  234,780  233,915 

AVAILABLE CAPACITY       
West   9,495  9,495  9,495 

Middle   105,000  105,000  108,000 

East   117,340  122,139  121,169 

Total  231,835  236,634  238,664 

RESERVE MARGIN       

West   45.8%  30.8%  31.6% 

Middle   5.4  0.3  1.1 

East   6.1  0.1  1.1 

Total  7.0%  0.8%  2.0% 
 

5.3   Actual Peak Day Demands 

Table 13 summarizes the natural gas requirements of Atmos’ sales customers on the 

actual peak day observed during each winter season of the review period.  Also presented is a 

comparison of actual peak day sales requirements and projected requirements under actual 

weather conditions using the Company’s design day forecasting models, exclusive of the 

standard error.  This provides an indication of the predictive capability of Atmos’ design day 

forecasting models.  Table 13 reveals that the Company’s design day models have a tendency to 

underestimate actual demands during peak periods.  Inclusion of a margin of error in the 

Company’s design day forecast partially compensates for this tendency. 
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Table 13. 
Atmos Energy Corporation 

Comparison of Review Period Projected and Actual Peak Day Sales Requirements 
 (Dth) 

Date  HDD 
Wind Speed

(mph)  Actual  Projected  Deviation 
Percent 
Deviation 

February 11, 2012  42  10  140,417  122,997  (17,420)  (14.2%) 

February 1, 2013  41  3  120,050  121,759  1,709  1.4 

January 6, 2014  58  8  195,620  170,598  (25,022)  (14.7) 

 

Exeter’s review of Atmos’ design day models revealed that the tendency to underestimate 

actual results is likely attributable to the inclusion of all winter days in the Company’s regression 

analysis, including relatively warm days.  To improve the predictive capability of the Company’s 

design day models, Exeter recommends that Atmos evaluate including only relatively cold days 

in its analysis (e.g., days with an average daily temperature of 32˚F or below).  Any indicated 

adjustments to the Company’s design day requirements resulting from such an evaluation should 

also consider whether changes to the Company’s design day criteria are appropriate for the Tri-

City Airport and Knoxville weather stations, and whether a margin of error should continue to be 

included in the Company’s design day forecasts.  The previously identified AGA survey 

indicated that most natural gas distribution companies do not include a margin of error in their 

design day forecasts. 

5.4   Balance of Capacity Resources and Customer Requirements 

5.4.1 Combined Tennessee Service Territories 

As shown previously in Table 12, the capacity resources available to meet design day 

demands and the forecasted design day demands for the Middle and East Tennessee service 

territories were in relative balance during the review period.  For the West Tennessee service 

territory, capacity resources significantly exceeded forecasted design day demands.  The excess 

capacity maintained for the West Tennessee service territory is subsequently addressed in 

Section 5.4.2 of this Report.  Atmos’ PBRM tariff provides that a capacity reserve margin of 7.5 

percent or less is presumed to be reasonable.  As shown in Table 12, even with the significant 

capacity reserve margin in the West Tennessee service territory, Atmos’ capacity reserve margin 

was less than 7.5 percent during the review period.  The Company has indicated that for planning 

purposes, it generally attempts to maintain a capacity reserve margin of 5 percent. 

As shown in Table 12 and just explained, with the exception of the West Tennessee 

service territory, Atmos’ design day capacity resources and requirements are in relative balance.  
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However, the Company maintains capacity resources in excess of its requirements during all 

other times of the year.  Atmos’ total firm sales requirements during the winter of 2013-2014 

were approximately 13,000,000 Dth.  Atmos’ winter season capacity resources total 

approximately 25,000,000 Dth.  Atmos’ total firm sales requirements during the year ended 

March 31, 2014 were approximately 16,300,000 Dth.  Atmos’ annual capacity resources total 

approximately 52,000,000 Dth.  The potential for Atmos to adjust its capacity resources to better 

match its load requirements is addressed in Section 5.5 of this Report. 

The overall reasonableness of Atmos’ capacity portfolio resources and requirements can 

also be assessed by a demand curve that compares the daily demands of the Company’s 

customers with the capacity resources available to meet those demands.  Figure 4, Figure 5, and 

Figure 6 present load duration curves for each of the Company’s service territories based on 

actual demands for the winter of 2013-2014, which was approximately 12 percent colder than 

normal.4  These demand curves illustrate the extent to which Atmos maintains capacity in excess 

of its customers’ requirements. 

5.4.2 West Tennessee Service Territory 

The West Tennessee service territory, which is served exclusively by Texas Gas, 

maintains approximately 2,200 Dth more capacity than is currently required to meet the design 

day demands of sales customers.  Atmos maintains 7,495 Dth of Texas Gas capacity under Rate 

Schedule SGT and 2,000 Dth of capacity under Rate Schedule STF to meet the design day 

demands of customers in its West Tennessee service territory.  No demand charges are assessed 

under Rate Schedule SGT and the current variable charge is approximately 66 cents per Dth, 

while the variable charge under Rate Schedule STF is approximately 4 cents per Dth.  While no 

demand charges are assessed under Rate Schedule SGT, Texas Gas’ FERC tariff provides for a 

Minimum Contribution to Fixed Costs (MCFC) for SGT customers by zone.  If the MCFC for a 

particular zone is not met on an annual basis, SGT customers in that zone are billed for the 

deficiency.  Thus, while Atmos’ use of SGT capacity will affect its MCFC charges, use of SGT 

capacity by other customers also affects Atmos’ MCFC charges.  During the review period, 

Atmos was billed $151,400 in MCFC deficiency charges. 

SGT capacity provides a valuable no-notice service for Atmos and this capacity is 

grandfathered by Texas Gas, meaning that any SGT capacity turned back to Texas Gas cannot be 

reacquired in the future.  Atmos contracts for STF capacity to reduce SGT commodity charges.   

                                                 
4 Exeter used the winter of 2013-2014 because it was significantly colder than normal and Atmos only prepares a 
forecast of daily demands under normal weather. 
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Figure 4. 
West Tennessee Service Territory 

Load Duration Curve 
(Winter of 2013‐2014)  
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Figure 5. 
Middle Tennessee Service Territory 

Load Duration Curve 
(Winter of 2013‐2014)  
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Figure 6. 
East Tennessee Service Territory 

Load Duration Curve 
(Winter of 2013‐2014) 
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The Company claims that the combination of using SGT and STF Texas Gas capacity is less 

expensive during winters that are normal and colder than normal, and the MCFC charges 

incurred by Atmos during the review period were largely incurred during warmer-than-normal 

winters.  Atmos’ current STF contract with Texas Gas does not expire until 2019 and, therefore, 

it would be premature to evaluate whether adjustments should be made to Atmos’ STF service 

quantities.  The current amount of SGT capacity that Atmos maintains to serve its West 

Tennessee service territory is in relative balance with the design day requirements of its West 

Tennessee sales customers. 

5.5   Capacity Portfolio Modifications 

The RFP Scope of Review for Exeter’s evaluation included examination and 

identification of: (a) the total fixed cost of Atmos’ year-round firm transportation capacity to 

meet design day demands; (b) the total fixed cost of available seasonal firm transportation; and 

(c) the availability of seasonal firm transportation capacity.  Exeter interprets this aspect of the 

scope of work as requiring an evaluation of whether Atmos’ annual interstate pipeline 

transportation demand charges can be reduced by modifying the Company’s current capacity 

portfolio.  Exeter also evaluated the costs associated with the various storage services purchased 

by Atmos. 

The charges associated with each interstate pipeline firm transportation service purchased 

by Atmos at the conclusion of the review period that was not exclusively used in conjunction 

with a storage service is summarized in Table 14.  Also included for illustrative purposes are the 

demand charges associated with the delivered services provided by AEM under the AMA.  As 

shown in Table 14, these charges currently total approximately $25.2 million per year.  As 

indicated previously, Atmos maintains excess year-round firm transportation capacity.  If 

possible, the Company could reduce its pipeline demand charges by decreasing year-round 

capacity and placing greater reliance on winter season capacity or delivered supply services.   

Atmos has indicated that it has discussed the availability of multi-year, winter-only 

capacity with representatives of each of the interstate pipelines serving the Company’s 

Tennessee service territories.  Texas Gas was the only pipeline that would make a multi-year 

commitment to providing winter-only firm transportation under its STF service tariff, which 

Atmos is currently utilizing in its West Tennessee service territory.  The Company has indicated 

that other pipelines such as TGP generally may offer winter-only service one winter at a time 

when they have capacity at the end of the summer season that they would not be able to 

otherwise market.  Columbia Gulf indicated that in the past, there has been some amount of 

capacity that it cannot sell year-round and under these unique circumstances it has sold multi-  
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Table 14. 
Atmos Energy Corporation 

Summary of Firm Transportation Demand Charges(1) 

Pipeline Service/Contract 
Winter MDQ 

(Dth) 

Average Monthly 
Demand Charge 

($/Dth) 
Annual 

Demand Cost 
Texas Gas Transmission 

   SGT (G0750) 

   STF (T‐21438) 

7,495 

2,000 

None 

$8.2206 

$0 

$110,539 

Columbia Gulf Transmission 

   FTS‐1 (23481) 

   FTS‐1 (23188) 

   FTS‐1 (142156) 

   FTS‐1 (84924) 

   FTS‐1 (135019) 

25,000 

12,500 

7,500 

5,000 

5,000 

$3.1330 

$3.1330 

$4.2917 

$4.2917 

$4.2917 

$939,900 

$469,950 

$386,253 

$257,502 

$257,502 

Texas Eastern Transmission 

   FT‐1 (910800R1)  5,000  $4.5625  $273,750 

Tennessee Gas Pipeline 

   FT‐A (69218) 

   FT‐A (92725) 

53,656 

10,000 

$11.1769 

$11.9375 

$7,196,493 

$1,432,500 

Southern Natural Gas 

   FT (FSNG239)  7,658  $11.8800  $1,091,724 

East Tennessee Natural Gas 

   FT‐A (410334R2) 

   FT‐A (30774R2) 

   FT‐A (34538R2) 

   FT‐A (410243R2) 

   FT‐A (410274R1) 

20,000 

84,588 

27,500 

1,500 

1,500 

$9.3500 

$6.6800 

$9.7250 

$6.6800 

$9.6740 

$2,244,000 

$6,780,574 

$3,209,250 

$120,240 

$174,132 

Atmos Energy Marketing 

   Delivered Columbia Gulf & Texas Eastern 

   Nora Lateral into ETNG  

   Jewell Ridge Lateral into ETNG  

   Texas Eastern into ETNG 

   TGP into ETNG 

20,000 

16,567 

10,000 

1,500 

3,365 

$3.0420(2) 

None 

None 

$4.2588(3) 

$3.0421(3) 

$180,000 

None 

None 

$31,710 

$50,813 

Total    $25,206,833 
Notes: 

(1) Charges prior to Virginia jurisdictional allocation. 

(2) Monthly demand charge assessed only in winter months of December through February. 

(3) Monthly demand charge assessed only in winter months of November through March. 
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year, winter-only capacity.  In this manner, some winter-only capacity on Columbia Gulf was 

acquired by Atmos Energy Corporation to serve its Mississippi service territory, but Columbia 

Gulf indicated that it only has two such contracts today.  Both TGP and Texas Eastern have 

indicated that they do not offer new multi-year, winter-only capacity.  A natural gas utility such 

as Atmos cannot ensure service reliability by deferring contracting decisions until just prior to 

the beginning of a winter season.  The Company’s claims concerning the unavailability of winter 

season arrangements are consistent with Exeter’s experience.   

The acquisition of winter seasonal capacity on TGP and ETNG has the potential to 

provide the most significant benefits to Atmos.  When winter seasonal capacity is available on 

TGP, TGP uses an open-season process to award that capacity.  Under this process, TGP solicits 

bids for multiple capacity offerings across all of its rate zones and awards the bid to the offer 

providing TGP with the highest net present value.  Being located in TGP Zone 1, Atmos would 

be at a disadvantage under the open-season process because to ensure a successful bid, the 

Company would be required to bid on multiple offers, including those that do not provide for the 

ultimate delivery of gas to its system by ETNG.  Exeter’s review indicated that ETNG generally 

does not have year-round firm transportation capacity available and, therefore, does not offer 

winter seasonal capacity.  Any capacity that is available on ETNG is generally new capacity 

made available through an incremental pipeline project.   

The charges associated with each of Atmos’ contract storage arrangements at the 

conclusion of the review period are summarized in Table 15.  Also, where applicable and 

exclusively used for the delivery of gas to and/or from storage, the costs of the associated firm 

transportation contracts are identified.  One of Atmos’ more expensive review period storage 

service arrangements was with Caledonia Storage.  Atmos terminated this arrangement effective 

March 31, 2015 and replaced Caledonia Storage with a lower-cost storage arrangement. 
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 Table 15. 
Atmos Energy Corporation 

Summary of Review Period Annual Contract Storage Demand Charges(1) 

Pipeline Service/Contract 

                                Storage                                                    Transportation                    
Seasonal 
Quantity 
(Dth)  Annual Cost 

Unit Cost 
($/Dth)  Annual Cost 

Unit Cost 
($/Dth)  Note 

Texas Gas Transmission 
   SGT (G0750)  239,576  ‐‐  ‐‐  ‐‐  ‐‐  (2) 

Texas Eastern Transmission 
   SS‐1 (400244R2)  180,000  $215,520  $1.20  $0  $0  (3) 

Dominion Transmission 
   GSS (600047)  411,765  $180,300  $0.44  ‐‐  ‐‐  (4) 

Tennessee Gas Pipeline 
   FS‐MA (3981)  835,674  $581,196  $0.70  ‐‐  ‐‐  (5) 

East Tennessee Natural Gas 
   LNGS (33245)  339,900  $624,905  $1.84  $2,936,496  $8.64  (6) 

Saltville Storage 
   FSS (420000R1) 
   FSS (420040R1) 

300,000 
70,000 

$1,601,928 
$426,768 

$5.34 
$6.10 

‐‐ 
‐‐ 

‐‐ 
‐‐ 

(7) 
(7) 

Caledonia Storage 
   FSS (Atmos 1)  500,000  $750,000  $1.50  ‐‐  ‐‐  (5) 
Notes: 

(1) Charges prior to Virginia jurisdictional allocation.  

(2) No demand charges.  Transported under Texas Gas SGT arrangement that also provides for the delivery of non‐storage supplies. 

(3) Service bundled with transportation service. 

(4) Transported under Texas Eastern FT‐1 arrangement that also provides for the delivery of non‐storage supplies. 

(5) Transported under TGP FT‐A arrangements that also provide for the delivery of non‐storage supplies. 

(6) ETNG FT‐LNGS Transportation Contract No. 30777R2. 

(7) Transported under ETNG FT‐A arrangements that also provide for the delivery of non‐storage supplies. 
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6.0  ASSESSMENT OF PBRM INCENTIVES AND DESIGN 

Section 6.0 of Exeter’s Report beings with a comparison of Atmos’ PBRM with the gas 

procurement incentive mechanisms of Piedmont Natural Gas Company and Chattanooga Gas 

Company.  This comparison is provided for informational purposes as well as to assist in 

addressing several aspects of Atmos’ PBRM identified in the RFP Scope of Review.  In addition 

to Tennessee, Exeter’s experience in reviewing PBRM-type mechanisms in other jurisdictions 

includes a now terminated program of Nicor Gas Company in Illinois, and ongoing programs of 

the four major natural gas utilities in Indiana (Northern Indiana Public Service Company, 

Vectren North, Vectren South, and Citizens Gas & Coke Utility).  In a number of jurisdictions in 

which Exeter performs gas cost procurement reviews, capacity release revenues, off-system sales 

margins, and AMA fees are subject to sharing with the utility.  These jurisdictions include 

Delaware, Louisiana, Massachusetts, Ohio, and Pennsylvania. 

6.1 Comparison of Atmos PBRM with Similar Incentive Mechanisms of Other 
Tennessee Natural Gas Distribution Companies 

6.1.1 Atmos Performance Based Ratemaking Mechanism 

Atmos’ PBRM consists of a Gas Procurement Incentive Mechanism and a Capacity 

Management Incentive Mechanism.  The Gas Procurement Incentive Mechanism establishes a 

monthly benchmark against which the Company’s monthly commodity cost of gas is compared.  

The monthly benchmark is based on published index prices for the locations at which Atmos’ 

gas supplies are purchased.  For delivered-to-ETNG and citygate purchases, the benchmark is 

adjusted for the avoided pipeline demand transportation charges that would have been paid for 

the delivery of gas to ETNG or Atmos’ citygate, less any demand charges paid to suppliers 

providing the service.  If the Company’s total monthly commodity cost of gas falls within a 

deadband of the total monthly benchmark amount, there are no incentive savings or costs to 

share.  If Atmos’ total monthly commodity cost of gas is below the deadband, the Company is 

permitted to retain, as a reward, 50 percent of the difference.  If the total monthly commodity 

cost of gas is above the deadband, the Company is denied recovery of 50 percent of the 

difference.  During the period reviewed by Exeter in this Report (April 1, 2011 through March 

31, 2014), all of the Gas Procurement Incentive Mechanism savings achieved by Atmos were 

attributable to avoided demand charges. 

Under the Capacity Management Incentive Mechanism, to the extent Atmos is able to 

release transportation or storage capacity, or realize savings from off-system sales, the associated 

revenues and margins are shared by the Company’s sales customers and the Company on a 

90/10 percent basis, respectively.  During the period reviewed by Exeter in this Report, all 
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Capacity Management Incentive Mechanism savings were attributable to fees received by Atmos 

under an AMA.  Under the PBRM, Atmos is subject to an overall combined annual cap on 

incentive savings or costs under both incentive mechanisms of $1.25 million.  Atmos’ share of 

PBRM savings was limited by the $1.25 million cap during each plan year of the period 

reviewed in this Report. 

6.1.2 Piedmont Performance Incentive Plan 

The incentive mechanism under which Piedmont operates is referred to as the gas cost 

Performance Incentive Plan (PIP).  Piedmont’s PIP consists of three components: (1) a 

commodity procurement cost component; (2) a supplier reservation fee component; and (3) a 

capacity management component.  Under the commodity procurement cost component of the 

PIP, Piedmont’s actual total monthly citygate (delivered) commodity cost of gas is compared to a 

monthly benchmark cost.  The actual total citygate commodity cost of gas includes the amount 

paid for gas supply commodity purchases, plus the applicable pipeline fuel and variable 

transportation charges associated with delivering gas from the purchase (receipt) point to 

Piedmont’s system.  The commodity procurement cost component provides for a 75 percent 

ratepayer and 25 percent Piedmont sharing of the difference between actual and benchmark 

costs.  Unlike Atmos’ PBRM, Piedmont’s PIP does not include a deadband in calculating sharing 

amounts. 

Under the commodity procurement cost component of the PIP, separate benchmarking 

procedures are used for first-of-the-month and daily spot market purchases.  FOM benchmark 

costs are based on a price that reflects published index prices weighted by the amount of 

interstate pipeline receipt point capacity Piedmont reserves at each of its purchase locations.  For 

example, if 60 percent of Piedmont’s interstate pipeline capacity portfolio consisted of TGP 

capacity and the remaining 40 percent was Columbia Gulf capacity, Piedmont’s FOM 

benchmark costs would be based on a 60/40 percent weighting of TGP and Columbia Gulf 

published FOM index prices, respectively.  Daily spot market purchases are benchmarked 

against actual daily published index prices at the purchase location, similar to the approach used 

for Atmos’ daily spot market purchases.  Citygate purchases are benchmarked in the same 

manner as daily spot market purchases, with the exception that the maximum interruptible 

pipeline transportation charges are included in the benchmark rather than only including variable 

firm transportation charges.  During Exeter’s most recent completed review of Piedmont’s PIP, 

which encompassed the period July 1, 2008 through June 30, 2011, all of the rewards realized by 

Piedmont under the commodity procurement cost component were generated by FOM purchases. 
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Under the supplier reservation fee component of the PIP, Piedmont is entitled to recover 

100 percent of its gas supply reservation fees with no gain or loss potential.  Under Atmos’ 

PBRM, supplier reservation fees are included under the Gas Procurement Incentive Mechanism. 

The capacity management component of Piedmont’s PIP provides that the revenues 

(margins) realized from capacity release and off-system sales activities, as well as AMA fees, be 

subject to the same 75 percent ratepayer and 25 percent Piedmont sharing procedures as 

commodity procurement cost component savings/losses.  Piedmont’s PIP includes a $1.6 million 

sharing cap.  During the period most recently reviewed by Exeter, the $1.6 million sharing cap 

did not limit Piedmont’s rewards under the PIP. 

6.1.3 Chattanooga Performance Based Ratemaking Mechanism 

The gas cost incentive plan under which Chattanooga operates is also referred to as the 

Performance Based Ratemaking Mechanism.  Chattanooga also operates under a separate 

Interruptible Margin Credit Rider (IMCR) that addresses the sharing of revenues (margins) 

generated from capacity release and off-system sales activities, as well as AMA fees. 

Under Chattanooga’s PBRM, each month, Chattanooga’s actual commodity cost of gas is 

compared to a monthly benchmark amount.  For FOM and daily purchases, the benchmark 

amount is based on the applicable published index price for the location at which the gas was 

purchased.  For citygate purchases, Chattanooga’s PBRM provides for the inclusion of the 

avoided transportation charges that would have been paid if upstream capacity were purchased 

versus the demand charges paid to the supplier.5  If Chattanooga’s total actual commodity gas 

costs for a plan year do not exceed the total benchmark amount by 1 percent, Chattanooga’s gas 

costs are deemed prudent and the audit required by TRA Administrative Rule 1220-4-7-.05 is 

waived.  If, during any month of a plan year, Chattanooga’s commodity gas costs exceed the 

benchmark amount by greater than 2 percent, Chattanooga is required to file a report with the 

TRA fully explaining why costs exceeded the benchmark.  There is no sharing of any savings or 

losses under Chattanooga’ PBRM.  Exeter’s most recent review of Chattanooga’s PBRM 

encompassed the period April 1, 2010 through March 31, 2013.  For this review period, 

Chattanooga’s actual gas costs exceeded benchmark costs by approximately $150,000, which 

was less than 1 percent of benchmark costs.  Chattanooga’s commodity gas costs did not exceed 

benchmark costs by 2 percent in any month during the period reviewed by Exeter. 

                                                 
5 Chattanooga has interpreted upstream transportation charges to include variable charges, while Atmos has 
interpreted this provision to include demand charges.  Inclusion of avoided demand charges in Chattanooga’s PBRM 
calculation would not have changed Chattanooga’s PBRM results. 
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Chattanooga’s IMCR provides for a 50 percent ratepayer, 50 percent Company sharing of 

the revenues (margins) generated from capacity release and off-system sales activities, as well as 

AMA fees.  There is no cap on the amounts eligible for sharing under the IMCR. 

6.2 PBRM Deadband and Balance of Incentives 

Atmos’ PBRM currently provides that if the Company’s actual total commodity cost of 

gas in a given month falls within a deadband of 97.4 percent to 102 percent of the total monthly 

benchmark amount, there are no incentive savings or costs to share.  The PBRM also provides 

that at the end of each three-year period, the lower deadband percentage is to be reset to 

1 percent below the most recent audited results of the PBRM.  There are no provisions for 

adjustments to the upper deadband percentage under the PBRM. 

On April 13, 2013, Atmos filed a petition with the TRA to, among other things, remove 

the deadband reset provision and permanently establish the deadband at 97.7 to 102 percent 

(Docket No. 13-00111).  At the time of Atmos’ application, it was anticipated that at the 

conclusion of the three-year period ended March 31, 2014, the deadband would be reset to 

89.9 percent.  In an order issued January 8, 2015, the TRA denied Atmos’ request to remove the 

deadband reset provision permanently, and established the deadband at 97.4 to 102 percent for 

the three-year period April 1, 2014 through March 31, 2017.  The TRA also set the scope of this 

triennial review to include an assessment of the deadband range.  The Scope of Review in the 

RFP included these specific requirements: 

• Review of the deadband provision within Atmos’ PBRM tariff.  Evaluate and 
provide expert information on: 

o Whether a deadband is necessary to achieve the intended purpose of the 
incentive plan (that is, to change purchasing behavior, which in turn 
results in gas being procured at a lesser price); 

o An appropriate deadband range, if one is necessary, to achieve the 
intended purpose of the incentive plan; 

o Whether there should be a reset mechanism for any deadband; and 

o If a deadband reset mechanism is recommended, the appropriate 
determinants for the reset (the Company’s historical performance, the 
market performance, or some other factor). 
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The Scope of Review in the RFP also included the requirement to evaluate the balance of 

incentives between Atmos and its consumers in the Company’s PBRM tariff, including the 

sharing percentages and overall cap on incentive savings available to Atmos.  However, before 

addressing the balance of incentives, Exeter would note that the different sharing percentages 

applicable under the Gas Procurement Incentive Mechanism and Capacity Management 

Incentive Mechanism components of the PBRM provide the Company with the incentive to 

maximize savings under the Gas Procurement Incentive Mechanism rather than the Capacity 

Management Incentive Mechanism, because the Company’s share under the former is greater 

than its share under the latter.  Savings realized under the Gas Procurement Incentive Mechanism 

could be increased by reducing the commodity adders applicable for AMA gas supply purchases 

in exchange for a lower AMA fee.  Exeter’s review found that Atmos did not attempt to increase 

its share of savings by reducing commodity adders under the AMA. 

Balance of Incentives – Capacity Management Incentive Mechanism.  As just noted, 

Atmos’ PBRM consists of a separate Gas Procurement Incentive Mechanism and a Capacity 

Management Incentive Mechanism.  We first address the balance of incentives under the 

Capacity Management Incentive Mechanism.  The Capacity Management Incentive Mechanism 

addresses the revenues (margins) realized from capacity release and off-system sales activities, 

as well as AMA fees, and provides for a 90 percent sales customer and 10 percent Company 

sharing.  All Capacity Management Incentive Mechanism revenues available for sharing during 

the review period were generated from AMA fees.  Atmos did not engage in capacity release or 

off-system sales activities during the review period because the capacity necessary to perform 

these activities was released to AEM under the AMA.  It is Exeter’s experience that the 90/10 

percent sharing procedures are consistent with the sharing procedures adopted in other 

jurisdictions for AMA fees and provide a reasonable balance of incentives.  A higher 25 percent 

Company sharing percentage would be reasonable and consistent with the sharing percentages 

adopted in other jurisdictions for capacity release revenues and off-system sales margins.  Exeter 

recommends that under the Capacity Management Incentive Mechanism, the current 90/10 

percent sharing procedures be maintained for AMA fees.  Should Atmos elect to engage in 

capacity release and off-system sales activities in the future, 75/25 percent sharing procedures 

would be appropriate.  These are the same sharing procedures provided for capacity release 

revenues and off-system sales margins under Piedmont’s PIP. 

PBRM Cap.  Next, we address the $1.25 million PBRM cap.  Consistent with the 

findings of a study evaluating gas procurement incentive mechanisms conducted by the National 

Regulatory Research Institute (NRRI), Exeter finds that caps can weaken or eliminate 
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incentives.6  During each year of the review period, Atmos’ share of PBRM savings was limited 

by the $1.25 million cap.  Under the Gas Procurement Incentive Mechanism, incentive savings 

were realized during the review period as a result of entering into delivered-to-citygate gas 

supply arrangements that led to avoided demand charges that were included in the evaluation of 

savings.  All of Atmos’ delivered-to-citygate arrangements were in place at the start of the 

review period.  The Company did not enter into any additional delivered-to-citygate supply 

arrangements that resulted in avoided demand charges during the review period.  Although 

Atmos was able to and did enter into new contracts that extended the terms of existing delivered-

to-citygate arrangements that expired at the conclusion of the review period, the Company has 

not entered into any additional delivered-to-citygate arrangements since the conclusion of the 

review period.  Because of the $1.25 million PBRM cap, the Company was given little incentive 

to enter into additional delivered-to-citygate arrangements.  This is not to suggest that Atmos 

neglected to pursue opportunities that may have been available.  Exeter notes that the $1.25 

million PBRM cap did reduce Atmos’ share of savings under the PBRM which, as subsequently 

discussed, Exeter found to be in excess of those savings sufficient to provide the Company the 

incentive to pursue gas cost reduction opportunities.  Because it reduces incentives under the 

PBRM, Exeter would recommend elimination of the $1.25 million cap if Exeter’s other sharing 

provision recommendations were to be adopted. 

Balance of Incentives – Gas Procurement Incentive Mechanism.  Under the Gas 

Procurement Incentive Mechanism, incentive savings are shared on a 50/50 percent basis 

between sales customers and the Company.  Although described by the PBRM tariff as a 

commodity cost incentive mechanism, the Gas Procurement Incentive Mechanism can be 

considered as providing for a performance comparison of the commodity prices paid by Atmos 

with market prices, and a performance comparison of the demand charges incurred under 

delivered-to-citygate arrangements with avoided pipeline demand charges.  Exeter finds that the 

50/50 percent sharing procedures adopted for the commodity cost performance comparison 

component of the Gas Procurement Incentive Mechanism provide a reasonable balance of 

incentives and are consistent with the sharing procedures adopted in other jurisdictions.  

However, Exeter finds that the 50/50 percent sharing procedures adopted for the demand charge 

performance comparison component of the Gas Procurement Incentive Mechanism provide an 

incentive that exceeds that which is necessary to encourage the Company to pursue gas cost 

reduction opportunities.  The previously discussed NRRI gas procurement incentive mechanism 

study recommended that incentive rewards be sufficient to induce an appropriate level of effort 

                                                 
6 A Hard Look at Incentive Mechanisms for Natural Gas Procurement, National Regulatory Research Institute, 
November 2006. 
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to perform the procurement role effectively and reduce gas costs.  Atmos’ PBRM effectively 

provided the Company with a 50 percent sharing of review period avoided demand charge 

savings for three years when, based on Exeter’s experience, a reduced share of savings would 

have likely been sufficient to encourage the Company to aggressively pursue these gas cost 

reduction opportunities.  Many of the incentive programs that Exeter has reviewed for other 

jurisdictions provide for a 75 percent ratepayer and 25 percent company sharing of savings, and 

this incentive has been more than adequate to induce companies to reduce gas costs.  A 50/50 

percent sharing procedure is more appropriate when a significant ongoing daily level of effort is 

required and the potential savings are relatively small.  An ongoing daily level of effort is not 

required to realize avoided demand charge savings under a contract with a three-year term.  Both 

the commodity cost performance comparison and the demand charge performance comparison 

included in the Gas Procurement Incentive Mechanism should have the same sharing percentages 

to eliminate unintended results or conflicting incentives.  Eliminating the reset provision of the 

PBRM, as proposed by Atmos in Docket No. 13-00111, would have further distorted the balance 

of incentives under the PBRM.  The design of the original PBRM, which provided for a reset of 

the lower end of the benchmark to reflect actual experience, assisted in maintaining a more 

reasonable balance of incentives. 

Specifically with respect to balancing the incentives under the Gas Procurement Incentive 

Mechanism component of the PBRM and resetting the deadband, Exeter believes it would be 

appropriate to adjust the sharing percentages and to include a provision that accomplishes to 

some extent the intent of the deadband reset provision to limit the period over which avoided 

demand charges are subject to sharing.  The recommendations that follow below recognize that 

the PBRM has been in operation since 1999, and this history should not be ignored when 

considering changes to the existing PBRM.  That is, Exeter’s recommendations could be 

modified if the current PBRM mechanism were not in place. 

For those reasons previously discussed, Exeter believes a 75 percent sales customer and 

25 percent Company sharing mechanism under the existing Gas Procurement Incentive 

Mechanism PBRM structure would be more than sufficient to encourage the Company to 

aggressively pursue new gas cost reduction opportunities.  Consistent with the original three-year 

reset provision of the PBRM, Exeter recommends that avoided demand charges under a 

particular replacement arrangement be shared at the 75/25 percentages for no more than three 

years.  After three years of sharing at the 75/25 percentages under a particular arrangement, a 

90/10 percent sharing of avoided demand charges would be more reasonable.  The 90/10 percent 

sharing would continue to apply when renewing an expiring contract and replacing that contract 

with a similar avoided demand charge arrangement.  The 90/10 percent sharing for avoided 
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demand charge arrangements in place for more than three years would be separately calculated 

and determined. 

Deadband.  Exeter’s recommended sharing procedures under the Gas Procurement 

Incentive Mechanism address the original intent of the deadband reset provision to limit the 

extent to which the Company would share in avoided demand charge savings.  The previously 

discussed NRRI gas procurement incentive mechanism study found that deadbands can weaken 

incentives.  Therefore, Exeter recommends that the deadband be eliminated.  We note that 

Piedmont’s PIP does not include a deadband. 

PBRM Administration.  As previously discussed, the Gas Procurement Incentive 

Mechanism can be considered as providing for a performance comparison of the commodity 

prices paid by Atmos with market prices, and a performance comparison of the demand charges 

incurred under delivered-to-citygate arrangements with avoided pipeline demand charges.  To 

simplify administration of the savings and sharing calculations under the Gas Procurement 

Incentive Mechanism, Exeter recommends that these calculations be separately developed. 

Other Demand Charge Reductions.  Exeter’s review noted that the current PBRM only 

includes the avoided demand charges associated with delivered-to-citygate gas supply 

arrangements.  Exeter recommends that other efforts by Atmos to reduce demand charges should 

be considered for inclusion in the PBRM.  These activities would include replacement of existing 

year-round transportation arrangements with less expensive arrangements or winter seasonal 

arrangements, and the replacement of the Company’s relatively more expensive storage 

arrangements with lower-cost alternatives (see Table 14).  Inclusion of these demand charge 

reductions would be consistent with the goal of the PBRM to encourage behavior that reduces 

purchased gas costs. 

Summary.  In summary, Exeter recommends that the following inter-related provisions 

be adopted under Atmos’ PBRM: 

• Under the Capacity Management Incentive Mechanism, AMA fees should be 
subject to 90/10 percent sharing, and capacity release revenues and off-system 
sales margins should be subject to 75/25 percent sharing; 

• Under the Gas Procurement Incentive Mechanism, commodity savings should be 
subject to 75/25 percent sharing, and avoided demand charge savings should be 
subject to 75/25 percent sharing for up to three years.  After three years, avoided 
demand charge savings should be subject to 90/10 percent sharing; 

• The $1.25 million PBRM cap and the deadband should be eliminated; and 
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• Other efforts to reduce demand charges should be considered for inclusion in the 
PBRM.  This would include the replacement of existing year-round transportation 
arrangements with less expensive arrangements or winter seasonal arrangements, 
and the replacement of the Company’s relatively more expensive storage 
arrangements with lower-cost alternatives. 
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7.0 FINDINGS OF FACT, SUMMARY OF CONCLUSIONS,  
AND RECOMMENDATIONS 

7.1 Findings of Fact 

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

• Atmos purchased interstate pipeline services from Texas Gas Transmission, 
Columbia Gulf Transmission, Texas Eastern Transmission, Dominion 
Transmission, Tennessee Gas Pipeline, Southern Natural Gas Company, and East 
Tennessee Natural Gas during the review period; 

• During the review period, Atmos operated under an Asset Management 
Agreement with its affiliate, Atmos Energy Marketing, which was approved by 
the TRA; 

• Atmos served an average of 131,500 sales and transportation customers during the 
review period, and annual throughput averaged nearly 21,500,000 Dth; 

• PBRM savings during the review period totaled $13.1 million, and Atmos’ share 
of PBRM savings was $3.75 million; 

• Atmos assigned all of its interstate pipeline capacity to AEM under an AMA 
during the review period and did not engage in capacity release or off-system 
sales activities; and  

• Atmos did not engage in financial hedging activities to mitigate the volatility of 
its gas costs during the review period. 

7.2  Summary of Conclusions 

Exeter’s investigation of Atmos’ review period gas procurement activity under the 

PBRM has reached the following conclusions: 

• Exeter’s review found no violations of the RFP Procedures for the Selection of an 
Asset Manager and/or Gas Provider included in Atmos’ PBRM tariff; 

• Exeter’s review found no violations of the Standards of Conduct guidelines 
included in Atmos’ PBRM tariff; 

• Atmos’ gas supply purchases under its AMA with its affiliate, AEM, were 
consistent with least-cost procurement standards;  

• The rewards Atmos realized under the Gas Procurement Incentive Mechanism 
component of the PBRM during the review period were solely attributable to 
avoided demand charge savings; 
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• With one possible exception, Exeter found the specific pipeline services reflected 
in Atmos’ avoided demand charge cost calculations to be reasonable.  However, 
this one exception would not have affected Atmos’ share of PBRM savings; 

• Exeter’s review of Atmos’ PBRM incentive savings calculations found that 
several adjustments were appropriate; however, reflecting these adjustments in the 
savings calculation would not have affected Atmos’ share of PBRM savings; 

• Atmos’ design day forecasting models revealed a tendency to understate actual 
results during peak periods; 

• Atmos’ storage inventory planning criteria were generally reasonable, were 
consistent with the criteria used by other gas distribution companies, and Atmos 
generally adhered to those criteria.  As such, with one exception discussed later in 
the recommendations section, Exeter found Atmos’ review period storage activity 
to be reasonable; 

• With the exception of its West Tennessee service territory, Atmos’ design day 
capacity resources and requirements are in relative balance.  Atmos maintains 
capacity resources in excess of its requirements during all other times of the year; 
and 

• Although a portion of Atmos’ capacity portfolio currently consists of delivered 
supply services, Atmos could reduce its interstate demand charges by decreasing 
year-round pipeline capacity and placing greater reliance on delivered supply 
services or winter seasonal capacity; however, winter seasonal capacity 
alternatives to year-round capacity arrangements are not currently available. 

7.3  Recommendations 

Exeter’s recommendations concerning Atmos’ PBRM are as follows: 

• NYMEX futures prices should be excluded from the benchmark calculations 
under the PBRM; 

• Atmos should limit the use of East Tennessee Natural Gas Rate Schedule LNGS 
service to only those occasions when operationally necessary to meet customer 
requirements; 

• The Company should investigate selecting less extreme design day criteria for the 
Tri-City Airport and Knoxville weather stations; 

• To improve the predictive capability of the Company’s design day forecasting 
models, Atmos should evaluate including only relatively cold days in its models, 
and any indicated adjustments to the Company’s design day requirements 
resulting from such an evaluation should also consider whether changes to the 
Company’s design day criteria for the Tri-City Airport and Knoxville weather 
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stations are appropriate and whether a margin of error should continue to be 
included in the Company’s design day forecasts; 

• At the appropriate time, Atmos should evaluate whether it should reduce its Texas 
Gas Rate STF transportation capacity entitlements; 

• The 90 percent sales customer and 10 percent Company sharing provisions under 
the Capacity Management Incentive Mechanism component of the PBRM should 
continue to apply for AMA fees; 

• A 75 percent sales customer and 25 percent Company sharing should apply under 
the Capacity Management Incentive Mechanism for capacity release revenues and 
off-system sales margins; 

• The $1.25 million PBRM cap and deadband should be eliminated if Exeter’s other 
PBRM sharing provision recommendations are adopted; 

• A 75 percent sales customer and 25 percent Company sharing provision should be 
adopted under the Gas Procurement Incentive Mechanism component of the 
PBRM; 

• Avoided demand charges should be shared under the Gas Procurement Incentive 
Mechanism component of the PBRM at the 75/25 percentages for no more than 
three years.  After three years of sharing at the 75/25 percentages under a 
particular arrangement, a 90/10 percent sharing of avoided demand charges would 
be more reasonable.  The 90/10 percent sharing should continue to apply when 
renewing an expiring contract and replacing that contract with a similar avoided 
cost arrangement; and 

• Savings associated with the replacement of existing year-round transportation 
arrangements with less expensive arrangements or winter seasonal arrangements, 
and the replacement of the Company’s relatively more expensive storage 
arrangements with lower-cost alternatives should be considered for inclusion 
under the PBRM as avoided demand charges. 
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