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INTRODUCTION

Please state your name for the record.

My name is Terry Buckner.

By whom are you employed and what is your position?

I am employed by the Consumer Advocate and Protection
Division (“Consumer Advocate”) in the Office of the Attorney
General for the State of Tennessee (“Office”) as a Financial

Regulatory Analyst.

How long have you been employed in conjunction with the public
utility industry?

Approximately thirty-three years. Before my current
employment with the Office, I was employed by the Comptroller of
the Treasury (“Comptroller”) for the State of Tennessee for nearly
two years as the Assistant Director responsible for public utility
audits. Prior to my employment with the Comptroller, I was
employed for approximately eight years with the Office. Formerly, I
was employed with the Tennessee Public Service Commission
(“Commission”) in the Utility Rates Division as a Financial Analyst
for approximately six years. My responsibilities included testifying
before the Commission as to the appropriate cost of service for public

utilities operating in Tennessee. Prior to my employment with the
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Commission, I was employed by TDS Telecom for eight years and the

First Utility District of Knox County for three years.

What is your educational background and what degrees do you
hold?

I have a Bacheloré degree in Business Administration from the
University of Tennessee, Knoxville with a major in Accounting. I am
also a Tennessee Certified Public Accountant (“CPA”) and a member

of the American Institute of Certified Public Accountants.

Would you briefly describe your responsibilities as a Financial
Regulatory Analyst with the Consumer Advocate?

I prepare testimony and financial exhibits in rate proceedings
as an employee with the Consumer Advocate. Additionally, I review
a portion of the tariff filings by Tennessee public utilities, which are
subject to the jurisdiction of the Tennessee Regulatory Authority
(“TRA”). Finally, I assist in the coordination between the Financial

Regulatory Analysts and the attorneys in the Office.

What is the purpose of your testimony?

The purpose of my testimony is to represent the forecasted
financial exhibits prepared by the Consumer Advocate (“Exhibits of
Consumer Advocate”) and provide my exhibit of work papers

(“Work Papers of Tlerry Buckner”) for forecasted AFUDC,
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Depreciation Expense, and Rate Base for Chattanooga Gas Company
(“CGC”) for the attrition year ending April 30, 2011. Additionally, I
will address the issues of rate design for this docket, legal fee
recovery resulting from TRA Docket #07-00224, SouthStar

transactions, and consumer protection recommendations.

SUMMARY OF RESULTS

Please summarize the results of the Consumer Advocate forecast of
CGC’s earnings for the attrition year.

The attrition year in this case is the twelve months ending April
30, 2011. For the attrition year, CGC asked for a $2.573! million rate
increase whereas the Consumer Advocate’s forecasted results show
that customer rates should actually be increased by $0.439 million
instead, which is a difference of $2.134 million between CGC’'s
forecast and the Consumer Advocate’s forecast. The $2.134 million
difference assumes that CGC’s proposed Alignment and Usage
Adjustment (“AUA”) or revenue decoupling tracker mechanism is
rejected by the TRA and results from the following areas of
disagreement between CGC and the Consumer Advocate: (1) The
Consumer Advocate analysis indicates that the forecasted rate base of
CGC will be approximately $3.9 million less than the rate base

estimates included in CGC’s rate increase petition, which is

! CG(C Petition dated November 16, 2009, Section 4, Page 2.
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approximately $0.5 million less in revenue requirement; (2) The
Consumer Advocate is projecting about $0.1 million more in
operating revenue gross margin; (3) The Consumer Advocate is
projecting about $0.1 million less in operation and maintenance
expenses than the amount projected by CGC due to the exclusion of
Long Term Incentive Pay (“LTIP”), half of the Annual Incentive Pay
(“AIP”), and half of CGC’s proposed regulatory expense; (4) The
Consumer Advocate is projecting about $0.1 million more in Taxes
Other Than Income Taxes; and (5) The amount of revenue required
for CGC to have an opportunity to earn a fair profit is about $1.6
million less in the Consumer Advocate’s forecast due to the
Consumer Advocate’s computation of a lower cost of capital.
However, these amounts are offset by the Consumer Advocate’s
lower calculation of Allowance for Funds Used During Construction
(“AFUDC”) ($0.14 million) and higher depreciation expense ($0.1
million) to net to approximately $2.134 million less in revenue
requirement.

Accordingly, the Consumer Advocate’s position is that CGC
has requested over $2.134 million more in customer rates than the
company actually needs to meet their expenses and provide a fair
return to their shareholders while providing quality natural gas
service to CGC’s customers. Although there are many underlying
details supporting the Consumer Advocate’s position, all of which

are discussed below and shown in the testimony, work papers, and
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exhibits of the Consumer Advocate’s witnesses, the areas discussed
above serve as an overview of the primary areas of dispute between
CGC and the Consumer Advocate in this case.

However, if CGC’s decoupling tracker mechanism is adopted
by the TRA, then customers rates would only need to be increased by
$67,000.

Please summarize why the Consumer Advocate is projecting about
$0.1 million more in operating revenue gross margin than CGC.
The $0.1 million difference in operating revenue gross margin is
due to the Consumer Advocate’s belief that the residential bills for
the attrition year will trend slightly higher than the amount projected
by CGC. Consumer Advocate witness, Dave W. Peters will address

this issue more fully in his Direct Testimony in this docket.

Please summarize why the Consumer Advocate is projecting about
$0.1 million less in operation and maintenance expenses than CGC.

The $0.1 million difference in operation and maintenance
expenses between the Consumer Advocate and CGC is primarily due
to the Consumer Advocate’s projecting: (1} $0 in LTIP and AIP
compensation of $67,679, which is half of CGC’s forecasted AIP; and
(2) approximatély $100,000 less in regulatory expense.

The approximate $100,000 difference in regulatory expense

stems from the Consumer Advocate’s disagreement with the

Page 5 09-00183: Buckner, Direct




10

it

12

13

14

15

16

17

18

19

20

21

22

23

24

reasonableness of these charges. The Consumer Advocate urges the
TRA to follow the ruling precedent established in Docket #08-00039
in disallowing half of the Regulatory Commission Expense proposed
by CGC. As a result, the Consumer Advocate urges the TRA to
allow the total Regulatory Commission Expense to be only one-half
of CGC’s $212,781 attrition year amounts, reduced by 50% to a total
of $106,536.

Also, the Consumer Advocate asserts that it is improper for
customers to be called upon to pay CGC’s legal bills for pursuing a
rate increase which, as demonstrated by the testimony and exhibits of
the Consumer Advocate’s witnesses, is without merit. Much of this
is offset by the use of a later test period by the Consumer Advocate,
which nets to a $0.1 million difference.

Mr. John Hughes, Consumer Advocate witness, will address
the specifics of his forecast of operation and maintenance expense for

the attrition year in his Direct Testimony.

Please summarize why the Consumer Advocate is projecting about
$80,000 more in depreciation expenses than the amount projected
by CGC.

This difference in depreciation expense is primarily attributable
to two reasons. Iirst, the Consumer Advocate adopted the ALG
depreciation rates as proposed by CGC in computing depreciation

expense using a later test period ending December 31, 2009. CGC
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used a test period ending June 30, 2009. In an effort to eliminate
outdated financial information and to shorten the forecast window,
the Consumer Advocate has adopted the test year ended December
2009 in its forecast for the attrition year ending April 2011.

As a result, approximately $4 million in plant additions to
Account #381, at December 31, 2009, were not included in CGC’s
forecast. Secondly, the Consumer Advocate did not compute any
depreciation expense for plant accounts that were fully depreciated --
that is, the plant accounts had a net book value of zero dollars ($0.00).
Once a capitalized item has been depreciate.d completely,
depreciation expense related to that item should no longer be

recognized.

Please explain why the Consumer Advocate’s forecast of taxes
other than income taxes is about $129,000 lower than CGC’s other
tax calculations.

This difference is primarily due to the Consumer Advocate’s
computation of property taxes. In computing its property tax
forecast, the Consumer Advocate utilized the actual 2009 tax bills.
CGC, however, calculated their property taxes using older, less

precise test period information.
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Please summarize the $1.6 million difference in revenue
requirements attributable to the Consumer Advocate’s computation
of a lower cost of capital for CGC.

Based on the cost of capital testimony of Consumer Advocate
witness  Dr. Chris C. Klein, the Consumer Advocate incorporated
a lower overall rate of return of 7.29% on rate base rather than CGC’s
rate of return as requested in its rate increase petition. This lower
return decreases the revenue requirements of CGC by $1.6 million.
Again, if the decoupling mechanism tracker is adopted by the TRA,
then Dr. Klein is recommending an overall rate of return of 7.05%.
The testimony of Consumer Advocate witness Klein sets forth the
details of the Consumer Advocate’s position on cost of capital in this

case.

RATEMAKING THEORY AND PRACTICE

What is a public utility?

In the context of this case, a public utility is a business formed
as a shareholder-owned corporation. Even though the public utility
in this case is a for profit corporation, it is also important to note that
this public utility is:

an organization that has been designated by law as
a business affected with a significant public interest,
and that also possesses all of the following
characteristics: (1) The business is essentially free
from direct competition, ie., it operates in a
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monopolistic environment; (2) The business is

required by law to charge rates for its services that

are reasonable and not unjustly discriminatory; (3)

The business is allowed to earn (but not

guaranteed) a “reasonable” profit; and (4) The

business is obligated to provide adequate service to

its customers, on demand.?
Does CGC possess these public utility characteristics?

Yes. CGC is a shareholder-owned public utility® that has been
granted the advantage of operating in a monopolistic environment in
exchange for special obligations, namely, the requirement to provide

adequate service to all customers at rates that are just, reasonable,

and non-discriminatory.

From a regulated ratemaking perspective, what is the TRA called
upon to do in this proceeding?

In a rate case such as this one, the TRA is asked to establish the
amount of revenues that the utility should collect in order to cover its
reasonable and necessary expenses and to reasonably compensate the
utility’s investors for their investment in the plant and equipment
necessary to provide utility service to the public. The following

ratemaking formula can be used to express this concept:

zAccounting for Public Utilities, Hahne and Aliff §1.01.

3CGC is a subsidiary of AGL Resources, Inc, Inc. (*AGL").
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Revenue Requirement = (Rate Base X Rate of
Return) + Operations and Maintenance
Expense + Depreciation Expense + Taxes.

In this equation, “Rate Base” is essentially the plant and
equipment paid for by the investors in the utility. The “Rate of
Return” is comprised of two major components: (1) the “Cost of
Debt,” which constitutes the interest rate on borrowed money and (2)
the “Return on Shareholders” Equity” (*ROE”), which is the rate of
compensation that flows to the owners of the utility for their
investment. “Operations and Maintenance Expense” is the costs of
operating the utility day-to-day, such as payroll, employee benefits,
fuel and power to pump the water, chemicals to treat the water
supply, rents, office supplies, postage and billing costs, etc.
“Depreciation Expense” is the systematic recovery of the cost of the
plant and equipment over their useful lives. “Taxes” are the business
taxes owed by the wutility to federal, state, and municipal
governments, such as income taxes, payroll taxes, property taxes, and
franchise taxes. In order to arrive at the appropriate amounts for
each component of the ratemaking formula, the TRA should consider
the expert witness testimony of economists, accountants, and other
subject matter experts. These experts usually calculate the amount of
each component of the ratemaking formula for the “Attrition Year.”
In making their “Attrition Year” forecast, ratemaking experts often

consider “Test Year” data.

Page 10 09-00183: Buckner, Direct
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Please explain the difference between a “Test Year” and an
“Attrition Year.”

A “Test Year” is a measure of a utility’s financial operations
and investment over a specific twelve month period. It is the “raw
material” for developing an attrition year measure of the utility’s
financial operations and investment (that is, the utility’s Rate Base,
Operations and Maintenance Expense, Depreciation Expense, and

Taxes). Therefore, the selection of the test year is quite important:

The selection of the timing of the test year may be
the most significant single factor in the rate-making
process. The more outdated the test year levels of
operations, the more critical is the need for
significant restatement to produce representative
levels of future conditions.#

An “Attrition Year,” also known as a forecast period, is the
“finished product” and is to be representative of the period for any
rate adjustment. The attrition year can also be viewed as the first
year during which the TRA’s rate order will be applied.

In this docket, CGC’s filing used a test year ended June 2009
and an attrition year ending April 2011. In an effort to eliminate
outdated financial information and to shorten the forecast window,
the Consumer Advocate has adopted the test year ended December

2009 in its forecast for the attrition year ending April 2011.

4Accounting for Public Utilities, Hahne and Aliff §7.03.
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Please explain how the TRA should calculate any adjustment in
customer rates to be applied during the attrition year.

Once the TRA arrives at the appropriate Revenue Requirement
for the attrition year (as described above), it must then determine
whether a rate adjustment is needed. If the Revenue Requirement is
greater than the amount of operating revenue forecasted for the
attrition year at present customer rates, then a rate increase is
required. However, if the Revenue Requirement is less than the
amount of operating revenue forecasted for the attrition year at
present customer rates, then a rate decrease is required.

In determining whether a rate increase or rate decrease is
warranted, the TRA should again consider the testimony of the
parties” expert witnesses. In addition to forecasting the Revenue
Requirement for the attrition year, these experts also forecast the
amount of operating revenue that the utility is expected to collect
during the attrition year at the current customer rates set forth in the

utility’s tariff.

AFUDC

Please explain the calculation of the Consumer Advocate’s AFUDC.
As previously disclosed AFUDC is an acronym for “ Allowance
for Funds Used During Construction.” The purpose of AFUDC is: (1)

to recognize the financing costs of construction activities; (2) to shield
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the utility from financing costs of construction activities; and (3) to
afford the utility the opportunity to recover the costs when the plant
is placed in service®> It is appropriate to recognize both debt and
equity components in the financing costs of construction activities.
The capitalized financing cost creates income, which should be
reported on the income statement.® The AFUDC rate is the weighted
average cost of debt and equity. In this docket, the Consumer
Advocate has adopted the rate of return of 7.29% as recommended by
Dr. Klein as the AFUDC rate. As a matter of normal utility
accounting practice, AFUDC is added monthly to the Construction
Work in Progress (“CWIP”) account amount. CWIP is an
accumulation of work order amounts. Upon completion of a CWIP
work order, the cumulative work order amount is closed to plant in
service accounts. In this docket, the Consumer Advocate applied the
AFUDC rate to the average monthly forecasted CGC plant additions.
Consequently, the beginning CWIP account balance and the ending
CWIP account balance does not change.

As a result, the Consumer Advocate’s AFUDC amount for the
attrition years is $210,826. CGC's forecasted AFUDC amount of
$352,221 is predicated on the 13 month average CWIP balance at June
30, 2009. However, CGC’'s CWIP balance at December 31, 2009 is

i Accounting for Public Ulilities, Hlahne and ALff §4.04[5].

1d.
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($615,013). This abnormality does not allow the Consumer Advocate
to replicate the same AFUDC calculation methodology used by CGC.
Therefore, the Consumer Advocate’s calculation of AFUDC is

more reasonable than CGC’s forecast.

DEPRECIATION EXPENSE

Please explain the calculation of the Consumer Advocate’s
Depreciation and Amortization Expense.

CGC has forecasted Depreciation and Amortization Expense of
$5,119,444 for the attrition year. CGC’s Depreciation Expense is
based on a depreciation study performed for property as of
December 30, 2008, using the average life group (“ALG") procedure,
which is in accordance with the settlement agreement in TRA Docket
#06-00175. CGC’s depreciation study prescribes ALG rates by plant
account. The ALG rates “translate into an annual depreciation
amount of $4.5 million based on CGC’s depreciable investment at
December 31, 2008.”7 'This annual depreciation expense difference
does not recognize the additions and retirements through the
attrition year. In their forecast, CGC has included depreciation
expense on assets with a book value of zero or less. These assets
include LNG Tank (Account #362), Heavy Trucks (Account #3922),
and Stores Equipment (Account #393). |

7 CGC Exhibit RW-1, Page 2 of 57.
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Specifically, accounting for depreciation expense is “no more
nor no less than the cost of the asset”®. As a practice, monthly
depreciation expense is calculated using the ending plant account
balance of the previous month times the prescribed plant account
depreciation rate. The Consumer Advocate calculated Depreciation
Expense of $5,201,431°, which is $81,98710 more than the projected
depreciation expense of CGC. The Consumer Advocate applied
CGC’s new depreciation rates!! to the actual December 31, 2009 Plant
in Service balances and the net monthly plant additions and
retirements!? through April 30, 2011. As previously mentioned, over
$4 million in plant additions to Account #381 at December 31, 2009
were not included in CGC’s forecast.

Therefore, the Consumer Advocate’s calculation of

Depreciation Expense is more reasonable than CGC’s forecast.

*Public Utlity Accounting: Theory and Application, James E. Suelflow, Michigan State University Public
Utilities Studies, P. 102.

*Consumer Advocate work paper, E-DEP.
Consumer Advocate Exhibit Schedule 3, Line 8.
HExhibit of CGC witness, Rhonda Watts, Appendix A.

2CGC response to TRA FG #25-13.
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Q. Please summarize the difference in the forecast of Rate Base.

RATE BASE

A. The table below summarizes the differences in rate base

forecasts by component.

Additions:

Utility Plant in Service
Construction Work in
Progress

Working Capital
OPEBs

Total Additions

Deductions:
Accumulated
Depreciation
Contributions in Aid of
Consfruction
Advances in Aid of
Construction
Accumulated Deferred
Tax

Total Deductions

Rate Base

Page 16

09-00183:

Consumer
Advocate CGC Difference
$202,717,046 5198,761,734 $3,955,312
(189,090) 4,655,182 (4,844,272)
12,302,888 14,910,913 (2,608,025)
248,501 302,798 (54,297)
$215,079,345 $218,630,627 $(3,551,282)
$96,370,052 $96,171,548 $198,504
1,508,644 1,561,644 (53,000)
286,394 286,394 -
23,770,564 22,851,051 919,513
$121,935,654 5120,870,637 $1,065,017
$93,143,690 597,759,990 $(4,616,299)

Buckner, Direct
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Please explain the difference in forecasted Plant in Service.

The Consumer Advocate forecasted Plant in Service by using
actual plant balances as of December 31, 2009. Forecasted plant
additions and retirements, which were provided by CGC, were then
added to actual balances at December 31, 2009, to arrive at monthly
Plant in Service amounts through April 30, 2011. A thirteen month
Plant in Service average was calculated in the amount of
$202,717,046. CGC has forecasted $198,761,734 for Plant in Service.

The Consumer Advocate’s attrition year forecast of Plant in
Service is $3,955,312 higher than the CGC’s forecasted amount due to

the inclusion of a more recent test period balance.

Please explain the difference in CWIP.

The Consumer Advocate forecasted CWIP using a thirteen
month CWIP average based on the balance of $(189,090) at December
31, 2009.

As a result, the Consumer Advocate’s attrition year forecast of
CWIP is $4,844,272 lower than the CGC forecasted amount, which

was based on a balance at June 30, 2009.

Please explain the difference in Working Capital Requirement.
CGC has included the following items in their calculation of
Working Capital Requirement: Materials & Supplies; Deferred Rate

Case; Other Accounts Receivable; Lead-Lag amount; Stored Gas
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Inventory; Reserve for Uncollectible; Customer Deposits; and
Accrued Interest on Customer Deposits.

CGC used a thirteen month average for the test year ended
June 2009 to calculate Materials and Supplies for the attrition year
ending April 2011. The Consumer Advocate included thirteen month
averages for each using the test period ended December 2009.

Regarding the Deferred Rate Case, the Consumer Advocate has
forecasted $263,334 while CGC has forecasted $531,955 for a
difference of $268,621. The TRA should reject CGC’s Deferred Rate
Case amount of $531,955 as unduly unjust and unreasonable to
ratepayers for setting prospective rates. CGC should not profit from
the inclusion in rate base for their excessive regulatory expenses.
CGC’s projected rate case costs in this docket more than doubles the
$300,000 amount forecasted in TRA Docket #06-00175.

CGC used a thirteen month average for the test year ended
June 2009 to calculate Other Accounts Receivable for the attrition
year ending April 2011. The Consumer Advocate included thirteen
month averages for each using the test period ended December 2009.

Also, the Consumer Advocate asserts that a payment lag for the
current portions of state excise tax and federal income tax should be
calculated on the basis of the statutory payment requirements of a

calendar year’s liability, paid in four equal installments on April 15,
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June 15, September 15, and December 15. On this basis, a lag of
approximately 37 days is calculated.’®

Using the Consumer Advocate’s forecasted revenue, expenses,
Lead-Lag changes, and CGC’s 2003 Lead-Lag Study results in a
Requirement for Lead Lag amount of $1,164,573.

CGC used a thirteen month projected average for the attrition
year ended April 2011 to calculate Stored Gas Inventory. However,
April 2009 was the last actual Stored Gas Inventory balance to
calculate their forecasted amount. The remaining projections were
priced using the NYMEX future prices for natural gas as of October
31, 2009. The Consumer Advocate forecasted a thirteen month
average using the actual storage balance at December 2009 and
NYMEX future prices as of January 10, 2010. The use of later
information reduced the projected Stored Gas Inventory by
$1,188,872. |

The Consumer Advocate’s forecasted Working Capital
Requirement is $1,820,008 lower than the forecasted CGC amount.
'The TRA should adopt a more recent test period in the forecast of

Working Capital because it is known and measurable.

BAccounting for Public Utilities, Hahne & Aliff § 5.04{4], Page 5-25.
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Please explain the difference in forecasted Accumulated
Depreciation.

The Consumer Advocate forecasted Accumulated Depreciation
by using actual balances as of December 31, 2009. Forecasted
monthly depreciation expense and retirements were then added to
actual balances at December 31, 2009 to arrive at monthly
Accumulated Depreciation amounts through April 30, 2011. A
thirteen month Accumulated Depreciation average was calculated for
the attrition year in the amount of $96,370,052,1* which is $198,504
higher than CGC’s estimate.

Please explain the difference in Accumulated Deferred Income Tax.

The Consumer Advocate forecasted Accumulated Deferred
Income Tax by using actual balances as of December 31, 2009 and
their projected balances through April 30, 2011. The incremental
change for the attrition year resulted from the projected tax
depreciation minus the book depreciation multiplied 'by the statutory
state and federal tax rates. Forecasted timing differences were spread
evenly from the starting point to the end of the attrition year. A
thirteen month average was then calculated for the atirition year,
which is consistent with the methodology used for all primary rate
base categories. Tax depreciation in excess of book depreciation is

the primary component of Accumulated Deferred Income Taxes that

MConsumer Advocate work paper, RB-ACC DEP.
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generates deferred tax differences. As a result, the Consumer
Advocate forecasts Accumulated Deferred Income Tax in the amount
of $23,770,564, which is $919,513 higher than the forecasted amount
of CGC.

Please summarize the calculation of Rate Base amounts for the
attrition year.

The forecasted net rate base of the Consumer Advocate is
roughly $3.8 million lower than the rate base amount submitted by

CGC for the period ended April 30, 2011.

RATE DESIGN

Please discuss the revenue impact of CGC'’s proposed rate design.
CGC is proposing the following margin revenue percentage
increases and decreases for residential customers: an increase in
fixed charges of $4 per month ($12 to $16), or 33%, for residential
customers (R-1) during the winter season (months of November
through April) and $1 per month ($10 to $11), or 10%, for residential
customers during summer months (May through October). The
increase in fixed charges would generate approximately 23% in new
residential revenues. Also, CGC is proposing 3.5% cumulative
increase in the residential volumetric revenues. The total overall

increase in residential margin proposed by CGC is 13.7%.
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CGC proposed no increases for commercial rates in monthly
fixed charges. However, CGC has proposed the following changes in
volumetric rate design: (1) a 34% increase in the commercial (C-1)
volumetric rates; (2) a 12.75% decrease in the commercial (C-2)
volumetric rates with a corresponding 36% increase in Demand Dths
or $2 per Dth ($5.50 to $7.50); (3) and a 13.59% decrease in the
commercial transportation (T-3) volumetric rates with a
corresponding 36% increase in Demand Dths or $2 per Dth ($5.50 to
$7.50). The total overall increase in commercial margin proposed by
CGCis5.9%. |

Interruptible Sales (I-1) volumetric rates would decrease by
approximately 11%, but there is a proposed increase in monthly fixed
charges of $75 per month ($300 to $375), or 25%. The total overall
decrease in Interruptible Sales margin proposed by CGC is 7.7%.

Industrial Transport with Full Standby (F-1/T-2) volumetric
rates would decrease by approximately 15%, but again there is a
proposed increase in monthly fixed charges of $75 per month ($300 to
$375), or 25%, and a 36% increase in Demand Dths, or $2 per Dth
($5.50 to $7.50). The total overall increase in Industrial Transport (F-
1/7T-2) margin proposed by CGCis 6.1%.

Industrial Transport with Partial Standby (F-1/T-2+T-1)
volumetric rates would decrease by approximately 15%, but again
there is a proposed increase in monthly fixed charges of $75 per

month ($300 to $375), or 25%. Also, CGC is proposing a 36% increase

Page 22 09-00183: Buckner, Direct




10

11

12

I3

i4

15

16

17

18

19

20
21

22

23

24

25

in Firm Demand Dths, or $2 per Dth ($5.50 to $7.50), and a 74%
increase in Non-Firm Demand Dths, or $2 per Dth ($1.35 to $2.35).
The total overall increase in Industrial Transport (F-1/T-2+T-1)
margin proposed by CGC is 2.6%.

Interruptible Industrial Transportation (T-1) volumetric rates
would decrease by approximately 18%, but once again there is a
proposed increase in monthly fixed charges of $75 per month ($300 to
$375), or 25%. Also, CGC is proposing a 74% increase in Non-Firm
Demand Dths, or $2 per Dth ($1.35 to $2.35). The total overall
decrease in Interruptible Industrial Transportation (T-1}) margin
proposed by CGCis 1.5%.

There is no change for the Special Contract customers. In
summary, exclusive of the Special Contract customers, the proposed

rate design of CGC produces the following rate changes by class:

Residential 13.7% Increase $1.8M
Commercial 59% Increase $0.7M
Industrial 2.2% Increase $0.1M
Total 10.0% Increase $2.6M|

CGC’s proposed rate increases to the customers are predicated
on stable gas commodity costs. If gas costs decline, then the margin
rate increase would be mitigated on customers’ bills. However, if gas
costs increase, then the margin rate increase would be exacerbated on
customers’ bills.
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Please discuss the recent historic changes in CGC's rate design.

In TRA Docket #06-00175, the monthly residential fixed rates
were increased from $7.50 to $12 in the winter season and from $7.50
to $10 during the summer months, and the volumetric rates were
decreased by approximately 13%. The monthly commercial fixed
rates were increased from $20 to $29 during the winter months and
from $15 to $25 in the summer months, and the volumetric rates were
a net decrease of approximately 9.8%. Only the volumetric rates

were a net decrease for the other classes.

Provide a comparison of CGC’s current monthly fixed residential
and commercial rates with the other large local distribution

companies (“LDCs”) in Tennessee.

Company  Rate Class  Winter Summer
Piedmont Residential $1315 $10
Commercial $29 $29
Atmos Residential $1316 $10
Commercial $27.50 $27.50
CGC Residential $12 $10
Commercial $29 $25

The comparison shows that the monthly residential and

commercial fixed charges for the LDCs in Tennessee are nearly

15 Piedmont Rate Schedule 301, Winter(November-March).
16 Atmos Rate Schedule 210, Winter(October-April).
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identical. Therefore, abundant equity now exists for the residential

and commercial customers of the three major LDCs in Tennessee.

Please discuss the revenue impact of the Consumer Advocate’s
proposed rate design.

The Consumer Advocate proposes that any change in revenue
requirements ordered by the TRA in this docket be spread uniformly
to all customer classes. This approach would assure that the benefits
or burdens created by any rate adjustment in this case are shared
proportionately by all customers. |

Further, the Consumer Advocate recommends that an
appropriate mix between fixed customer charges and volumetric
rates be achieved. Determining the appropriate mix is critically
important because moving the rate design toward more fixed charges
through higher monthly customer charges will likely negatively
impact the conservation efforts of customers. As volumes decline
and the number of bills increase, the ratio of base rate margin
collected through the customer charge may go even higher.

The volumetric usage by the customers of CGC indicates a
decline over the last five years. While there could be several reasons,
e.g. gas commodity costs, economic conditions, more efficient
appliances, changing customer lifestyles for the decline in usage, one
of the reasons is undoubtedly conservation efforts by customers. As

commodity and distribution prices of natural gas rise, customers
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have a greater incentive to conserve. This principle is clearly
illustrated by recent spikes in gasoline prices; when the price for
gasoline-sky rocketed in the summer of 2008, there was a resulting
decline in gasoline usage. In fact, there was energy conservation.
Therefore, the Consumer Advocate recommends that conservation
would be better achieved through a higher percentage increase in
volumetric rates relative to the percentage increase in fixed monthly
customer charges. This is because the customer’s behavior has more
of an impact on the monthly utility bill under this pricing structure,
i.e. if customers need to reduce their bills, then customers can act
through reducing usage. Conversely, customers have less of an
incentive to conserve energy as more of their bill becomes fixed, i.e. a
higher fixed charge lessens the customers” ability to reduce their bills.

Therefore, the Consumer Advocate proposes a 2.44% increase
to all volumetric rates, excluding special contracts, which should
result in the approximate $0.439 million needed revenue
requirement. This proposed rate design is consistent with the

Consumer Advocate’s position in TRA Docket #06-00175.17

Does a rate design for a public utility need to mirror the cost of
service?
No. “Cost of Service is not an exclusive method of determining

rate design.... Establishment of just and reasonable public utility

17 Consumer Advocale, Direct Testimony, Dan W. McCormac, Page 9, Lines 10-13.
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in the exercise of its sound regulatory judgment and discretion.”18

LEGAL FEES

Q. Please discuss CGC’s proposed recovery of legal fees.

A, The recovery of legal fees was an issue in TRA Docket #07-
00224. CGC contends that the legal fees at issue should be
categorized as “gas related costs” and collécted from the ratepayers
pursuant to the Purchased Gas Adjustment (“PGA”) rules.”?® The
TRA Hearing Officer in this docket “is of the opinion that....the legal
fees were incurred....from CGC’s previous rate case, Docket No. 06-
00175.”20  The Chattanooga Manufacturers Association (“CMA”)
“argues that the TRA does not have the statutory authority to award
attorney’s fees....[and attorney fees] can only be considered within
the confines of a rate case.””! The Consumer Advocate “agrees with
the CMA that the TRA has no statutory authority to award legal
fees”, but “these are simply litigation fees unrelated to the instant
rate case.”2

Therefore, the Consumer Advocate argues that an award of

legal fee recovery by the TRA “is not authorized under the existing

18 CF Industries v Tennessee Public Service Commission et al., May 19, 1980 Supreme Court of Tennessee.
19 Order dated February 11, 2010, TRA Docket #09-00183.

W14,

A1d

274
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which this issue is ultimately heard.”?

Are the legal fees proposed for recovery in this docket recurring
operating expenses? |

No. The Hearing Officer asked, “Are past nonrecurring
regulatory costs included in the projected attrition period expense?”2
CGC rightly answered, “No.”?  Moreover, “gas cost, asset
management, and related concerns raised by the CAD and the CMA
were not issues that the TRA has routinely or traditionally addressed

in rate cases.” 26

Were the legal fees proposed for recovery by CGC prudently
incurred?

There has been no evidentiary hearing over the approximate
$700,000 in legal fees and whether CGC acted prudently on behalf of
ratepayers or its sharcholders. In my opinion, however, the
approximate $700,000 in legal fees is an excessive amount for the
ratepayers. This is especially true in light of the estimated rate case

costs in this proceeding with multiple issues and witnesses.

% Consumer Advocate response dated January 8, 2010, Page 10.
#TRA Status Conference, January 25, 2010, transcript Pages 97-98.

% 1d.

26 CGC Direct Testimony, A. Hickerson, Page 6, Lines 21-23.
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Does this conclude the Consumer Advocate’s testimony on the
proposed recovery of legal fees?
No. The Consumer Advocate reserves the right to supplement

its testimony once the discovery process has been completed.

SOUTHSTAR

Please discuss your concerns with SouthStar in this docket.

CGC and Sequent Energy Management, LP (“Sequent”) have
entered into a contract approved by the TRA in Docket #08-00012.
Through this contract, Sequent manages the sale, lease, release or
assignment of gas supply and storage assets (also known as “system
capacity”) of CGC. By contract, Sequent pays CGC 50% of the net
margin and provides an Annual Guaranteed Minimum amount. This
is the primary transaction for CGC's system. capacity. CGC’s system
capacity is entirely paid for by ratepayers. SouthStar markets natural
gas and related services....to retail customers on an unregulated
basis, primarily in Georgia as well as to commercial and industrial
customers, principally in Florida, Ohio, Tennessee, North Carolina,
South Carolina, and Alabama.?Z CGC, Sequent, and SouthStar are
affiliated companies under the corporate umbrella of AGL Resources,

Inc.

77 2008 SEC Form 10-K, AGL Resources Inc., Page 9.
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The Consumer Advocate is concerned that Sequent may sell a
portion of CGC's system capacity to SouthStar Energy Services, LLC
(“SouthStar”), its affiliate, at a below market value price. Although
ratepayers would receive their rightful portion of profits from the
CGC/SouthStar transaction, CGC's ratepayers would not receive any
profits generated from SouthStar’s sale to its end user because this is
an unregulated secondary transaction. In this situation, CGC would
be switching the profit generation from CGC to SouthStar, wherein
the ratepayer receives no benefit. It is important to note that
secondary transactions with affiliates are not uncommon. In fact,
Piedmont has also conducted secondary market transactions with
SouthStar, of which they are a minority owner.28

The Consumer Advocate believes that all revenues from
secondary transactions of system capacity to an affiliated company
should inure to the ratepayers of CGC. An appropriate transparent
safety net should exist for the protection of ratepayers from
secondary transactions with affiliates. The TRA Staff’s annual audits
of CGC’s gas cost and the existing contract between Sequent and
CGC may not totally capture secondary transactions with an
affiliated company such as SouthStar. The Consumer Advocate
urges the TRA to require CGC to account for all secondary
transactions with affiliates, such as SouthStar, so that the ratepayers

of CGC are rightly remunerated for the system capacity paid in full

2 Exeter report Section 3.3.3, TRA Docket #05-00165.
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by them. This could be done through contract amendments or future
asset management agreements approved by the TRA.
Has CGC engaged in secondary transactions either directly or
indirectly with SouthStar?

At this time, it is unclear whether CGC and SouthStar have
engaged in secondary transactions. The Consumer Advocate
reserves the right to supplement its testimony once the discovery

process has been completed.

CONSUMER PROTECTION

Do you have consumer protection recommendations?

Yes. Attached is Appendix A, which lists consumer protection
recommendations to be considered by the TRA. Given the difficult
current economic conditions, the Consumer Advocate urges the TRA

to be especially cognizant for the protection of ratepayers.

Does this conclude your testimony?

Yes, it does.
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Schedule 1
‘Chattanooga Gas Company
Revenue Deficiency (Surplus)
For the Twelve Months Ended April 30, 2011
Consumer
Advocate CGC Difference
Rate Base $ 93,931,707 &~ $ 97,759,990 $ 3,828,283
Operating Income at Present Rates 6,587,921 B/ 6,540,319 (47,602)
Earned Rate of Return (L 2/L 1) 7.01% 6.69% -0.32%
Fair Rate of Return 7.297% Cf 8.2819% 0.99%
Required Operating Income (L 1 x L 4) $ 6,853,821 $ 8,096,385 $ 1,242,564
Operating Income Deficiency (Surplus) (L5-L 2) 265,900 1,566,066 1,290,166
Gross Revenue Conversion Factor 1.649441 Ds 1.653518 0.004077
Revenue Deficiency (Surplus) $ 438,587 $ 2,572,993 $ 2,134,406

A/ Schedule 2, Line 14.
B/ Schedule 3, Line 16.
C!/ Schedule 8, Line 5.
D/ Schedule 7, Line 10.
E/ CGC Exhibits.
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TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 2
Chattanooga Gas Company
Rate Base
For the Twelve Months Ended Agpril 30, 2011
| A
Consumer B/

Additions: Advocate cGC Difference
Utility Plant in Service $ 202,717,046 198,761,734 3,955,312
Construction Work in Progress (189,090) 4,655,182 (4,844,272)
Other - - -
Working Capital 13,090,905 14,910,913 (1,820,008)
OPEBs 248,501 302,798 (54,297)
Total Additions $ 215,867,362 218,630,627 (2,763,265)
Deductions:
Accumulated Depreciation $ 96,370,052 96,171,548 198,504
Contributions in Aid of Construction 1,508,644 1,561,644 (53,000)
Advances in Aid of Construction 286,394 288,394 -
Accumulated Deferred Tax 23,770,564 22,851,051 919,513
Other - - -
Tota!l Deductions $ 121,935,654 120,870,637 1,065,017
Rate Base $ 93,931,707 97,759,890 {3,828,282)

A/ T. Buckner work paper, RB-SUM.
B/ CGC Direct Testimony, Exhibit RDH-3, Schedules 1-3.
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TRA Docket No. 09-001383
Consumer Advocate Exhibits

Schedule 3
Chattanooga Gas Company
Income Statement at Current Rates
For the Twelve Months Ended April 30, 2011
Consumer
Advocate CGC oy Difference

Revenues - Sales, forfeited discounts & ather $ 88,348,700 B/ $ 88,253,290 $ 95,410
Cost of Gas 58,634,548 B/ 58,634,548 -
Gross margin on sales and service $ 20714152 A& § 29,618,742 $ 95,410
AFUDC 210,826 cf 352,221 {141,395)
Operating Margin 3 29,924 978 3 29,970,963 3 (45,985)
Other Operation and Maintenance $ 11,911691 o/ § 12,022,380 5 (110,689)
Interest on Customer Deposits 132,216 E/ 132,216 -
Depreciation and Amortization Exp. 5,201,431 F 5,119,444 - 81,987
Taxes Other Than Income 3,581,242 @/ 3,710,522 (129,280)
State Excise Tax 424,906 H 414,235 Hf 10,671
Federal Income Tax 2,085,571 H 2,031,847 W 53,724
Total Operating Expense b 23,337,057 $ 23,430,644 3 (93,587)
Net Operating Income for Return $ 6,587,921 $ 6,540,319 3 47,602
Adjusted Net Operating Income 3 6,587,921 $ 6,540,319 $ 47,602

Al D. Peters work paper, Revenue.

B/ Per CGC Exhibit RDH-1, Schedule 1., Line 2
C/ T. Buckner work paper R-AFUDC.

D/ Schedule 4, Line 13.

E/ Per CGC Exhibit RDH-1, Schedule 1, Line 8.
F/ T. Buckner work paper E-DEP.

G/ Schedule 5, Line 7.

H/ Schedule 6, Lines 12 and 20.




TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 4
Chattanooga Gas Company
Operation & Maintenance Expenses
For the Twelve Months Ended April 30, 2011
Line Consumer
No. Advocate A CGC B/  Difference
1 Payroll Expense $ 2,198,645 $ 2,147 475 $ 51,170
2 Employee Benefits 1,201,530 1,270,641 (69,111)
3 Benefits Capitalized (92,776) (101,369) 8,593
4 Fleet Services and Facilities Expense 833,649 861,624 (27,975)
5 QOutside Services 1,442,709 1,468,230 (25,521)
6 Bad Debt Expenses 189,197 297,462 (108,265)
7 Sales Promotion Expense 13,818 23,006 (9,188)
8 Customer Service and Account Expense 5,930 5,280 650
9 Administrative and General Expenses 896,957 993,498 (96,541)
10 Admin & Gen. Salaries & Exp. Capitalized (38,668) (34,456) (4,212)
11 Other Distribution and Storage Expense 625,098 574,178 50,920
12 AGL Service Company Allocations 4,635,602 4,516,810 118,792
13 Total O&M Expense 3 11,911,691 $ 12,022,380 $ (110,688)

Al J. Hughes work paper, E-O&M SUM.
B/ CGC Direct Testimony, Exhbiti RDH-2, Schedule 2.




TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 5
Chattanooga Gas Company
Taxes Other Than Income Taxes
For the Twelve Months Ended Aprit 30, 2011
Line Consumer
No. Advocate CGC B/ Difference
1 Property Taxes 5 1,603,581 $ 1,727,603 $ (124,022)
2 State Gross Receipts Tax 699,928 698,074 1,854
3 Net Payroll Taxes 173,560 190,448 (16,888)
4 State Franchise Tax 675,947 666,172 9,775
5 Allocated Taxes Other Than Income 142,688 142 688 -
6 TRA Inspection Fee 285,537 285,537 -

7 Total Taxes Other Than Income Taxes $ 3581242 A&7 § 3,710,522 $ {129,280)

A/ J. Hughes work paper, T-OTAX-1.
B/ CGC Direct Testimony, Exhibit RDH-2, Schedule 2.
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TRA Docket No. 09-00183
Consumer Advocate Exhibits
Schedule 6

Chattanooga Gas Company

Excise and Income Taxes

For the Twelve Months Ended April 30, 2011

Consumer
Advocate CGC
Operating Margin $ 29,924,978 A/ 29,970,963
Other Operation and Maintenance 11,911,691 E/ 12,022,380
Depreciation and Amortization Expense 5,201,431 A 5,119,444
Taxes Other Than Income 3,581,242 At 3,710,522
NOI Before Excise and Income Taxes $ 9,230,614 9,118,617
less Interest on Customer Deposits 132,216 Af 132,216
less Interest Expense 2,570,535 B/ 2,622,705
Pre-tax Book Income $ 6,527,863 6,363,696
Schedule M Adjustments 9,148 ¢/ 9,148
Excise Taxable Income $ 86,537,011 6,372,844
Excise Tax Rate 6.50% 6.50%
Excise Tax 3 424,906 414,235
Pre-tax Book Income $ 6,527,863 6,363,696
Excise Tax 424 906 414,235
Scheduie M Adjustments 9,148 9,148
FIT Taxable Income $ 6,112,105 5,958,609
FIT Rate 35.00% 35.00%
Subtotal FIT $ 2,139,237 2,085,513
Less: ITC Amortization 53,666 Cf 53,666
Federal Income Tax Expense $ 2085571 2,031,847

A/ Schedule 3, Lines 1, 2, and 4.

B/ Rate Base * Weighted Cost of Debt
(Schedule 2, Line 14 * [Schedule 8 Line 1 + Line 2 + Line 3]}
C/ CGC Response FG #25-1-4.




TRA Docket No. 09-00183
Consumer Advocate Exhibits
Schedule 7
Chattancoga Gas Company
Revenue Conversion Factor
For the Twelve Months Ended April 30, 2011

Line

No. Amount Balance
1 Operating Revenues 1.000000
2 Add: Forfeited Discounts _ 0.003951 A7 _ 0.003951
3 Balance 1.003951
4 Uncollectible Ratio 0.006367 B/ __ 0.006392
5 Balance 0.997558
6 State Excise Tax 0.065000 c/ _ 0.064841
7 Balance 0.932717
8 Federal Income Tax 0.350000 ¢/ _ 0.326451
9 Balance 0.606266
10 Revenue Conversion Factor (1/Line 9) 1.649441

A/ Forfeited discounts on gross revenues = forfeited discounts / gross revenues {excluding forfeited discounts)

355,923 / 90,446,406 - 355,923 0.003951
B/ Uncollectible expenses on base revenues 189,197 / 29,714,152 (base revenues) = 0.006367
C! Statutory rate




Chattanooga Gas Corhpany

Cost of Capital

For the Twelve Months Ended April 30, 2011

TRA Docket No. 09-00183
Consumer Advocate Exhibits

Line Weighted
No. Ratio Cost Cost
1 Short Term Debt 10.00% 2.04% 0.204%
2 Long Term Debt 42.00% 6.03% 2.53%
3 Preferred Stock 0.00% 0.00% 0.00%
4 Stockholder's Equity 48.00% 9.50% 4.56%
5 Total 100.00% 7.297%

Source: Direct Testimony, DPr. Chris Klein

Schedule 8
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Chattanooga Gas Company
Index to Schedules
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

Revenue Deficiency (Surplus)

Rate Base

Income Statement at Current Rates
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Taxes Other Than Income Taxes
Excise and Income Taxes

Revenue Conversion Factor
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Chattancoga Gas Company
: Revenue Deficiency (Surplus)
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

Rate Base

Operating Income at Present Rates

Eamed Rate of Return (L2 /1 1)

Fair Rate of Return

Required Operating Income (L 1 x L 4}
Operating Income Deficiency (Surplus) (L5-L 2)
Gross Revenue Conversion Factor

Revenue Deficiency (Surplus)

A/ Schedule 2, Line 14.
B/ Schedule 3, Line 16.
C/ Schedule 8, Line 5.
D/ Schedule 7, Line 10
E/ CGC Exhibits.

TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 1
Consumer

Advocate CGC E/ Difference

$ 93,931,707 A& $ 97,759,990 $ 3,828,283
6,587,921 B/ 6,540,319 (47,602)
7.01% 6.69% -0.32%

7.057% c/ 8.2819% 1.23%

$ 6,628,385 $ 8,096,385 $ 1,468,000
40,464 1,556,066 1,515,602

1.649441 D/ 1.653518 0.004077
$ 66,743 2,572,993 $ 2,506,249

$




TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 2
Chattancoga Gas Company
Rate Base
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect
A
Line Consumer B/
No. Additions: Advocate CGC Difference
1 Utility Plant in Service $ 202,717,046 3 198,761,734 $ 3,955,312
2 Construction Work in Progress (189,090) 4,655,182 (4,844,272)
3 Other - - -
4 Working Capital 13,090,905 14,910,913 (1,820,008)
5 OPEBs 248,501 302,798 (54,297)
6 - - -
7 Total Additions $ 215,867,362 $ 218,630,627 $ {2,763,265)
Deductions:

8 Accumulated Depreciation $ 96,370,052 $ 96,171,548 3 198,504
9 Contributions in Aid of Construction 1,508,644 ' 1,561,644 (53,000)
10 Advances in Aid of Construction 286,394 286,394 -
11 Accumulated Deferred Tax 23,770,564 22,851,051 919,513
12 Other ‘ - - -
13 Total Deductions $ 121,935,654 3 120,870,637 3 1,065,017
14 Rate Base $ 93,931,707 $ 97,759,990 $ (3,828,282}

A/ T. Buckner work paper, RB-SUM.
B/ CGC Direct Testimony, Exhibit RDH-3, Schedules 1-3.
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TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 3
Chattancoga Gas Company
Income Statement at Current Rates
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect
Consumer
Advocate CGCo/ - Difference

Revenues - Sales, forfeifed discounts & other $ 88,348,700 B/ § 88,253,290 $ 95,410
Cost of Gas 58,634,548 B! 58,634,548 -
Gross margin on sales and service $ 29714152 N 3 29,618,742 3 95,410
AFUDC 210,826 ¢/ 352,221 (141,395)
Operating Margin $ 29,924,978 $ 29,970,963 $ {45,985)
Other Operation and Maintenance $ 11,911,691 o/ $ 12,022,380 $ {110,689)
Interest on Customer Deposits 132,216 &/ 132,216 -
Depreciation and Amortization Exp. 5,201,431 Ff 5,119,444 81,987
Taxes Other Than Income 3,581,242 ¢/ 3,710,522 {129,280)
State Excise Tax 424 906 H/ 414,235 H/ 10,671
Federal income Tax 2,085,571 H/ 2,031,847 H/ 53,724
Total Operating Expense $ 23,337,057 3 23,430,644 $ {93,587)
Net Operating Income for Return $ 6,587,921 $ 6,540,319 $ 47,602
Adiusted Net Operating Income $ 8,587,921 $ 6,540,319 $ 47 602

A/ D. Peters work paper, Revenue.
B/ Per CGC Exhibit RDH-1, Schedule 1., Line 2
C/ T. Buckner work paper R-AFUDC.

D/ Schedule 4, Line 13.

E/ Per CGC Exhibit RDH-1, Schedule 1, Line 9.
¥/ T. Buckner worl paper E-DEP.

G/ Schedule 5, Line 7.

Hf Schedule 6, Lines 12 and 20.
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Chattanooga Gas Company
Operation & Maintenance Expenses
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

Payroll Expense

Employee Benefits

Benefits Capitalized

Fleet Setvices and Facilities Expense
Outside Services

Bad Debt Expenses

Sales Promotion Expense

Customer Service and Account Expense
Administrative and General Expenses
Admin & Gen. Salaries & Exp. Capitalized
QOther Distribution and Storage Expense
AGL. Service Company Allocations

Total O&M Expense

A/ J. Hughes work paper, E-O&M SUM.

TRA Docket No. 09-00183
Consumer Advocate Exhibits

B/ CGC Direct Testimony, Exhbiti RDH-2, Schedule 2.

Schedule 4
Consumer
Advocate Al CGC g/ Difference
$ 2,198,645 3 2147 475 $ 51,170
1,201,530 1,270,641 (69,111)
(92,776) (101,369) 8,593
833,649 861,624 (27,975)
1,442,709 1,468,230 (25,521)
189,197 297,462 (108,265)
13,818 23,006 (9,188)
5,930 5,280 650
896,957 993,498 {96,541)
(38,668) (34,456) (4,212)
625,098 574,178 50,920
4,635,602 4,516,810 118,792
3 11,811,691 $ 12,022,380 $ (110,688) |
|



TRA Docket No. 09-00183
Consumer Advocate Exhibits

Schedule 5
Chattancoga Gas Company
Taxes Other Than Income Taxes
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker in Effect
Line _ Consumer
No. Advocate CGC B/ Difference
1 Property Taxes $ 1,603,581 $ 1,727,603 $ (124,022)
2 State Gross Receipts Tax 699,928 698,074 1,854
3 Net Payroll Taxes 173,560 190,448 (16,888)
4  State Franchise Tax ' 675,947 666,172 9,775
5 Allocated Taxes Other Than income 142,688 142,688 -
6 TRA Inspection Fee 285,537 285,537 -

7 Total Taxes Other Than Income Taxes $ 3,581,242 & & 3,710,522 3 (129,280)

A/ J. Hughes work paper, T-OTAX-1.
B/ CGC Direct Testimony, Exhibit RDH-2, Schadule 2.
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Operating Margin

Other Operation and Maintenance
Depreciation and Amortization Expense
Taxes Other Than Income

NOI Before Excise and Income Taxes
less Interest on Customer Deposits
less Interest Expense

Pre-tax Bock income
Schedule M Adjustments

Excise Taxable Income
Excise Tax Rate

Excise Tax

Pre-tax Book Income

Excise Tax

Schedule M Adjustments

FIT Taxable income

FIT Rate

Subtotal FIT
Less: ITC Amortization

Federal Income Tax Expense

Af Schedule 3, Lines 1, 2, and 4.
B/ Rate Base * Weighted Cost of Debt

Chattanooga Gas Company
Excise and Income Taxes
For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

TRA Docket No. 08-00183
Consumer Advocate Exhibits
Schedule 6

Consumer

Advocate CGC
$ 29,924,978 A7 § 29,970,963
11,911,891 E/ 12,022,380
5,201,431 A/ 5,119,444
3,681.242 A/ 3,710,522
9,230,614 $ 9,118,617
132,216 A/ 132,216
2,570,635 Bf 2,622 705
6,527,863 $ 6,363,696
9,148 i/ 9,148
6,537,011 $ 6,372,844
6.50% 6.50%
424 908 $ 414,235
6,527,863 $ 6,363,696
424 906 414,235
9,148 9,148
6,112,105 $ 5,958,609
35.00% 35.00%
2,139,237 $ 2,085,513
53,666 C/ 53,666
2,085,571 3 2,031,847

(Schedule 2, Line 14 * [Schedule 8 Line 1 + Line 2 + Line 3]).

C/ CGC Response FG #25-1-4,




Chattanocoga Gas Company
Revenue Conversion Factor

For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

Line
No.
1 Operating Revenues

2 Add: Forfeited Discounts

3 Balance

4 Uncollectible Ratio

S Balance

6 State Excise Tax

7 Balance

8 Federal Income Tax

9 Balance

10 Revenue Conversion Factor (1 / Line 9)

TRA Docket No. 09-00183
Consumer Advocate Exhibits

Amount Balance
1.000000
0.003951 A _ 0.003951
1.003951
0.006367 B/ 0.006392
0.997558
0.065000 ¢/ _ 0.064841
0.932717
0.350000 c/ _ 0.326451
0.606266
1.649441

Schedule 7

A/ Forfeited discounts on gross revenues = forfeited discounts / gross revenues (excluding forfeited discounts)

355,923 7/
B/ Uncollectible expenses on base revenues 189,197 /
C/ Statutory rate

90,449,406 -

355,923
29,714,152 (base revenues} =

0.003951
0.006367




Chattanooga Gas Company

Cost of Capital

For the Twelve Months Ended April 30, 2011
Decoupling Mechanism Tracker In Effect

TRA Docket No. 09-00183
Consumer Advocate Exhibits

Line Weighted
No. Ratio Cost Cost
1 Short Term Debt 10.00% 2.04% 0.204%
2 Long Term Debt 42.00% 6.03% 2.53%
3 Preferred Stock 0.00% 0.00% 0.00%
4 Stockholder's Equity 48.00% 9.00% 4.32%
5 Total 7.057%

Source: Direct Testimony, Dr. Chris Klein

100.00%

Schedule 8
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CHATTANOOGA GAS COMPANY
TRA DOCKET #09-00183

INDEX OF WORK PAPERS

LINE _WORK PAPER DESCRIPTION WORK PAPER # PAGESH
1 Consumer Advocate Rate Design Schedule Rate Design P1
2 AFUDC R-AFUDC P2
3 Depreciation Expense Summary E-DEP P3
4 Monthly Depreciation Expense E-DEP1 P4
5 Monthly Depreciation Expense E-DEP2 P5
6 Allocated Monthly Depreciation Exp E-DEP3 P6
7 Allocated Monthly Depreciation Exp E-DEP4 P7
8 Rate Base Summary RB-SUM P8
9 Plant in Service Summary RB-PLANT P9
10  Monthly Plant in Service RB-PLANT1 P10-P16
11  Allocated Plant in Service Summary RB-PLANT?2 P17
12 CWIP Summary RB-CWIP P18
13  OPEBs Summary RB-OPEB P19
14  Working Capital Requirement RB-WC REQ. P20
15  Lead/Lag Analysis RB-CWC P21
16  Materials & Supplies Summary RB-M&S P22
17 Stored Gas Inventory Summary RB-GAS P23
18  Other Accounts Receivable Summary RB-OAR P24
19  Deferred Rate Case Exp. Summary RB-RATE CASE P25
20  Uncollectible Reserve Summary RB-UNCOLL RES P26
21  Customer Deposit Summary RB-CUSTDEP P27
22 Acc. Int. on Cust. Deposit Summary RB-INT CUSTDEP P28
23 Accumulated Depreciation Summary RB-ACC DEP P29
24  Allocated Acc. Depr. Summary RB-ACC DEP1 P30
25  Contribution in Aid of Construction RB-CIAC P31
26  Accumulated Deferred Tax Summary RB-DEF TAX P32
27  Customer Advances Summary RB-CUSTADV P33




Oifice of o AHormey Generai- State of Tennaszes

TRA Docket #03-00183

Chattanooga Gas Company

Summary of Masgin at Present Rates

Attrition Period Twelve Months Ended April 30, 2011

Schedule -Rate Deslgn

Present Rales Adjusted Adjusled Tolal Proposed Rates
Manthly Commadily Basa Yolumas Adiusted Morthly Commadity Tolal
. Deseripion Custoarchy  Charge/Caf Count ot Margin Rov [ Customerchy  Charge/Cef | Margin Rav Increasa % Change
(s ] @ (d {0) U] g () f @ U]
1 BESIDENTIAL
s F ] 10.00 BBy - 0%
1 § s 660007 | 15723 1A%
4 0.1309, 92,198 2220 2%
5 0.0404 0,574 90 2%
5 1200 3024924 - o%
7 0.2606 194644 | 48,352 2.44%
M 0.17% 5108144 | 28395 244%
s 01573 2501883 | 8L974 244%
0 40, £00 0.1942 10515 92 0.28%
1 021 00 02230 20854 313 154%
12
" 1 $13.416,903 Te aasroantPesasen | 14%)
1 COMMERGIAL
15 $1175,453 /00 % 04494%  11909081% 5454 06w
16 : 900 0.1503 2a7s420] 2804 1.25%)
1 7500 708,300 - o
18 0.1508 EWMO ) 16M2 244%
1 01497 49761 1185 244
= 0.8 67.23 1501 245
a 0.0883] a9z k] ZA4%:
2 5.00 708,300 - 0%
B 01920 247308 | SI7E1 2%
2 0753 8112 6,862 244%
5 01707 340514 9,071 244%
- 0.0033 86679 2085 2.44%
'l 55342 1786470 | 42562 2.44%
2 7500 13,500 . 0%
= 0.1508 69,576 1,857 244%
% 0.4197 26,354 628 244%)
A 0.5116 57,663 13713 244%
2 0881 14,18 <) 248%
= 75.00 12500 - 0%,
M 01820 ®TR]  LIE 24%
» 01753 51,650 120 2%
] oy 145942 35 2.04%
w 00883 49555 1180 244%
= 5842 181,892 432 244
E:]
e es | 1etenz] 165
2 300 $ g20{s - %]
a $  0pams 359,574 8,565 244%
“ 0.0705) 38,454 7,509 2.44%
5 00400 166,588 3,968 244%
% 00246 153,463 34655 244%
“ 5532 645003 | 15365 244%)
3 0000 4,200 - 0%
" 00825 172,749 [83 2.44%
5 0708 22131 5271 244%
5t 00400 ;02564] 6016 244
52 L0248 145296 1303 204%
52 56342 180,248 4B 2ad%
5 13028 F450¢ 1775 2%
5 200450 3500 - 0%
% 00826 14,69 W4 24N
5 06706 17387 20 24
£ 05400 2374 57 2%
) 05245 - - o%
60 300.00 93,600 - 0%
& 0.0825) 361,190 B,365 2.44%
5 0.0706) 384,194 8,351 244%
0.0400 21 100 244%
& 00246 288947 6,882 2.44%
5 13829 FighE: G474 244%)
%
a [ 7% Total Indvistrial. ., | o2 | onsutiea | $4dTa.53 opsszn]s waare]  2as
6
SPECIAL CONTRACT |/ 11 f § - - - %
m * BPECIAL CONTRACT 1 (COMMOCITY) Dis $ 0.5 75,000 - 0%
n b SPECIALGONTRACT 211 350060 42000 . 0%
] : Baman Ui : 550 560 - %
n SPECIAL CORTRACT 2 (COMMODITY] Dhs 510,820 0.0382] 20026 - %
M
B i “Tati Special Cortii 1 1441 wingzo [ s1avem ) | %
- 745,527 | - 134,761,978 s29,456.084 | s432899 | 1.91%)
3 95,851
9417
352
135,575
21267
14064
155923
52102
5
k]
w | Yatal Othéz Revenuss. 1 T soaspes }
a
s [ TOTAL MARQIN.REVENUES. - { - o] saerisz] [ sansaeso] seonsoe]  1.4mm]

P1
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OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE
CONSUMER ADVOCATE AND PROTECTION DIVISION
ALLOCATED PLANT IN SERVICE SUMMARY

CHATTANOOGA GAS COMPANY TRA DOCKET #09-00193

FOR THE ATTRITION YEAR ENDED APRIL 30, 2011

DECEMBER
JANUARY
FEBRUARY
MARCH

" APRIL
MAY
JUNE
JULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER
JANUARY
FEBRUARY
MARCH
APRIL

13 MONTH AVG

BEGINNING

BALANCE NET ADDITIONS

B/

TN AGL SC ALLOCATION FACTOR

TOTAL

A/ CGC Discovery Response to Consumer Advocate DR #70.
B/ CGC Discovery Response to Consumer Advocate DR #72 and TRA FG #71-1.

1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,437,152
1,419,169
1,419,169
1,419,169
1,419,169

RB-PLANT?2

A/
ENDING

BALANCE

105,461,000
106,898,152
108,335,304
109,772,456
111,209,608
112,646,760
114,083,912
115,521,064
116,958,216
118,395,368
119,832,520
121,269,672
122,706,824
124,125,993
125,545,162
126,964,331
128,383,500

$119,818,687

3.12%

1§ 3,738,343
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OFFICE OF THE ATTORNEY GENERAL. - STATE OF TENNESSEE
CONSUMER ADVOCATE AND PROTECTION DIVISION

CUSTOMER DEPOCSIT SUMMARY

CHATTANOOGA GAS COMPANY TRA DOCKET #09-00183

FOR THE ATTRITION YEAR ENDED APRIL 30, 2011

12 MTD A
CUSTOMER GROWTH NET

DATE DEPOSITS RATE ADDITIONS

12/31/2005 A (1,951,879) —
12/31/2006 A (1,971,756) 1.02% (19,877)
1213172007 A (1,972,748) 0.05% (292)
12/31/2008 A (2,244,808) 13.80% (272,158)
12/31/2009 A (2,447 667) 9.03% (202,761)
4/30/2011 B/ (2,642,501) 5.87% (194,834)

A/ CGC response to Consumer Advocate DR #81.
B/ Aprit 2011 amount grown at an annual rate of 5.97%.

13 MONTH

AVERAGE

(1,795,051}
(1,940,434)
(1,972,996)
(2,167,398)
(2,339,923)

RB-CUSTDEP
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OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE
CONSUMER ADVOCATE AND PROTECTION DIVISION
ACCRUED INTEREST ON CUSTOMER DEPOSIT SUMMARY
CHATTANOOGA GAS COMPANY TRA DOCKET #09-00183
FOR THE ATTRITION YEAR ENDED APRIL 20, 2011

INT ON
CUSTOMER  PERCENT 13 MONTH
DATE DEPOSITS GROWTH  AVERAGE
12/31/2005 A/ (848,333)

12/31/2006 A/ (553,961) -34.70% (724,463)
12/31/2007 A/ (567,072) 2.37% (566,235)
12/31/2008 A (591,288) 4.27% (581,038)
1213112009 A/ (621,677) 5.14% (606,300)
4/30/2011 B/ (671,162) (654,561)

A CGC response to Consumer Advocate DR #82.
B/ April 2011 amount grown at an annuai rate of 5.97%.

RB- INT CUSTDEP
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OFFICE OF THE ATTORNEY GENERAL - STATE OF TENNESSEE
CONSUMER ADVOCATE AND PROTECTION DIVISION
ACCUMULATED DEFERRED TAX SUMMARY
CHATTANOOGA GAS COMPANY TRA DOCKET #09-00183
FOR THE ATTRITION YEAR ENDED APRIL 30, 2011

BALANCE
DECEMBER 2009 22,613,306 A/
JANUARY 2010 22,732,289 A/
FEBRUARY 22,851,272 A
MARCH 22,970,254 A/
APRIL 23,089,237 A/
MAY 23,202,792 A/
JUNE 23,316,346 A/
JULY 23,429,900 A/
AUGUST 23,543,455 A/
SEPTEMBER 23,657,009 A/
OCTOBER 23,770,564 A/
NOVEMBER 23,834,118 A/
DECEMBER 239978672 A
JANUARY 2011 24111,227 A/
FEBRUARY 24224781 A
MARCH 24,338,336 A/
APRIL 24,451.890 A/

TENNESSEE AVG DEF. TAX  $23,770,564

A/ CGC response to Consumer Advocate DR #84.

RB-DEF TAX
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Appendix A

a. Budget Re-Payment Plans. The Company shall establish and implement a process to
offer a budget re-payment plan to its customers to pay for any past due amounts and any
associated charges. Specifically, the Company shall provide their customers with the
opportunity (and promote the budget re-payment plan program) to pay the past due bill,
including returned check fees and other charges, disconnection and reconnection charges
in a payment plan, with no interest, over no less than a three (3) month billing cycle. The
Company shall be ordered to only require that the customer pay the first installment
payment in order to have service restored. The Company would not be required to
provide customers utilizing a payment plan a second payment plan for a full calendar
year from the date the first initial payment plan is implemented. Provided however, if a
customer or household member of the customer is able to demonstrate a unique financial
distress situation or the customer is disabled or a member of the customer’s household is
disabled, the Company shall be required to again consider permitting the customer to
have additional installment plan(s) during the same calendar year. If a customer on a
payment plan fails to pay a monthly instaliment as per the terms of the plan and is more
than fifteen (15) business days late on any payment, then the customer’s service is subject
to disconnection and all past due charges in addition to disconnect/reconnect fees would
be due and payable prior to having service restored. The Company shall be required to
provide all the same disconnection notices required for any disconnection prior to
disconnecting the customer.

b. Clear Notice of Returned Check Fees. The Company shall provide a clear and
conspicuous notice of any returned check fee charge and other charges and fees,
including the amount of the charge, on its monthly billings to customers.

c. Ability to Waive Fees. The Company shall implement and establish a process to permit
waiving all fees associated with late payment including, but not limited to, disconnection,
reconnection, and late fees, in special circumstances such as financial distress or for
disabled customers, family members of customers or customers with a unique situation.

d. Alternate Address Notification. The Company shall establish and implement a process to
permit and notify customers of the opportunity to provide an alternate address for
notification of a potential disconnection. If a customer has provided such an alternate
address, the Company shall be required to provide the required notice of disconnection to
that address in addition to the customer’s primary billing address.






