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NASHVILLE, TENN
c‘_',;,
January 28, 2013
IN RE:

)
)
ATMOS ENERGY CORPORATION ) Docket No. 12-00044
INCENTIVE PLAN ACCOUNT (IPA) AUDIT )

NOTICE OF FILING BY UTILITIES DIVISION OF
THE TENNESSEE REGULATORY AUTHORITY

Pursuant to Tenn. Code Ann. §§ 65-4-104, 65-4-111 and 65-3-108, the Ultilities
Division of the Tennessee Regulatory Authority hereby gives notice of its filing of the
Atmos Energy Corporation Incentive Plan Account (hereafter “IPA”) Audit Report in this
docket and would respectfully state as follows:

1. The present docket was opened by the Authority to hear matters arising out
of the audit of Atmos Energy Corporation’s (hereafter the “Company”) IPA for the period

April 1, 2011 through March 31, 2012.

2. The Company’s Incentive Plan filing was received on May 24, 2012, and
the Audit Staff (“Staff”) completed its audit of the same on January 25, 2013. There were

no material audit findings.

3. The original 180-day deadline for the Staff’s completion of the audit was

extended to January 31, 2013 and further to February 28, 2013 by mutual consent of Atmos



Energy Corporation and the TRA Audit Staff as provided for in the Purchased Gas

Adjustment Rule 1220-4-7-.03(2).
4. A final IPA audit report (hereafter the “Report”) resulted there from. The
Report is attached hereto as Exhibit A and is fully incorporated herein by this reference.

5. The Utilities Division hereby files its Report with the Tennessee

Regulatory Authority for deposit as a public record.

Respectfully Submitted:

N c\\% QM«\‘-.CA'
Michelle Ramsey, Audit%[’anager

Utilities Division of the
Tennessee Regulatory Authority




CERTIFICATE OF SERVICE

I hereby certify that on this 28th day of January 2013, a true and exact copy of the
foregoing has been either hand-delivered or delivered via U.S. Mail, postage pre-paid, to
the following persons:

James M. Allison

Chairman

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243

Ms. Patricia Childers

Vice President of Rates and Regulatory Affairs
Atmos Energy Corporation

810 Crescent Centre Dr., Suite 600

Franklin, TN 37067

Mr. Edwin Wilkens

Senior Rate Analyst
Atmos Energy Corporation
P.O. Box 650205

Dallas, TX 75265-0205

A. Scott Ross, Esq.

Neal & Harwell, PLC
2000 One Nashvile Place
150 Fourth Avenue, North
Nashville, TN 37219-2498

Mr. Ryan McGehee

Office of the Attorney General

Consumer Advocate and Protection Division
P. O. Box 20207

Nashville, TN 37202

Ms. Charlena S. Aumiller
Office of the Attorney General
Consumer Advocate and Protection Division

P. O. Box 20207
Nashville, TN 37202 -
richelly Ra~sen

J

Michelle Ramsey
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L INTRODUCTION AND AUDIT OPINION

The subject of this compliance audit is the Performance Based Ratemaking Mechanism Rider
(hereafter “PBRM”, “Incentive Plan” or “IPA”) of Atmos Energy Corporation (hereafter
“Atmos” or the “Company”). The objective of the audit was to determine whether the balance in
the Incentive Plan Account (IPA) as of March 31, 2012 was calculated in conformance with the
terms of the Incentive Plan and to verify that the factors utilized in the calculations were
supported by appropriate source documentation. The IPA addresses sharing incentives with
respect to the Company’s gas procurement and capacity management activities, which are more
fully described in Section II below. After reviewing the Company’s filing, Staff found no
material errors. Staff therefore concludes that, during the plan years under review, the Company
correctly calculated the benefits accruing to Atmos and the ratepayer under the plan.

IL. BACKGROUND AND DESCRIPTION OF PERFORMANCE INCENTIVE PLAN

On March 31, 1997, United Cities Gas Company' filed a petition with the Authority, requesting
that its experimental Incentive Plan be approved on a permanent basis. After the Consumer
Advocate and Protection Division of the Attorney General’s Office (“Consumer Advocate” or
“CAPD”) intervened, the Authority ordered on May 20, 1997 that a contested case be convened
in Docket No. 97-01364. The case was heard in two phases, Phase One on March 26 and 27,
1998 and Phase Two on March 27 and 31, 1998.

The Authority issued its Phase I Order on January 14, 1999 and its Phase II Order on August 16,
1999. The Phase II Order authorized United Cities to continue operating under a modified
Incentive Plan. The Incentive Plan automatically rolls over for an additional plan year on each
April 1%, beginning April 1, 1999, and continues until the Incentive Plan is either (a) terminated
at the end of a plan year by not less than 90 days notice by United Cities to the Authority or (b)
modified, amended or terminated by the Authority. _

The Incentive Plan consists of two mechanisms: (1) the Gas Procurement Incentive Mechanism,
and (2) the Capacity Management Incentive Mechanism. Under the Gas Procurement
Incentive Mechanism, Atmos retains 50% of the savings on gas purchased below 97.7% of a
pre-determined index. Should the Company purchase gas above 102% of the same pre-
determined index, the Company is penalized for 50% of the excess. The computations of
savings/(losses) are made on a monthly basis. The lower end of the deadband (the range within
which no savings or losses are computed), is to be readjusted at the end of every three-year
period based on the most recent audited results. The Capacity Management Incentive
Mechanism encourages the Company to market off-peak unutilized transportation and storage
capacity. The associated savings are shared by the ratepayers and the Company on a 90/10 basis.
Interest is accrued on the outstanding monthly balance in the Incentive Plan Account using the
same computation that is provided for in the Authority’s Purchased Gas Adjustment Rule 1220-

' On September 4, 2002, the Company filed tariffs to officially change its name from United Cities Gas Company to
Atmos Energy Corporation. Tariff Filing No. 2002-0967.



4-7-.03(vii).> Total annual savings accruing to Atmos is capped at $1.25 million. The specific
details of the Incentive Plan are included in United Cities Performance Based Ratemaking
Mechanism Rider, which was issued on March 16, 1999 and was effective on April 1, 1999. A
copy of this tariff is attached to the report as Attachment 1.

During its audit of the April 1, 2000 to March 31, 2001 plan year, Staff identified six (6) findings

amounting to a net over-recovery of $580,742, four (4) of which were contested by the
Company.” The Consumer Advocate filed its petition to intervene on April 15, 2002. The
litigation of this docket was protracted, culminating with the filing of the Initial Order of
Hearing Officer on the Merits on March 14, 2006. Atmos filed a motion for TRA Review of the
Hearing Officer’s Order on May 3, 2006. On May 13, 2008, the TRA issued its Order Affirming,

in Part, and Vacating, in Part the Hearing Officer’s Initial Order. Atmos was ordered to file all

outstanding PBR reports.*

Atmos delayed its filing of ten (10) outstanding annual reports until 2011. On August 23, 2011,
Atmos filed a Petition’ with the Authority requesting approval of its Incentive Plan reports for
the period April 1, 2001 through March 31, 2011. On September 8, 2011, Staff requested that a
docket be opened for the purpose of issuing an audit report for the first three (3) years (April 1,
2001 through March 31, 2004). ¢ The audit report was approved by the Directors at a regularly
scheduled Authority Conference on November 7, 2011.

On November 10, 2011, Staff issued an audit report for the second three (3) years (April 1, 2004
through March 31, 2007). This audit report contained two findings amounting to a net over-
recovery of $117,186.81 for sharing under the Capacity Management Incentive Mechanism.
Audit Staff's basic argument was that asset management up-front payments do not constitute
capacity release payments subject to the sharing provisions in the Performance-Based
ratemaking tariff, while Atmos argued that these up-front payments do constitute capacity
release payments subject to the sharing provisions. The Staff’s audit report was brought before
the Panel of Directors at a regularly scheduled Authority Conference on June 7, 2012. The panel
of Directors voted to reject Staff’s audit findings.”

On June 13, 2012, Staff requested that a docket be opened for the purpose of issuing an audit
report for April 1, 2007 through March 31, 2011. The audit report was approved by the

2 In RE: Application of United Cities Gas Company to Establish an Experimental Performance — Based
Ratemaking Mechanism, TRA Docket Nos. 95-01134 and 97-01364, Final Order on Phase Two, p.28, paragraph 12
(August 19, 1999).

> In Re: Audit of United Cities Gas Company’s Incentive Plan Account (IPA) for the Period of April I, 2000
through March 31, 2001, Docket No. 01-00704, Staff Audit Report (April 10, 2002).

* Initial Order of Hearing Officer on the Merits, page 37 (March 14, 2006). Although the Initial Order was
reversed in part as to the proposed TIF tariff amendment, the voting panel did not reverse those rendering clauses of
the Initial Order that related to the existing PBR tariff.

3 In Re: Petition for Approval of Incentive Plan Account Reports for the Period April 1, 2001 through March 31,
2011, Docket No. 11-00137 (August 23, 2011).

¢ Docket No. 11-00158

7 Docket No. 11-00195



Directors and Atmos was ordered to file the tariffs to recover the balance of $597,533.37 in the
IPA Account within thirty (30) days of the approval of Staff’s audit report.8

III. JURISDICTION OF THE TENNESSEE REGULATORY AUTHORITY

Tennessee Code Annotated (hereafter “T.C.A.”) gave jurisdiction and control over public
utilities to the Tennessee Regulatory Authority. T.C.A. § 65-4-104 states:

The Authority has general supervisory and regulatory power,
jurisdiction, and control over all public utilities, and also over their
property, property rights, facilities, and franchises, so far as may be

* necessary for the purpose of carrying out the provisions of this
chapter.

Further, T.C.A. § 65-4-105 grants the same power to the Authority with reference to all public
utilities within its jurisdiction as chapters 3 and 5 of Title 65 of the T.C.A. has conferred on the
Department of Transportation’s oversight of the railroads or the Department of Safety’s
oversight of transportation companies. By virtue of T.C.A. § 65-3- 108 said power includes the
right to audit:

The department is given full power to examine the books and
papers of the said companies, and to examine, under oath, the
officers, agents, and employees of said companies...to procure the
necessary information to intelligently and justly discharge their
duties and carry out the provisions of this chapter and chapter 5 of
this title.

The Authority’s Utilities Division is responsible for auditing those companies under the
Authority’s jurisdiction to insure that each company is abiding by the rules and regulations of the
TRA. This audit was performed by Michelle Ramsey and Tiffany Underwood of the Utilities

Division.

IV. AUDIT SCOPE

The IPA audit is a compliance audit of the Company’s Incentive Plan Account’ The audit goal
is to verify that the Company’s calculations of incentive gains and losses are materially correct,'”
and that the Company is in compliance with all terms of its tariff and following all Authority
orders and directives with respect to its calculation of the IPA Account balance.

® Docket No. 12-00053

® See Attachment 1, TRA No. 1, 3rd Revised Sheet No. 45. 1.

' The audit goal is not to guarantee that the Company’s results are 100% correct. Where it is appropriate, Staff
utilizes sampling techniques to determine whether the Company’s calculations are materially correct. Material
discrepancies would dictate a broadening of the scope of Staff’s review.



To accomplish the audit goal, Staff reviewed the Company’s tariff, gas supply invoices, pipeline
tariffs, supplemental schedules and other source documentation provided by Atmos, and industry
publications to verify the indexes used to calculate the benchmarks, as well as prior Staff audits
and Authority Orders. Where needed, Staff contacted the Company to obtain additional
information to clarify the filing.

V. ACTUAL PLAN YEAR RESULTS

According to the Company’s reports, the Incentive Plan generated $4,741,510 in total incentive
savings. Of this amount, $3,491,510 benefited the ratepayer and $1,250,000 was retained by
Atmos. Adding the under-recovered balance from the previous audit period and accrued interest
on the monthly balances, and adding the amounts refunded to customers during the audit period,
resulted in an under-recovered balance in the IPA Account at March 31, 2012 of
$2,005,259.10.

The following chart summarizes the results of the current period of the Incentive Plan, as
presented in the Company’s report:

Year Ended
3/31/12
Total Actual Purchases'’ $46,909,938
Total Annual Benchmark' $51,503,033
Percentage Actual Purchases to Benchmark 91.1%
Total Incentive Savings (Losses) from:
Gas Procurement $ 3,254,110
Capacity Management $_ 1.487.400
Total Incentive Savings $ 4741510
Incentive Savings(Losses) retained by Ratepayers:
Gas Procurement $ 2,152,850
Capacity Management $ 1.338,660
Total Incentive Savings to Ratepayers $ 3491510
Incentive Savings (Losses) retained by Company:
Gas Procurement $ 1,101,260
Capacity Management $ 148,740
* Total Incentive Savings to Company 1,250,000

* Total annual savings accruing to Atmos is capped at $1.25 million.

""" Includes NORA purchases.
2 Ibid.



VI. IPA AUDIT FINDINGS

Staff reviewed the purchasing activities and capacity management activities of Atmos to
determine whether the Company correctly calculated the amount of gains and losses under its
Incentive Plan and whether it complied fully with the terms of its tariff. The period April 1,
2011 to March 31, 2012 is the subject of this audit. Staff agrees with the IPA Account balances
as calculated by the Company. Therefore, there are no findings. A summary of the account as
filed by the Company is shown below.

SUMMARY OF THE IPA ACCOUNT:

Atmos Filing
Under-recovered IPA Account Balance at 3/31/11 $597,533.37
Plus Gas Procurement Savings Accruing to Atmos 1,101,260.00
Plus Capacity Mgt. Savings Accruing to Atmos 148,740.00
Plus Amount Over-Refunded to Customers 109,188.88
(4/1/11-3/31/12) — Docket No. 11-00158
Equals IPA Balance Before Interest $1,956,722.25
Plus Interest Calculated on Monthly Balances 48,536.85
Equals IPA Account Balance at 3/31/12 $2,005,259.10

VII. AUDIT CONCLUSIONS AND RECOMMENDATIONS

As aresult of this audit, Staff determined that Atmos has correctly calculated its share of savings
under its Performance Based Ratemaking Mechanism Rider '? for the plan year ended March 31,
2012. The balance in the [PA Account as of March 31, 2012 is $2,005,259.10. This balance will
serve as the beginning balance for the next audit period April 1, 2012 through March 31, 2013.
Staff requests the Authority’s approval of the Company’s IPA Account balance.

The Incentive Plan states that at the end of every three-year period, the lower end of the
deadband will be adjusted to 1% below the most recent audited results."* The lower limit of the
deadband for plan years ending March 2009, March 2010 and March 2011 was determined based
on the results of audited plan year ending March 2007 in Docket No. 11-00195". Therefore, the
results of the audited plan year ending March 2010, less 1% or 97.4%, establishes the lower end
of the deadband for plan years ending March 2012, March 2013 and March 2014.

13 See Attachment 1, TRA No. 1, 3rd Revised Sheet No. 45. 1.
" See Attachment 1, TRA No. 1, 1st Revised Sheet No. 45. 2.
* In Re: Audit of Atmos Energy Corporation’s Incentive Plan Account (IPA) for the Period of April i, 2004

through March 31, 2007, Docket No. 11-00195, Staff Audit Report (November 10, 2011).



Staff recommends that the Authority direct the Company to file tariffs to recover the
balance of $2,005,259.10 in the IPA Account with an effective date of March 1, 2013.
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T.R.A. No.1
3rd Revised Sheet No. 45.1

ATMOS ENERGY CORPORATION
' Cancelling 2nd Revised Sheet No.45.1

PERFORMANCE BASED RATEMAKING MECHANISM RIDER

Applicability

The Performance-Based Ratemaking Mechanism (the PBRM) replaces the reasonableness or prudence review of the
Company's gas purchasing activities overseen by the Tennessee Regulatory Authority (the Authority) in accordance
with Rule 1220-4-7-.05, Audit of Prudence of Gas Purchases. This PBRM is designed to encourage the utility to
maximize its gas purchasing activities at minimum costs consistent with efficient operations and Service reliability,
and will provide for a shared savings or costs between the utility’s customers and share holders. Each plan year will
begin April 1. The annual provisions and filings herein will apply to this annual period. The PBRM will continue until
it is either (a) terminated at the end a plan year by not less than 90 days notice by the Company to the Authority or (b)

modified, amended or terminated by the Authority.

Overview of Structure

The Performance-Based Ratemaking Mechanism consists of two parts:

Gas Procurement Incentive Mechanism
Capacity Management Incentive Mechanism

The Gas Procurement Incentive Mechanism establishes a predefined benchmark index 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 will be shared between the Company's customers and the Company on a

50% / 50% basis.

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. It glso addresses the
sharing of asset management fees paid by asset managers, and other forms of compensation received by the Company

for the release and/or utilization of the Company’s transportation and storage assets by third-parties.
The net incentive benefits will be shared between the Company’s customers and the Company on a 90% /10% basis.

The Company is subject to a cap on overall incentive savings or costs on both mechanisms of $ 1.25 million annually.

Gas Procurement Incentive Mechanism

Commodity Costs:

On a monthly basis, the Company will compare its commodity cost of gas to the appropriate benchmark amount. The
benchmark amount will be computed by multiplying actual purchase quantities for the month, including quantities
purchased for injection into storage, by the appropriate price index. For monthly spot

-

Issued by: Patricia J. Childers, VP Rates and Regulatory Affairs

Date Issued: August 8, 2011 Effective Date: April 1, 2011




T.R.A. No.1
1st Revised Sheet No. 45.2

ATMOS ENERGY CORPORATION Cancelling Original Sheet No. 45.2

—

purchases, the price index will be a simple average of the appropriate Inside FERC Gas Market Report, Natural Gas
Intelligence, and NYMEX indexes for that particular month. For swing purchases, the published Gas Daily rate for
the first business day of gas flow will be used as the index. For long-term purchases, i.e., a term more than one
month, these indexes will be adjusted for the Company’s rolling three-year average premium paid to ensure long-term
supply availability during peak periods. For city gate purchases, these indexes will be adjusted for the avoided
transportation costs that would have been paid if the upstream capacity were purchased versus the demand charges
actually paid to the supplier.

Gas purchases under the Company’s existing seven-year Nora supply contract effective November 1, 1993,
will be excluded from the incentive mechanism. The Company will continue to recover 100% of the Nora
and through its PQA with no savings or loss potential. If, upon the expiration of the current Nora contract if
the Company continues to operate under the PBRM, the contract is renewed or renegotiated, it will be
considered for inclusion in the PBRM at that time.

If the total commodity cost of gas in a month falls within a deadband of 97.7% to 102% of the total of the benchmark
amounts, there will be no incentive savings or costs. If the total commodity cost of gas falls outside of the deadband,
the amount falling outside of the deadband shall be deemed incentive savings or costs under the mechanism. Such
savings or costs will be shared 50/50 between the Company’s customers and the Company. At the end of each three-
year period, the deadband will be readjusted to 1% below the most recent annual audited results of the incentive plan.

Financial Instruments or Other Private Contracts

To the extent the Company 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 commaodity cost

component of the Gas Procurement Incentive Mechanism.

Capacity Management Incentive Mechanism

To the extent the Company is able to release daily transportation or daily storage capacity, the associated savings will
be shared by the Company’s customers and the Company on a 90/10 basis. The sharing percentages shall be
determined based on the actual demand costs incurred by the Company (exclusive of credits for capacity release) for
transportation and storage capacity during the plan year, as such costs may be adjusted due to refunds or surcharges
from pipeline and storage suppliers. Any incentive savings or cost. resulting from adjustments to the sharing
percentages caused by refunds or surcharges shall be recorded in the current Incentive Plan Account (IPA).

Issued by: Patricia J. Childers, VP Rates and Regulatory Affairs Effective Date: October 4, 2002
Date Issued:  September 4, 2002
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T.R.A. No.1
2nd Revised Sheet No. 45.3

ATMOS ENERGY CORPORATION Cancelling 1* Revised Sheet No. 45.3

Affiliate Transactions

U EEre Ral v
The following guidelines present;?hé rr;fnignﬁngohhi&bns deemed necessary to ensure that affiliate transactions
between the Company and its affiliate(s) do not result in a competitive advantage over others providing similar
services. These guidelines will remain in effect as long as the Company is operating under a performance based
ratemaking plan. We note that these guidelines may fail to anticipate certain specific methods by which such
advantages may be conferred by the Company on its marketing affiliates. All parties should be aware that to the extent
such instances arise in the future, they will be judged according to this stated intent.

Definitions:
Terms used in these guidelines have the following meanings:

I.  Affiliate, when used in reference to any person in this standard, means another person who controls, is
controlled by, or is under common control with, the first person. -

2. Control (including the terms "controlling”, "controlled by", and "under common control with"), as used in
this standard, includes, but is not limited to, the possession, directly or indirectly and whether acting a
lone or in conjunction with others, of the authority to direct or cause the direction of the management or
policies of a company. Under all circumstances, beneficial ownership of more than ten percent (10%) of
voting securities or partnership interest of an entity shall be deemed to confer control for purposes of
these guidelines of conduct.

3. Marketing, as used in this standard, means selling or brokering natural gas to any person or entity,
including the Company, by a seller that is not a local distribution company.

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

1. In each instance in which Atmos Energy Corporation (Company) intends to engage the services of an
asset manager to provide system gas supply requirements and/or manage its assets regulated by the
Tennessee Regulatory Authority (TRA), the Company shall develop a written request for proposal (RFP)
defining the Company’s assets to be managed and detailing the Company’s minimum service
requirements. The RFP shall also describe the content requirements of the bid proposals and shall include
procedures for submission and evaluation of the bid proposals.

2. The RFP shall be advertised for a minimum period of thirty (30) days through a systematic notification
process that includes, at a minimum, contacting potential asset managers, including past bidders and other
approved asset managers, and publication in trade journals as reasonably available. This thirty (30) day
minimum period may be shortened with the written consent of the TRA Staff to a period of not less than

tifteen (15) days.

3. The procedures for submission of bid proposals shall require all initial and follow-up bid proposals to be
submitted in writing on or before a designated proposal deadline. The Company shall not accept initial or
follow-up bid proposals that are not written, or that are submitted after the designated proposal deadline.
Following receipt of initial bid proposals, and on a non-discriminatory basts, the Company may solicit

follow-up bid proposals in an effort to obtain the most overall value for the transaction.

Issued by:  Patricia J. Childers, VP Rates and Regulatory Affairs Effective Date: May S, 2007
Date Issued: April 5,2007
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ATMOS ENERGY CORPORATION Cancelling 1* Revised Sheet No. 45.4

4.

HLGUT00 o :
All initial and follow-up bid proposals shall be evaluated as they are received. The criteria for choosing
the winning bid proposal shall include, at a minimum, the following: (a) the total value of the bid
proposal; (b) the bidder’s ability to perform the RFP requirements; (c) the bidder’s asset management
qualifications and experience; and (d) the bidder’s financial stability and strength. The winning bid
proposal shall be the one with the best combination of attributes based on the evaluation criteria. If,
however, the winning bid proposal is lower in amount than any other initial or follow-up bid proposal(s),
the Company shall explain in writing to the TRA why it rejected each higher bid proposal in favor of the
lower winning bid proposal. The Company shall maintain records demonstrating its comphiance with the
evaluation and selection procedures set forth in paragraph 4 above.

An incumbent asset manager shall not be granted an automatic right to match a winning bid proposal. If
the incumbent asset manager desires to continue its asset management relationship with the Company
after expiration of its asset management agreement, it shall submit a written bid proposal in accordance
with the Company’s RFP procedures. The bid proposal shall be evaluated pursuant to the procedures set

forth in paragraph 4 above.

The Company May develop additional procedures for asset management selection as it deems necessary
and appropriate so long as such procedures are consistent with the agreed-upon procedures described

herein.

The Company shall retain all RFP documents and records for at least four (4) years and such documents
and records shall be subject to the review and examination of the TRA staff. The Asset Manager shall
maintain documents and records of all transactions that utilize the Company’s gas supply assets. All
documents and records of such transactions shall be retained for two years after termination of the
agreement and shall be subject to review and examination by the Company and the TRA Staff.

Standards of Conduct:

The Company must conduct its business to conform to the following standards:

I. Ifthere is discretion in the application of tariff provisions, then the Company must apply such provisions
relating to any service being offered in a consistent manner to all similarly situated entities.

2. The Company must strictly enforce a tariff provision for which there is no discretion in the application of
the provision.

3. The Company must process all similar requests for services in the same manner and within the same
period of time.

4. The Company may not give its marketing affiliate preference over nonaffiliated companies in natural gas
supply procurement activities.

5. The Company may not give its marketing affiliate preference over nonaffiliated companies in its upstream
capacity release activities.

Issued by: Patricia J. Childers, VP Rates and Regulatory Affairs Effective Date: May 5, 2007

Date Issued: April §,2007
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6.

10.

11.

12.

13.

14.

15.

16.

The Company mayhot discibse #ifd arketing affiliate any information that the local distribution
company receives from a non-affiliated marketer, unless the prior written consent of the parties to which

the information relates has been voluntarily given.

To the extent the Company provides information related to its natural gas supply activities and upstream
capacity release activities, it must do so contemporaneously to all nonaffiliated marketers, that have
submitted a written request for such information to the Company.

To the extent the Company provides information related to natural gas services being offered to a
marketing affiliate, it must do so contemporaneously to all non-affiliated marketers, that have submitted a

written request for such information to the Company.

In transactions that involve either the purchase or receipt of information, assets, goods or services by the
Company from an affiliated entity, the Company shall document both the fair market price of such
information, assets, goods, and services and the fully distributed cost to the Company to produce the

information, assets, goods or services for itself.

When the Company purchases information, assets, goods or services from an affiliated entity,.the
Company shall either obtain competitive bids for such information, assets, goods or services or
demonstrate why competitive bids were neither necessary nor appropriate.

To the maximum extent practicable, the Company's operating employees and the operating employees of
its marketing affiliate must function independently of each other. For the purposes of these guidelines,
operating employees are those who are in any way involved in identifying and contracting with
customers, locating gas supplies, making any and all arrangements with intervening pipelines and in any

way managing or facilitating those contracted services.
The Company must maintain its books of accounts and records separately from those of its affiliate.

If the Company offers a discount to an affiliated marketer, it must make a comparable offer
contemporaneously available to all similarly situated non-affiliated marketers.

The Company may not condition or tie its agreement to release its dedicated, stored, inventoried
or optioned gas or supply contracts or upstream transportation and storage contracts to an
agreement with a producer, customer, end-user or shipper relating to any service by its marketing
affiliate, any services offered by the Company on behalf of its marketing affiliate, or any services

in which its marketing affiliate is involved.

Prearranged, non-posted, capacity release transactions may not be entered into with any affiliate of the
Company in any two consecutive thirty-day periods.

The Company must maintain a written log of tariff provision waivers which it grants. It must provide the
log to any person requesting it within 24 hours of request. Any waivers must be granted in the same
manner to the same or similar situated persons.

Issued by:
Date Issued:

Patricia J. Childers, VP Rates and Regulatory Affairs Effective Date: May 5, 2007

April 5, 2007
T.R.A. No.1
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17. The Company shall maintain sufficiently defailed records that compliance with these guidelines can be

verified at any time.
Complaints:
Any party may file a complaint relating to violations of these guidelines.

I. Any customer, marketer, or other interested third-party may file a complaint with the Authority relating to
alleged violations of the affiliate standards set forth in these guidelines. At or before the time of filing, the

complainant shall serve a copy of the complaint on the Company.

2. Within ten (10) days of service of the complaint upon the Company, the Company shall file a written
response to the c6niklaint with the Authority.

3. The Authority may hold hearings on any complaint filed or may take such other action (as it may deem
appropriate), including requesting further information from the parties or dismissing the complaint.

4, After notice and opportunity for a hearing, should the Authority find that the Company has violated the
standards contained in these guidelines, the Authority may impose any penalty or remedy provided for by

law.

,-JM Reserve Margin

The Company may maintain a reserve of natural gas in excess of its projected peak day requirement and recover the
cost of the reserve from their customers through the purchased gas adjustment (PGA). The projected peak day
requirement shall be based upon a five-yea recurrence interval or the coldest day expected in a five-year period. All
firm peak day capacity contracted for by the Company, excluding the daily delivery capacity of liquefied natural gas
and propane storage facilities, shall be considered as gas available to meet peak day demand. "Contract demand" shall
be the amount of firm peak day capacity the Company is entitled to on a daily basis, pursuant to contract. The
maximum peak day firm demand of the projected heating season shall form the base period demand to establish the
Company's maximum peak day firm demand. A reserve margin of 7.5% or less in excess of the base period firm
demand adjusted for specific gain or loss of customers and/or throughput on a specific case by case basis will be

presumed reasonable.
All capacity available to meet the peak day demand in excess of an amount needed to meet the base period peak day

demand plus a 7.5% reserve margin must be shown by the Company to be necessary to meet its customers'
requirements before it can be included in the PGA. All capacity available to meet demand less than an amount of base
period demand plus a 7.5% reserve margin is presumed to be reasonable unless a factual showing to the contrary is

made.

Determination of Shared Savings

Each month during the term of the PBRM, the Company will compute any savings or costs in accordance with the
PBRM. If the Company earns any savings, a separate below the line Incentive Plan Account (IPA) will be debited
A with such savings. If the Company incurs any costs, that same IPA will be credited with such costs. During a plan
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year, the Company will be limited to overall savings or costs totaling $/.25 million. Interest shall be computed on
balances in the IPA using the same interest rate and methods as used in the Company's Actual Cost Adjustment (ACA)
account. The offsetting entries to IPA savings or costs will be recorded to income or expense, as appropriate.

Savings or costs accruing to the Company under the PBRM will form the basis for a rate increment or decrement to be
filed and placed into effect separate from any other rate adjustments to recover or refund such amount over a
prospective twelve-month period.

Each year, effective October 1, the rates for all sales customers will be increased or decreased by a separate rate
increment or decrement designed to amortize the collection or refund of the March 31 IPA balance over the
succeeding twelve month period. The rate increment or decrement will be established by dividing the March 31 IPA
balance by the appropriate sales billing determinants for the twelve months ended March 31. During the twelve-month
amortization period, the amount collected or refunded each month will be computed by multiplying the sales billing
determinants for such month by the rate increment or decrement, as applicable. The product will be credited or debited
to the IPA, as appropriate. The balance in the IPA will be tracked as a separate collection mechanism. Each October 1
the unamortized amount of the previous year's [PA balance will be trued-up in the new rate increment or decrement.

Filing with the Authority

The Company will file calculations of shared savings and shared costs quarterly with the Authority not later than 60
days after the end of the quarter and will file an annual report not later than 60 days following the end of each plan
year. Unless the Authority provides written notification to the Company within 180 days of such reports, the Incentive
Plan Account shall be deemed in compliance with the provisions of this Rider. The Company will file calculations

annually to verify the reasonableness of its reserve margin.

Incentive and Rewards Program

The Company will have in place an incentive and rewards program for selected Gas Supply non-executive employees
involved in the implementation of the Company's PBRM in a manner consistent with the benefits achieved for
customers and shareholders through improvements in gas procurement and secondary marketing activities.
Participants in the program will receive incentive compensation as recognition for their contribution to the customers
and shareholders of the Company through lower gas costs and savings related thereto.

During the time this tariff is in effect, the Company will continue to have in place a gas supply Incentive and Rewards
Program, the details of which will be provided to the Authority on an annual basis within 60 days of the beginning of
each plan year. Unless the Company is advised within 60 days, said details will become effective. No filing for prior

approval is required for changes in the performance measures.
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