BEFORE THE TENNESSEE PUBLIC UTILITY COMMISSION

NASHVILLE, TENNESSEE
June 19, 2019

IN RE: )
)
ATMOS ENERGY CORPORATION - 2018 ARM ) DOCKET NO.
RECONCILIATION FILING ) 18-00097
)

ORDER APPROVING JOINT PETITION TO APPROVE STIPULATION AND
SETTLEMENT

This matter came before Chair Robin L. Morrison, Commissioner David F. Jones, and
Commissioner John Hie of the Tennessee Public Utility Commission (“TPUC” or the
“Commission”), the voting panel assigned to this docket, at a regularly scheduled Commission
Conference held on April 15, 2019, for consideration of the Joint Petition to Approve the
Stipulation and Settlement Agreement (“Joint Petition™), filed on April 4, 2019 by Atmos Energy
Corporation (“Atmos” or the “Company”) and the Consumer Advocate Unit in the Financial
Division of the Office of the Tennessee Attorney General and Reporter (“Consumer Advocate™).

Before the filing of the Joint Petition, the Company and the Consumer Advocate submitted
the Stipulation and Settlement Agreement (“Settlement Agreement”) on March 25, 2019 to resolve
both this docket and TPUC Docket No. 18-00034. Neither docket has been consolidated or joined.
For purposes of this docket, sections of the Settlement Agreement are intended to resolve the 2018
Annual Rate Review Mechanism (“ARM?”) tariff filing (“Petition” or “2018 ARM Reconciliation

Filing™) filed by Atmos on September 4, 2019.



BACKGROUND AND PETITION

In Docket No. 14-00146, the Commission approved a Stipulation and Settlement Agreement
between Atmos and the Consumer Advocate implementing an ARM under Tenn. Code Ann. § 65-
5-103(d)(6) for Atmos.' This mechanism allows for annual rate reviews by the Commission in lieu
of a general rate case.” Pursuant to the Order Approving Settlement, the twelve-month period
ending September 30" of each year prior to the annual ARM filing date of February 1% is to be used
as the test year, with rates to be established based on a forward-looking test year for the twelve-

3 Additionally, the Order Approving

month period ending May 31 of each following year.
Settlement required that the Company use the authorized return on equity as established in Docket
No. 14-00146 or any subsequent general rate case.

In addition to the annual rate review filing by no later than February 1% of each year, the
Company must also file ah Annual Reconciliation to the authorized return on equity by
September 1* of each year.” This filing is required to reconcile actual amounts to the Company’s
authorized return on equity for the forward-looking test year that immediately completed, inclusive
of interest at the overall cost of capital compounded for two years.® The resulting rates will be
effective on bills rendered on or after June 1%

On September 4, 2018, Atmos submitted the Petition seeking approval of an annual
reconciliation of the Company’s actual results to the originally filed Forward-Looking Test Year

ending May 31, 2018. In order to include the reconciliation amount in the next Annual ARM filing

due February 1, 2019, the Company requested this docket be resolved by January 14, 2019.

"' See In re: Petition of Atmos Energy Corporation for a General Rate Increase under T.C.A. 65-5-103(a) and Adoption
of an Annual Rate Review Mechanism Under T.C.A. 65-5-103(d)(6), Docket No. 14-00146, Order Approving Settlement
(November 4, 2015) (hereinafter Atmos Rate Case, Docket No. 14-00146, Order Approving Settlement).
* Tenn. Code Ann. § 65-5-103(d)(6).
iAtmos Rate Case, Docket No. 14-00146, Order Approving Settlement, pp. 5-6 (November 4, 2015).
Id
Id. at 5.
°ld
71d. at7.



Included with the Petition was the Pre-Filed Testimony of Gregory K. Waller and an Attestation of
Richard M. Thomas, Vice-President and Controller for Atmos Energy Corporation, certifying the
information contained on relied upon schedules are accurate and complete and reflect actual account
balances found on the books and records of the Company. The Company’s Petition initially
proposed a revenue surplus of $3,219,825. The Consumer Advocate filed a Petition to Intervene on
October 9, 2018 and was granted intervention by Order dated October 25, 2018.

Pursuant to a procedural schedule issued by the Hearing Officer, on January 9, 2019, the
Consumer Advocate filed the direct testimony of David Dittemore and William H. Novak laying out
a number of contested issues.® On February 6, 2019, Atmos filed the Pre-Filed Rebuttal
Testimonies of Gregory K. Waller and Jennifer K. Story in response.9

THE FILING OF THE SETTLEMENT AGREEMENT

On March 25, 2019, the Settlement Agreement was filed by the Consumer Advocate and
Atmos Energy (the “Parties”) in Docket Nos. 18-00034 and 18-00097. The Settlement Agreement
was intended to resolve both dockets. The Parties acknowledge in the Settlement Agreement that
Docket Nos. 18-00034 and 18-00097 have not been formally merged into a single docket.
However, the Parties assert there are issues within both Dockets that overlap or are interrelated.
The Parties concluded a single “global” settlement agreement to address all issues in both Dockets
was appropriate.

THE FILING OF JOINT PETITION TO APPROVE THE SETTLEMENT AGREEMENT

On April 4, 2019, the Parties filed the Joint Petition. The Joint Petition submitted excerpted
provisions from the Settlement Agreement which the Parties submitted would resolve the issues in

the present docket, Docket No. 18-00097. The following summarized issues from the Settlement

® William H. Novak, Pre-Filed Direct Testimony, (January 9, 2019); David Dittemore, Pre-Filed Direct Testimony,
(January 9, 2019).

° Gregory K. Waller, Pre-Filed Rebuttal Testimony, (February 6, 2019); Jennifer K. Story, Pre-Filed Rebuttal
Testimony, (February 6, 2019).
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Agreement are intended to resolve the disputed issues in this docket and ultimately approve a

modified 2018 Atmos ARM reconciliation calculation:

1.

The Parties agree on a pro forma blended tax rate of 29.26%, as calculated by Atmos, since
it reflects a systematic reduction of the federal corporate tax rate from the pre-2018 tax rate
of 35% to the current rate of 21%. This blended rate shall be used in the ARM
Reconciliation Docket to reflect the income tax savings from the 2017 Tax Cuts and Jobs
Act (“TCJA™)."

The Parties agree that the correct methodology for calculating Allowance For Funds Used
During Construction (AFUDC) is the one used by Atmos in its filing and the correct tax
rates to be used are 6.5% for state and 29.26% blended rate for federal, as recommended by
Consumer Advocate witness Novak in his Direct Testimony."'

Two ratios (gross-up factors) are used to convert Commission approved operating margin
deficiency (or surplus) into operating revenues. These factors are Forfeited Discounts and
Uncollectible Expense. The Parties agree that the use of Operating Revenue as the
denominator in those factor calculations, as recommended in Consumer Advocate witness
Novak’s Direct Testimony, is the correct methodology. Thus, for purposes of the ARM
Reconciliation Docket, the forfeited discount ratio is 0.005167 and the uncollectible expense
ratio is 0.001731 as reflected on Table 5 of Mr. Novak’s Pre-Filed Direct Testimony filed in
Docket No. 18-00097. The Parties also agree that this resolution has no precedential impact
on positions taken by either party in a future Atmos docket.'?

The Parties agree that end-of-period balances be used in the calculation of long-term debt

and stockholder’s equity in the computation of capital structure, as recommended in the

' Stipulation and Settlement Agreement, p. 5 (March 25, 2019).
"1d at6.
" 1d. at 6-7.



Rebuttal Testimony of Company witness Gregory K. Waller. The Parties also agree that this
resolution has no precedential impact on positions taken by either party in a future Atmos
docket."

5. The Parties agree that certain debt cost expenses should be annualized in the calculation of
the long term debt rate, as recommended by Mr. Gregory Waller in his Rebuttal Testimony.
The Parties also agree that this resolution has no precedential impact on positions taken by
either party in a future Atmos docket.'

6. The Parties agree with Consumer Advocate Dittemore’s recommendation that certain
adjustments must be made to Atmos’ ADIT balance in order to properly synchronize certain
operation and maintenance costs for ratemaking purposes. The Parties agree with Mr.
Dittemore’s removal from Atmos’ ADIT accounts of certain amounts related to Pension
Expense, Restricted Stock Program, Restricted Stock—MIP, MIP/VPP Accrual. The
Parties, however, take exception with the removal of certain Directors Stock Award amounts
since these amounts are not tied to Company performance. The Parties agree that the

appropriate adjustments reduce Atmos’ ADIT account balance by $134,123, as detailed

below:

To Remove Pension Expense (679,249)
To Remove Restricted Stock Program 93,067
To Remove Restricted Stock — MIP / C 480,664
To Remove MIP/VPP Accrual / C (28.606)
Total Adjustments (134,123)

7. Atmos’ ADIT balance contains a number of individual book/tax timing differences

multiplied by federal and state tax rates. The Parties agree to use the Tennessee specific

BId at7.
Y 1d at 7-8.
5 1d at 8-9.



excise tax rate for both income tax expense and ADIT. Specifically, Tennessee ADIT will
be calculated using Tennessee State Excise Tax Rate for Income Tax Expense and ADIT
Division 93 (TN) calculations. The result is an increase in the 13-month average balance of
ADIT of $6,953,884 and a reduction to Atmos’ rate base of $6,955,572.16

8. The stipulated adjustment discussed in number 7 above also includes a correction to the
Regulatory Liability balance due to recalculation of Excess ADIT using the Tennessee rate.
The $68,802 adjustment as applied to December 2017 — May 2018 results in the thirteen-
month average balance of $31,755."7

9. The parties agree that the total rate base deduction for ADIT is $48,514,590, which is the
13-month average as of May 31, 2018 (the test period for the ARM Reconciliation Docket
No. 18-00097).'*

10. There are six exhibits attached to the Settlement Agreement, each of which is described
below:'

Exhibit A reconciles the agreed upon Settlement Rate Base to the Company’s original

Rate Base found in Gregory Waller’s Direct Testimony (Exhibit GKW-1, Schedule 7,

line 19) and includes the changes to the Cash Working Capital balance resulting from

other Rate Base Adjustments.

Exhibit B reconciles the settlement balance of ADIT to the original balance of ADIT in
the Company’s filing.

Exhibit C reconciles the settlement Cash Working Capital to the original balance of
Cash Working Capital in the Company’s filing.

Exhibit D reconciles the settlement balance of Atmos’ Regulatory Liability to the
original balance of Atmos’ Regulatory Liability in the Company’s filing.

' The difference in the ADIT balance and the corresponding adjustment to rate base is due to impact of the ADIT
adjustment on cash working capital.

"7 Id at 10.

" 1d. at 14.

" 1d. at 10.



Exhibit E reconciles the settlement balance of Accumulated Depreciation and
Amortization to the original balance of Accumulated Depreciation and Amortization in
the Company’s filing.

Exhibit F reconciles the settlement balance of Storage and Gas Investment to the
original balance of Storage and Gas Investment in the Company’s filling.

11. The parties agree that the revenue surplus in the ARM Reconciliation Docket resulting from
the above described adjustments is $4,053,984 (including carrying costs). This amount will
be incorporated into the Atmos ARM filing currently pending before the Commission in
Docket No. 19-00018. Attached to the Settlement Agreement is a package of twelve (12)
Schedules. Schedule 1 details the calculation of the agreed upon surplus and reconciles the
calculation to the original Company filing. The remaining Schedules provide the underlying
calculations supporting Schedule 1.%°
12. The parties agree that the Safety and Operating Performance Metrics proposed by Consumer

Advocate witness David Dittemore in his Direct Testimony may be raised for consideration
in Commission Docket No. 18-00112 which was opened to investigate and consider
modifications to Atmos’ ARM mechanism.”'

The Joint Petition further states that all of the above are “subject to all of the terms and conditions”

of the Settlement Agreement as a whole.??

THE HEARING

The Hearing in this matter was held before the voting panel during the regularly scheduled

Commission Conference on April 15, 2019, as noticed by the Commission on April 5, 2019. On

April 5, 2019, A. Scott Ross, Esq., Attorney for Atmos, filed with the TPUC a Notice demonstrating

the Company’s compliance with the notice requirements of TPUC Rule 1220-04-01-.05. Prior to

2 1d. at 14-15.
2 1d. at 15.
2 Joint Petition, p. 8.



the Hearing, the parties jointly informed the Hearing Officer that there were no outstanding
procedural issues and, further, that they waived cross-examination of each party’s respective expert
witnesses.” Participating in the Hearing were:

Atmos Energy Corporation — A. Scott Ross, Esq., Neal & Harwell, 2000 One
Nashville Place, 150 Fourth Avenue North, Nashville, Tennessee 37219-2498

Consumer Protection and Advocate Division — Wayne M. Irvin, Esq., Office of the
Tennessee Attorney General and Reporter, Post Office Box 20207, Nashville,
Tennessee 37202-0207.

Mr. Novak and Mr. Dittemore were present and available for questions. The Parties appeared jointly
and waived cross-examination. During the Hearing, Mr. Greg Waller, the Company’s Manager of
Rates and Regulatory Affairs, appeared telephonically.”* Mr. Waller summarized the relevant
points of the Settlement Agreement filed by the Parties. Members of the public were given an
opportunity to offer comments, but no one sought recognition to do so.

FINDINGS AND CONCLUSIONS

It is procedurally unusual for one settlement agreement to resolve two separate dockets
which were not previously joined or consolidated, even more so when the settlement agreement is
hedged with an “all or nothing” non-severability clause. In essence, the Seftlement Agreement is
heard in parts in two separate dockets and by separate hearing panels. Within the mechanics of the
ARM and overlap of consequences of federal tax rate changes in Docket No. 18-00034, there are
issues present which intersect and have a ripple effect between the two dockets the Parties have
sought to resolve. Be that as it may, parties that submit global settlements to resolve dockets which
have not been joined or consolidated run the risk of whole settlements falling apart if one or both
Commission hearing panels concludes one or more settlement provisions are not acceptable, just

and reasonable, or otherwise in the public interest.

* Pre-Hearing Order (April 11, 2019).
* Order Granting Electronic Participation in Hearing (April 15, 2019).
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The Commission Hearing panel here considered the agreements between the Parties in the
Settlement Agreement as they applied to the ARM Reconciliation in Docket No. 18-00097. Upon
review of the evidentiary record in this matter, and both the Settlement Agreement and Joint Petition
filed by the Parties, the panel found the methodologies, adjustments and procedures relating to the
issues contained within Docket No. 18-00097 to be reasonable and acceptable for settlement
purposes. As a result of the agreements reached in the Settlement Agreement, the reconciliation
revenue surplus is $4,053,984 (including carrying costs). This amount is to be incorporated into
Atmos’ Annual Review Mechanism filing in Docket No. 19-00018, which is currently pending
before the Commission. Therefore, the panel voted unanimously to approve the Stipulation and
Settlement Agreement as it applies to Commission Docket No. 18-00097.

IT IS THEREFORE ORDERED THAT:

1. The Joint Petition to Approve the Stipulation and Settlement Agreement and the
provisions of the Stipulation and Settlement Agreement, as they apply to this docket, submitted by
Atmos Energy Corporation and the Consumer Advocate Unit of the Financial Division of the
Tennessee Attorney General and Reporter, are approved. A copy of the Joint Petition to Approve
Stipulation and Settlement Agreement is attached herein as Exhibit A, as well as a copy of the
Stipulation and Settlement Agreement is attached herein as Exhibit B.

2. The 2018 Annual Rate Review Mechanism Reconciliation filing and rates as
modified by the Joint Petition to Approve the Stipulation and Settlement Agreement and the
Stipulation and Settlement Agreement, are approved.

3. The reconciliation surplus of $4,053,984 shall be incorporated into the Annual Rate
Review Mechanism filing in TPUC Docket No. 19-00018.

4. Any person who is aggrieved by the Commission’s decision in this matter may file a
Petition for Reconsideration with the Commission within fifteen days from the date of this Order.

9



5. Any person who is aggrieved by the Commission’s decision in this matter has the
right to judicial review by filing a Petition for Review in the Tennessee Court of Appeals, Middle

Section, within sixty days from the date of this Order.

Chair Robin L. Morrison, Commissioner David F. Jones and Commissioner John Hie concur.

ATTEST:

Earl R. Taylor, Executive Director

10
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BEFORE THE TENNESSEE PUBLIC UTILITY C(M ION /VED

AT NASHVILLE, TENNESSEE ], ~4
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-0 75
IN RE: Chgp, 0
ATMOS ENERGY CORPORATION )
ANNUAL RECONCILIATION ") DOCKET NO. 18-00097
OF ANNUAL REVIEW MECHANISM )

JOINT PETITION TO APPROVE STIPULATION AND SETTLEMENT AGREEMENT

The Parties jointly request approval of the Stipulation and Settlement Agreement
(Settlement Agreement) filed in the above-referenced Docket and in Docket No. 18-00034 on
March 25. 2019. The Scttlement Agreement is incorporated in its entircty by reference herein.
While the Parties request approval as written of all provisions of the entire Scttlement Agreement
in both dockets. tor ease of reference. and at the request of the Hearing Officer, the Parties submit
the following excerpted provisions from the Settlement Agreement. Subject to all of the terms and
conditions of the Scttlement Agreement. including provisions not reproduced below, the
Settlement Agreement includes the following resolution of issues in this Docket 18-00097 (as
excerpted from the Settiement Agreement):

Reduction in Federal Income Tax Rate
16.'  The issue in this subscetion concerning the reduction in federal
income tax rates under the TCJA was raised in both TPUC Docket Nos. 18-00034

and 18-00097.

' For ease of reference. paragraph numbering from the Settlement Agreement has been maintained.  Footnote
numbering from the Settlement Agreement has not been maintained. Footnote number 1 was not in the original text.
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17. The Parties agrec that the recommendation set out in Eondumer

e

O™

Advocate witness Novak's Direct Testimony in the ARM Reconciliatio‘r‘xv D8cket
for a pro forma blended federal tax rate that reflects a systematic adjustment from
the pre-2018 tax rate to the current rate is the correct tax rate for purposes of the
ARM Reconciliation Docket.> Mr. Novak's recommendation was to agree with
and accept the Company's proposed tax rate calculation.’ Specifically. the Parties
agree, and recommend that the Commission approve, a blended rate of 29.26%.
Further. such blended rate shall be used in the ARM Reconciliation Docket to take
into account the income tax savings from the TCJA's reduction of the federal
corporate tax rate from 35% to 21%.

18. For TPUC Docket No. 18-00034. the Parties agree that going
forward Atmos Energyv’s annual review mechanism (ARM) as established in TPUC
Docket No. 14-00146 provides the mechanism to address the Income Tax Savings
from the TCJA's reduction of the federal corporate tax rate from 35% to 21%.

Corrcction of Tax Rates for Calculating Allowance for Funds Used During
Construction (AFUDC)

19.  The issue in this subscction concerning the correction of tax rates
tor calculating AFUDC was raised in TPUC Docket No. 18-00097.

20. The Partics agree that the recommendation set out in Consumer
Advocate witness Novak's Direct Testimony in the ARM Reconciliation Docket
that the methodology used by Atmos Encrgy for calculating AFUDC be used along

with the tax rates ot 6.5% for state and 29.26% for federal should be adopted by the

tld

* Novak Direct Testimony. TPUC Docket No. 18-00097. pg. 4. Jines 19-21.
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Commission.*
Calculation of Gross-Up Factors

21, The 1ssue in this subsection concerning the calculation of gross-up
factors was raised in TPUC Docket No. 18-00097.

22. As reflected in the Consumer Advocate witness Novak's Direct
Testimony. Table 5.7 two ratios - or gross-up factors — are used to convert any
operating margin deficiency or surplus approved by the Commission into operating
revenues.®  Thosc two factors are the Forfeited Discount factor and the
Uncollectible Expense factor. The Parties agree that the recommendation of
Consumer Advocate witness Novak to use Operating Revenue in those
calculations. as reflected on Table 5 of Mr. Novak's testimony. is the correct
methodology for the calculation of those respective factors. Thus. the Parties agree
for purposes of the ARM Reconcihiation Docket, that a forfeited discount ratio of
0.005167 and an uncollectible expense ratio of 0.001731.7

23, The Parties agree., however, that the Company has not waived its
right to challenge such methodology in future dockets. The resolution of this issue
has no precedential impact on positions that any Party may take regarding this issue
In an existing or future Atmos Energy docket.

Long-Term Debt and Stockholder’s Equity to Compute Capital Structure

24.  The issue in this subsection concerning the calculation of capital

structure was raised in TPUC Docket No. 18-00097.

* Novak Direct Testimony at pg. 18. line 9. Table 6.
* Novak Direct Testimony at pg. 15, Table 5.

* Novak Direct Testimony at pg. 10, lines 8-14.

" Novak Direct Testimony at pg. 13, line 11, Table 5.
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25.  The Parties agree, for the purpose of resolving this issuc in the ARM
Reconciliation Docket. with the recommendation set out in the rebuttal testimony
of Company witness Mr. Greg Waller that end-ot-period balances be used tor long
term debt and sharcholders™ equity in the computation of capital structure.

26. The Parties agree. however. that the Consumer Advocate has not
waived its right to challenge such methodology in future dockets. The resolution
of this issue has no precedential impact on positions that any Party may take
regarding this issue in an existing or future Atmos Energy docket.

Annualizing Versus Actual Expenses for Long Term Debt

27. The issue in this subsection concerning the calculation of the long
term debt rate was raised in TPUC Docket No. 18-00097.

28. The Parties agree. for the purpose of resolving this issue in the ARM
Reconciliation Docket, with the recommendation set out in the rebuttal testimony
ot Company witness Mr. Greg Waller that certain debt cost expenses should be
annualized in the calculation of the long term debt rate.

29. The Parties agree. however. that the Consumer Advocate has not
waived its right to challenge such methodology in future dockets. The resolution
of this issue has no precedential impact on positions that any Party may take
regarding this issue in an existing or future Atmos Energy docket.

Synchronization of Accumulated Deferred Income Tax (ADIT)
30.  Theissue in this subscction concerning the synchronization of ADIT

was raised in both TPUC Docket Nos. 18-00034 and 18-00097.



31.  The Parties agree that in order to properly synchronize certain
operating and maintenance (O&M) costs for ratcmaking certain adjustments must
bec made to Atmos Energy’s ADIT balance.
rccommendation of Consumer Advocate .wilness Dittemore to remove certain
amounts (Pension Expensc. Restricted Stock Program, Restricted Stock - MIP,
MIP/VPP Accrual) from the Atmos Energy’s ADIT accounts (with the cxception
of certain Dircctors Stock Award amounts) for ratemaking purposes is the correct

methodology. Thus. the Parties agree to the adjustments described in the table

below.?

Line Description

Attrition Year 13
Month Average

1 Accumulated Deferred Income Tax

Adjustments

To Remove Pension Expense

To Remove Restricted Stock Program
To Remove Restricted Stock- MIP .C
To Remove MIP: VPP Accrual .C
Total Adjustments

~N D bW N

8 Adjusted Total

(41,695,007) A/

(679,249) B/
93,067 B/
430,664 B/
(28,606) B/

(134,123)

{41,560,884)

A/ Attrition Period Trial Balance 5.31.18.xlsx from TPUC Docket No. 18-00097

B/ ADIT 06-30-18.xIsx from TPUC Docket No. 18-00097

C/ Management incentive Plan/Variable Pay Plan from TPUC Docket No. 18-00097

The Parties agree that the appropriate modification to the Atmos Energy proposed
ADIT balance associated with synchronizing components of the ADIT with their

corresponding treatment within Operating and Maintenance costs reduces the

* The original table is set out in Dittemore Dircet Testimony. pg. 5. TPUC Docket No. 18-00097 (January 9, 2019).
The table in this Settlement Agreement has been revised with the removal of “line 57 which is the Director’s Stock
Award as described in Storv Rebuttal Testimony, pg. 4. line 14, through pg. S, line 9 and fn. 3. TPUC Docket No. 18-

00097 (February 6. 2019).

N

The Parties agree that the




ADIT balance $134.123.

Synchronization of ADIT Calculation with a
Tennessee Specific Excise Tax Rate

32. The issue in this subsection concerning synchronization of ADIT
with a Tennessee specific excise tax rate was raised in TPUC Docket No. 18-00097.

33, Atmos Epergy’s proposed ADIT balance is comprised of a number
of individual book/tax timing diffcrences multiplied by federal and state tax rates.
The Parties agree to use the Tennessce specific excise tax rate for both income tax
cxpense and ADIT. More specifically. the Parties agree that Atmos Energy shall
calculate the Tennessee ADIT using the Tennessee State Txcise Tax Rate in its
Income Tax Expense and within its Division 93 (TN) ADIT balances.

34, The result of this modification is an increase in the 13-month
average balance of ADIT of $6.953.884 and reduction to Atmos Energy’s rate base
of $6.955.572." The difference between these amounts and the $8.7 million
adjustment proposcd by the Consumer Advocate reflects corrections to this amount
as identified in the rebuttal testimony of Ms. Story. Specifically. the usc of the
Tennesscec state rate is applicd to only those book/tax timing differences in which a
rate other than the Tennessce state tax rate was previously used.

35. In addition to the adjustment discussed above. the stipulated
adjustment reflects a correction to the Regulatory Liability balance for the impact
of Excess ADIT using the Tenncssec rate r‘athcr than a composite system avcerage

tax rate. The adjustment of $68.802 is applied to the months of December 2017 -

? The difference in ADIT balance and rate basc adjustment is due to the impact of the ADIT adjustment on cash
working capital.
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May 2018 resulting in an adjustment to t.hc thirteen-month average balance of
$31.755.

36.  The Rate Base as set forth in the Settlement Agreement (scttlement
Rate Base) is reconciled with the Company’s original Rate Base'" as set forth in
Exhibit A. This settlement Rate Base also incorporates changes to the balance of
Cash Working Capital consistent with other Rate Basc adjustments. The original
balance of ADIT'! is reconciled with the settlement balance of ADIT as set forth in
Exhibit B. The original balance of Cash Working Capital'? is reconciled with the
settlement balance of Cash Working Capital as set forth in Exhibit C. The original
balance of the Atmos Regulatory Liability is reconciled with the settlement balance
of the Atmos Regulatory Liability as set forth in Exhibit D.'? The original balance
of Accumulated Depreciation and Amortizqtion” is reconciled with the settlement
balance of Accumulated Depreciation and Amortization as set forth in Exhibit E.
The original balance of Storage and Gas Investment'® is reconciled with the
settlement balance of Storage and Gas Investment as set forth in Exhibit F.

Revenue Requirement Surplus

55.  The issuc in this subsection concerning revenue requirement was
raised in TPUC Docket No. 18-00097.

56. As reflected in Settlement Agreement Schedules 1-12. the Parties

agree that the resulting revenue surplus in the ARM Reconciliation Docket is

" Waller Direct Testimony. Exhibit GKW-1. Schedule 7, line 29.
" Waller Direct Testimony, Exhibit GKW-1, Schedule 7. line 15,
"2 Id. at Schedule 7. line 9.

"*Id. at Schedule 7, line 13.

4 7d at Schedule 7, line 3.

" Id at Schedule 7. line 7.



$4.053.984 (including carrying costs) whbich shall be the amount that will be
incorporated nto the Atmos Energy ARM filing, TPUC Docket No. 19-00018,
currently pending before the Commission.
Safety and Operating Performance Metrics
57. 'The issue in this subscctiion concerning safety and operating
performance metrics was raised in TPUC Docket No. 18-00097.
58.  The Parties agree that Mr. Dittemore’s proposals for safety and
operaling performance metrics. as set out in his testimony. will be raised for

consideration by the Commission in the existing TPUC Docket No. 18-00112.

The above provisions, excerpted from the Settlement Agreement, are subject to all of the
terms and conditions of the Settlement Agreement. including those not reproduced herein.

Based upon the entirety of the record. the Partics respectfully request approval of the
Settlement Agreement in this Docket No. 18-00097 and in Docket No. 18-00034,

Respectfully :.ubmrfgef(

NEAL & HA}}WFLL PL(/‘/ /7
. f? I~

7/ A. Scott Ross. #1\5\634//
1201 Demonbreun Strect, Ste. 1000
Nashville. TN 37203
(615)244-1713 ~ Telephone
(615) 726-0573 — Facsimile
sross « nealharwell.com
Counsel for Atmos Energy Corporation




OFFICE OF THE ATTORNEY GENERAL
OF TENNESSEE

FINANCIAL DIVISION, CONSUMER
ADVOCATE UNIT

kofo\ % Vmﬂu/ZM‘”“"

Karen H. Stachowski. #019607 m(ff'fr'
Assistant Attormey General
Wayne M. Irvin. #030946
Senior Assistant Attorney General
Office of Tennessee Attorney General
Financial Division. Consumer Advocate Unit
P. O. Box 20207
Nashville, TN 37202-0207
(615) 741-1671 - Telephone
(615) 532-2910 — Facsimile
Karen.stachowski‘@ag tn.gov
Wavne.irvinaag.tn.gov




CERTIFICATE OF SERVICE

[ hereby certity that a copy of the foregoing has been served, via the method(s) indicated

A

below. on the following counsel of record. this the i day of April. 2019.

(
(
(
(
(

X

)
)
)
)
)

ch Ex.
F-Mail

Vance Broemel. sq.
Wayne Irvin, Esq.

Daniel P. Whitaker. 111, Esq.
Karen H. Stachowski. Esq.
Assistant Attorneys General
Ofttice of Tennessce Attorney General
Financial Division, Consumer Advocate Unit
War Memorial Building, 2" Floor

301 6th Avenue North

Nashville. TN 37243 o
vance.hroemel ¢ ag.in.gov '
Wavne.irvin‘a@ ag.tn.gov
Daniel.whitaker@ag.tn.goy” -
Karen.stachowskiwag. mé(ox
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EXHIBIT B



Electronically Filed in TPIC Docket Room on March 25th 2019 at 1:54 p.m.

IN THE TENNESSEE PUBLIC UTILITY COMMISSION
AT NASHVILLE, TENNESSEE

IN RE:

TENNESSEE PUBLIC UTILITY
COMMISSION INVESTIGATION OF
IMPACTS OF FEDERAL TAX REFORM
ONTHE PUBLIC UTILITY REVENUE
REQUIREMENTS

Docket No. 18-00034

ATMOS ENERGY CORPORATION
ANNUAL RECONICLIATION OF
ANNUAL REVIEW MECHANISM

Docket No. 18-00097

STIPULATION AND SETTLEMENT AGREEMENT

In a global stipulation and settlement of these two matters, Tennessee Public Utility
Commission (TPUC or Commission) Docket Nos. 18-00034 and 18-00097, Herbert H. Slatery
II1, the Tennessee Attorney General and Reporter, by and through the Consumer Advocate
Unit (Consumer Advocate) of the Financial Division and Atmos Energy Corporation (Atmos
Energy or the Company), respectfully submit this Stipulation and Settlement Agreement
(Settlement Agreement). The Consumer Advocate and Atmos Energy (individually, a
Party and collectively, the Parties) recognize that these two Dockets have not been
formally merged into a single docket. However. due to issues within the Dockets that
overlap or are interrelated, the Parties determined that subject to Commission approval
the use of this single, global Settlement Agreement is the most appropriate approach to

resolving these Dockets.
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I. BACKGROUND
A. TPUC Docket No. 18-00034 (Tax Docket)

1. On December 22, 2017, President Trump signed into law the Tax Cuts and Jobs
Act (TCJA). Among other provisions, the TCJA lowers the federal corporate tax rate from 35%
to 21%."

2. In the public utility context, regulated utilities will realize significantly reduced
federal income tax expense as a result of the TCJA.?2 Further, as a result of the lower federal tax
rate, utilities will experience excess deferred tax reserves.> These reserves accumulate funds for
the future payment of federal income tax. Effective with implementation of a lower federal income
tax rate, a portion of thesc future obligations, paid by ratepayers, was effectively cancelled.
FFunding for these cancelled obligations was provided by ratepayers, and such funds should be
returned to ratepayers.*

3, On February 6, 2018, the Commission issued its Order in TPUC Docket No. 18-
00001 opening an investigation into the effects of the TCJA on certain public utilities.’ The Order
required Tennessee’s five largest public utilities — Tennessee American Water Company,

Piedmont Natural Gas, Kingsport Power Company, Atmos Energy Corporation, and Chattanooga

' Act to Provide for Reconciliation Pursuant to Titles 11 and V of the Concurrent Resohition on the Budget for Fiscal
Year 2018. Pub. L. No. 116-97, 133 Stat. 2054 (Dec. 22, 2017).

2 Order Opening an Investigation and Requiring Deferred Accounting Treatment, In Re: Tennessee Public Utility
Commission Investigation of Impacts of Federal Tax Reform on the Public Utility Revenue Requirements, TPUC
Docket No. 18-00001, pgs. 2, 4 (February 6, 2018).

* Commission’s Order, TPUC Docket No. 18-00001, pg. 4.

4 Consumer Advacate’s Petirion to Intervene, In Re: Tennessee Public Utility Commission Investigation of Impacis of
Federal Tax Reform on the Public Utility Revenue Requirements, TPUC Docket No. 18-00001, pg. 2, 43 (March 13,
2018). :

S TPUC Docket No. 18-0000] was first set on the TPUC Conference Agenda on January 16, 2018. During this January
Conference, the TPUC voted to open an investigation into the impacts of the recent federal tax reform and directed
action by both utilities and the TPUC staff. Transcript, pgs. 8-12. The Commission issued its written order on
February 6, 2018.
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Gas Company — to file reports with the Commission by March 31, 2018 regarding the impact of
the TCJA.®

4, Further, each of these utilitics was directed to include three subject areas in the
reports: (a) the portion of revenue representing the difference between the cost of scrvice in the
utility’s most recent rate case and the cost of service if the tax rate had been 21% rather than 35%;
(b) the excess deferred tax reserve caused by the reduction in the corporate tax rate; and (c) any
other tax effects experienced by the utility resulting from the TCJA.?

5. On March 29, 2018, Atmos Energy filed its report in Response to the Commission’s
Order in TPUC Docket No. 18-00001 (Response).®? In response to Atmos Energy’s filing, the
Commission opened the present TPUC Docket 18-00034 separate from the original docket and
separate from the other utilities previously named in the Commission’s Order.?

6. On April 24, 2018, the Consumer Advocate filed a Petition to Intervene in this
Docket. ' The intervention petition was subsequently granted without objection."!

7. On October 8, 2018, Atmos Energy’s Witness, Jennifer K. Story, filed testimony in

support of Atmos Energy’s Response to the Commission’s Order.'?

¢ Commission’s Order, TPUC Docketl No. 18-00001, pgs. 5-6.

" Commission’s Order, TPUC Docket No. 18-00001, pgs. 4-5.

¥ Response of Atmos Energy Corporation to the Commission Qrder Opening 4n Investigation and Requiring Deferred
Accounting Treatment, TPUC Docket No. 18-00034 (March 29, 2018).

° E-mail from Kelly Cashman-Grams, General Counsel, Tenn, Public Utility Comm. to Roberta Davis, Paralegal,
Hunter, Smith & Davis, LLP (March 29, 2018, 1:41PM CT). In this e-mail, Ms. Cashman-Grams advised that
compliance filings in response to TPUC Docket No. 18-00001 of each utility should be made in a separate docket
from TPUC Docket No. 18-00001.

19 Consumer Advocate’s Petition to Intervene, In Re: Response of Atmos Energy Corporation to the Commission’s
Order Opening an Investigation and Requiring Deferred Accounting Treatment, TPUC Docket No. 18-00034 (April
24,2018).

O Order Granting the Petition to Intervene Filed by the Consumer Advocate, In Re: Response of dtmos Energy
Corporation to the Commission’s Order Opening an Investigation and Requiring Deferred Accounting Treatment,
TPUC Docket No. 18-00034 (June 11, 2018).

12 pre-Filed Testimony of Jennifer K. Story on Behalf of Atmos Energy Carporation, in Re: Response of Atmos Energy
Corporation to the Commission’s Order Opening an Investigation and Requiring Deferred Accounting Treatment,
TPUC Docket No. 18-00034 (October 8, 2018).
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8. On November 21, 2018, Atmos Energy filed updated financials based upon the
fiscal year ending September 30, 2018.

9. On December 21, 2018, the Consumer Advocate’s witness. David N. Dittemore,
filed testimony. ™

10. On January 23, 2019. Atmos Energy’s Witness, Jennifer K. Story, filed rebuttal
testimony. '

B. TPUC Docket No. 18-00097 (ARM Reconciliation Docket)

11.  On September 4, 2018, Atmos Energy filed its Petition of Atmos Energy For
Approval of 2018 Awnnual Reconciliation Filing in TPUC Docket No. 18-00097 (ARM
Reconciliation Petition).!* In the same filing on this date, Atmos Energy’s witness, Gregory K.
Waller, filed testimony in support of the ARM Reconciliation Petition,'®

12. On October 9, 2018, the Consumer Advocate filed a Petition 1o Intervene in this
Docket.'7 The intervention petition was subsequently granted without objection.'®

13. On January 9, 2019, the Consumer Advocate filed direct testimony of two
witnesses, David Dittemore'® and William H. Novak.2

14. On February 6, 2018, Atmos Energy filed rebuttal testimony of two witnesses,

3 Direct Testimony of David Dittemore, In Re: Response of Atnos Energy Corparation to the Commission’s Order
Opening an Investigation and Requiring Deferred Accounting Treatment, TPUC Docket No. 18-00038 (December
21,2018).

4 Reburtal Testimony of Jermifer K. Story on Behall of Atmos Energy Corporation, In Re: Response of Atmos Energy
Corporation to the Commission’s Order Opening an [nvestigation and Requiring Deferred Accounting Treatment,
TPUC Docket No. 18-00034 (January 23, 2019).

% In Re: Atmos Energy Corporation Annual Reconciliation of Annual Review Mechanism, TPUC Docket No. 18-
00097 {September 4, 2018).

¥ pre-Eiled Testimony of Gregory K. Waller on Behalf of Atmos Energy Corporation, TPUC Docket No. 18-00097
(September 4, 2018).

17 Consumer Advocate s Petition to Intervene, TPUC Docket No. 18-00097 (October 9, 2018).

18 Order Granting the Petition to Intervene Filed by the Consumer Advocate, TPUC Docket No. 18-00097 (October
25.2018).

® Direct Testimony of David Dittemore, TPUC Docket No. 18-00097 (January 9, 2019).

% Direct Testimony of Wiliiam H. Novak, TPUC Docket No. 18-00097 (January 9, 2019).
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Gregory K. Waller?! and Jennifer K. Story?2,
I SETTLEMENT AGREEMENT TERMS

15. The Parties to this Settlement Agreement have engaged in discovery and have
undertaken discussions to resolve all disputed issues in these cases. As a result of the information
obtained during discovery and the discussions between the Parties, and for the purpose of avoiding
further litigation and resolving this matter upon acceptable terms, the Parties have reached this
Settlement Agreement. Subject to the TPUC’s -approval, in furtherance of this Settlement
Agreement, the Partics have agreed to the settlement terms set forth below:

A. Reduction in Federal Income Tax Rate

16.  The issue in this subsection concerning the reduction in federal income tax rates
under the TCJA was raised in both TPUC Docket Nos. 18-00034 and 18-00097.

17.  The Partics agree that the recommendation set out in Consumer Advocate witness
Novak’s Direct Testimony in the ARM Reconciliation Docket for a pro forma blended federal tax
rate that reflects a systematic adjustment from the pre-2018 tax rate to the current rate is the correct
tax rate for purposes of the ARM Reconciliation Docket.2? Mr. Novak’s recommendation was to
agree with and accept the Company’s proposed tax rate calculation. ** Specifically. the Parties
agrce, and recommend that the Commission approve, a blended rate of 29.26%. Further, such
blended rate shall be used in the ARM Reconciliation Docket 1o take into account the income tax

savings from the TCJA’s reduction of the federal corporate tax rate from 35% to 21%.

2 Rebuttal Testimony of Gregory K. Waller on Behalf of Atmos Energy Corporation, TPUC Docket No. 18-00097
(February 6, 2019).

22 peburtal Testimony of Jenmifer K. Story on Behalf of Atmos Energy Corporation, TPUC Docket No. 18-00097
(February 6, 2019).

2 Novak Direct Testimony, TPUC Docket No. 18-00097, pg. 4, lines 19-21.

14 Jd
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18.  For TPUC Docket No. 18-00034, the Parties agree that going forward Atmos
Energy’s annual review mechanism (ARM) as established in TPUC Docket No. 14-00146 provides
the mechanism to address the Income Tax Savings from the TCJA’s reduction of the federal
corporate tax rate from 35% to 21%.

B. Correction of Tax Rates for Calculating Allowance for Funds Used During
Construction (AFUDC)

19.  The issue in this subsection concerning the correction of tax rates for calculating
AFUDC was raised in TPUC Docket No. 18-00097.

20. The Parties agree that the recommendation set out in Consumer Advocate witness
Novak’s Direct Testimony in the ARM Reconciliation Docket that the methodology used by
Atmos Energy for calculating AFUDC be used along with the tax rates of 6.5% for state and
29.26% for federal should be adopted by the C omnviission.25

C. Calculation of Gross-Up Factors

21.  The issue in this subsection concerning the calculation of gross-up factors was
raised in TPUC Docket No. 18-00097.

22. As reflected in the Consumer Advocate witness Novak’s Direct Testimony, Table
5,26 two ratios — or gross-up factors — are used 1o convert any operating margin deficiency or

27 Those two faclors are the

surplus approved by the Commission into operating revenues.
Forfeited Discount factor and the Uncollectible Expense factor. The Parties agree that the
recommendation of Consumer Advocate witness Novak to use Operating Revenue in those

calculations, as reflected on Table 5 of Mr. Novak’s testimony, is the correct methodology for the

calculation of those respective factors. Thus, the Parties agree for purposes of the ARM

2 Novak Direct Testimony at pg. 18, line 9, Table 6.
% Novak Direct Testimony at pg. 1§, Table 5.
*7 Novak Direct Testimony at pg. 16, lines 8-14.
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Reconciliation Docket, that a forfeited discount ratio of 0.005167 and an uncollectible expense
ratio of 0.001731.%28

23.  The Parties agree, however, that the Company has not waived its right to challenge
such methodology in future dockets. The resolution of this issue has no precedential impact on
positions that any Party may take regarding this issue in an existing or future Atmos Energy docket.

D. Long-Term Debt and Stockholder’s Equity to Compute Capital Structure

24.  The issue in this subsection concerning the calculation of capital structure was
raised in TPUC Docket No. 18-00097.

25. The Parties agree, for the purpose of resolving this issue in the ARM Reconciliation
Docket, with the recommendation set out in the rebuttal testimony of Company witness Mr, Greg
Waller that end-of-period balances be used for long term debt and shareholders’ equity in the
computation of capital structure.

26.  The Parties agree, however, that the Consumer Advocate has not waived its right
to challenge such methodology in future dockets. The resolution of this issue has no precedential
impact on positions that any Party may take regarding this issue in an existing or future Atmos
Energy docket.

E. Annualizing Versus Actual Expenses for Long Term Debt

27.  The issue in this subsection concerning the calculation of the long term debt rate
was raised in TPUC Docket No. 18-00097.

28. The Parties agree, for the purpose of resolving this issue in the ARM Reconciliation

Docket, with the recommendation set out in the rebuttal testimony of Company witness Mr. Greg

» Novak Direct Testimnony at pg. 15, line 11, Table 5.
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Waller that certain debt cost expenses should be annualized in the calculation of the long term debt
rate.

29.  The Parties agree, however, that the Consumer Advocate has not waived its right
to challenge such methodology in future dockets. The resolution of this issue has no precedential
impact on positions that any Party may take regarding this issue in an existing or future Atmos
Energy docket.

F. Synchronization of Accumulated Deferred Income Tax (ADIT)

30.  The issue in this subsection concerning the synchronization of ADIT was raised in
both TPUC Docket Nos. 18-00034 and 18-00097.

31.  Thce Partics agree that in order to properly synchronize certain operating and
maintenance (O&M) costs for ratemaking certain adjustments must be made to Atmos Energy’s
ADIT balance. The Parties agree that the recommendation of Consumer Advocate witness
Dittemore to remove certain amounts (Pension Expense, Restricted Stock Program, Restricted
Stock — MIP, MIP/VPP Accrual) from the Atmos Energy’s ADIT accounts (with the exception of
certain Directors Stock Award amounts) for ratemaking purposes is the correct methodology.

Thus, the Parties agree to the adjustments described in the table below.?

2 The original table is set out in Dittemore Direct Testimony, pg. 5, TPUC Docket No. 18-00097 (January 9, 2019).
The table in this Settlement Agreement has been revised with the removal of “line 5” which is the Director’s Stock
Award as described in Story Rebuttal Testimony, pg. 4, line 14, through pg. 5, line 9 and fn. 3, TPUC Docket No. 18-
00097 (February 6. 2019).
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Attrition Year 13
Line ) Description Month Average
1 Accumulated Deferred Income Tax (41,695,007} A/
Adjustments
2 Ta Remove Pension Expense {679,249} B/
3 To Remove Restricted Stock Program 93,067 13/
4 To Remowe Restricted Stock- MIP /C 480,664 B/
6 To Remove MIP/VPP Accrual /C (28,606) B/
7 Total Adjustments {134,123}
8 Adjusted Total {41,560,884)

A/ Attrition Period Trial Balance 5.31.18.xisx from TPUC Docket No. 18-00097
B/ ADIT 06-30-18.x!sx from TPUC Docket No. 18-00097
€/ Management incentive Plan/Variable Pay Plan from TPUC Docket No. 18-00097

The Parties agree that the appropriate modification to the Atmos Energy proposed ADIT balance
associated with synchronizing components of the ADIT with their corresponding treatment within
Operating and Maintenance costs reduces the ADIT balance $134,123.

G. Synchronization of ADIT Calculation with a Tennessee Specific Excise Tax Rate

32. The issue in this subsection concerning synchronization of ADIT with a Tennessee
specific excise tax rate was raised in TPUC Docket No. 18-00097.

33.  Atmos Energy’s proposed ADIT balance is comprised of a number of individual
book/tax timing differences multiplied by federal and state tax rates. The Parties agree to use the
Tennessee specific excise tax rate for both income tax expense and ADIT. More specifically, the
Parties agree that Atmos Energy shall calculate the Tennessee ADIT using the Tennessee State
Excise Tax Rate in its Income Tax Expense and within its Division 93 (ITN) ADIT balances.

34, The result of this modification is an increase in the 13-month average balance of

ADIT of $6,953,884 and reduction (o Atmos Energy’s rate base of $6,955,572.% The difference

% The difference in ADIT balance and rate base adjustment is due to the impact of the ADIT adjustment on cash
working capital.
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between these amounts and the $8.7 million adjustment proposed by the Consumer Advocate
reflects corrections to this amount as identified in the rebuttal testimony of Ms. Story. Specifically,
the use of the Tennessee state rate is applied to only those book/tax timing differences in which a
rate other than the Tennessee state tax rate was pre.viously used.

35.  In addition to the adjustment discussed above, the stipulated adjustment reflects a
correction to the Regulatory Liability balance for the impact of Excess ADIT using the Tennessee
rate rather than a composite system average tax rate. The adjustment of $68,802 is applied to the
months of December 2017 - May 2018 resulting in an adjustment to the thirteen-month average
balance of $31,755.

36.  The Rate Base as set forth in the Settlement Agreement (setilement Rate Base) is
reconciled with the Company’s original Rate Base?! as set forth in Exhibit A. This settlement Rate
Base also incorporates changes to the balance of Cash Working Capital consistent with other Rate
Base adjustments. The original balance of ADIT* is reconciled with the settlement balance of
ADIT as set forth in Exhibit B. The otiginal balance of Cash Working Capital™ is reconciled with
the settlement balance of Cash Working Capital as set forth in Exhibit C. The original balance of
the Atmos Regulatory Liability is reconciled with the settlement balance of the Atmos Regulatory
Liability as set forth in Exhibit D.** The original balance of Accumulated Depreciation and
Amortization® is reconciled with the settlement balance of Accumulated Depreciation and
Amortization as set forth in Exhibit E. The original balance of Storage and Gas Investment® is

reconciled with the settlement balance of Storage and Gas Investment as set forth in Exhibit F.

3 Waller Direct Testimony, Exhibit GKW-1, Schedule 7, line 29.
32 Waller Direct Testimony, Exhibit GKW-1, Schedule 7, line 15.
3 14 at Schedule 7, line 9.

3 1d at Schedule 7, line 13.

35 1d. at Schedule 7, line 3.

3 Jd. at Schedule 7, line 7.
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H. Classification of the Repair Deduction

37.  The issue in this subscction concerning the classification of the Repair Deduction
was raised in TPUC Docket No. 18-00034.

38.  The Repair Deduction results from the current deduction for certain costs as
incurred in computing federal taxable income, while those same costs are capitalized as plant-in-
service for financial reporting purposes and included in rate base for ratemaking purposes.®’
Although the Parties agree to the current estimate of total Excess ADIT, there is a difference of
opinion on the categorization of the Repair Deduction as either Protected™® or Unprotected Excess
ADIT? as reflected in the testimonies of Mr. Dittemore and Ms. Story in the Tax Docket. The
Parties agree to resolve the issue of the classification of the Repair Deduction in TPUC Docket 18-
(0034 through the Private Letter Ruling (PL.R) Process with the Internal Revenue Service (IRS)
in accordance with Rev Proc 2019-1 or its successor.

39.  Atmos Energy hereby represents that it does not have the vintage plant books and
records that would be required to calculate the reversal of excess ADIT under the Average Rate
Assumption Method (ARAM); therefore. Atmos Energy is utilizing the Reverse South Georgia
Method (RSGM).

40.  The Partics agree that the question posed to the IRS within the PLR is whether a
Company utilizing RSGM, due to lack of vintage plant records, must normalize Excess ADIT

associated with the Repair Deduction or whether Excess ADIT associated with the Repair

¥ Ditternore Direct Testimony at pg. 16. lines 2-6,

38 For discussion of Protected Excess ADIT, see the testimony of the Consumer Advocate witness, Mr. Dittemore,

TPUC Docket No. 18-00034, pg. 6, line 13 —pg. 7, line 3.

¥ Far discnesion of Unprotected Excess ADIT, sce the testimony of the Consumer Advoecate witness, Mr. Dittemore,
). 18-00034, pg. 7. lines 4-6.
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Deduction may be flowed back to ratepayers over an amortization period determined by the state
utility regulatory agency.

41.  The Parties agree to continue their strong, collaborative working relationship
during this process of resolving the classification of the Repair Deduction. This includes
collaboration and information-sharing, in good faith, during the drafting of the PLR request prior
to Atmos Energy’s formal submittal of the PLR request to the Commission. Accordingly, Atmos
Energy agrees to (a) provide a draft copy of the PLR 1o the Consumer Advocate a reasonable
period of time before any filing of such draft at the Commission or IRS to permit review and
comment by the Consumer Advocate; (b) in good faith consider such comment and input from the
Consumer Advocate into such draft; (¢) provide prompt notice to the Consumer Advocate of cach
interaction, teleconference, or meeting with the Commission or IRS related to the PLR; and (d) to
not object to the participation by the Consumer Advocate in any proceeding, teleconference, or
meeting with the Commission or IRS related to the PLR, as permitted by Rev Proc 2019-1 or its
SUCCCSSOT.

42, Within 90 days of the¢ Commission’s written approval of this Settlement
Agreement, Atmos Encrgy shall submit its draft PLR request to the Commission for review of the
request to determine whether it is adequate and complete with a copy provided to the Consumer
Advocate concurrently therewith. Atmos Energy agrees to provide prior notice to the Consumer
Advocate of any meeting or telephonc conference with Commission staff concerning such
submission (along with a copy of any documents or materials pertinent to such meeting or
telephone conference) and, further, Atmos Lnergy agrees not to object to the intervention or

participation of the Consumer Advocate in any proceeding related to such submission. Within 30
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days ol the Commission’s determination of whether the request is adequate and complete the
Company shall submit its PLR request to the IRS.

43.  Within five business days of the IRS publishing the PLR, Atmos Energy will filc a
copy in TPUC Docket No. 18-00034 for review and consideration by the Commission of issues,
including but not limited to. a determination of the balances of Protected and Unprotected Excess
ADIT and their corresponding amortization periods.

44, 1f for any reason the IRS declines to address the issue presented, Atmos Energy will
file notice of such decision within five business days. Within 60 days of this notice, the Parties
will submit their position to the Commission in TPUC Docket No. 18-00034 for review and
consideration by the Commission of issues, including but not limited to, a determination of the
balances of Protected and Unprotected Excess ADIT and their corresponding amortization periods.

45.  The Parties agree that Atmos Energy will continue, on an interim basis, to amortize
its balance of Unprotected ADIT - as Atmos Energy has defined such balances — until resolution
of the appropriate Unprotected ADIT balance and amortization period is determined.

I. Amortization Periods of Excess ADIT

46.  The issue in this subsection concerning amortization of Excess ADIT was raised in
TPUC Docket No. 18-00034.

47. The Parties recognize that the current amounts of Excess ADIT are estimates and
cannot be finalized until after Atmos Energy files its federal income tax return for its prior fiscal
year.

48. The Parties also recognize that the specific amounts for Unprotected and Protected
Excess ADIT cannot be finalized until after resolution of the classification of the Repair Deduction

as agreed to in Scction [[.IL. above.
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49, The Parties agree that the Company’s expenses related to the PL.R Request that are
recoverable from ratepayers are capped at $100,000.

50.  The Parties agree that due to the uncertainty regarding the resolution of the status
of the Repair Deduction, the classification between Protected and Unprotected of the Excess ADIT
between Protected and Unprotected cannot be determined at this time and is not defined in this
Settlement Agreement.

51.  The Partics agree that the appropriate estimated amortization period for Protected
ADIT is 28 years, relying upon the RSGM method.,

52.  Despite the lack of agreement regarding the classification of Protected and
Unprotected Excess ADIT, the Parties agree that the total rate base deduction for ADIT, is
$48,514,590 (13 month average as of May 31, 2018 which is the test period for the Reconciliation
docket) and the estimate of total Excess ADIT as of May 31, 2018 is $29.232,886.

53.  The Parties agree that the Commission should reevaluate the matter of the
appropriate amortization period for Unprotected Excess ADIT upon resolution of the dispute
involving classification of the Repair Deduction.*’

54.  The Parties agree that the amortizations of both the Protected and Unprotected

Excess ADIT should be credited to Income Tax Expense.

J. Revenue Requirement Surplus
55.  The issue in this subsection concerning revenue requirement was raised in TPUC
Docket No. 18-00097.
56. As reflected in Settlement Agreement Schedules 1-12, the Parties agree that the

resulting revenue surplus in the ARM Reconciliation Docket is $4,053,984 (including carrying

40 The Company commenced 28 year amortization of Protected and Unprotected Excess ADIT on October 15, 2018.
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costs) which shall be the amount that will be incorporated into the Atmos Energy ARM filing,
TPUC Docket No. 19-00018, currently pending before the Commission.
K. Safety and Operating Performance Metrics

57.  The issue in this subsection concerning safety and operating performance metrics
was raised in TPUC Docket No. 18-00097.

58.  The Parties agree that Mr. Dittemore’s proposals for safety and operating
performance metrics, as set out in his testimony, will be raised for consideration by the
Commission in the existing TPUC Docket No. 18-00112.

L. Appropriate Net Operating Loss (NOL) Balance Methodology for the Excess ADIT

59. The issue in this subsection concerning the method of determining the appropriate
NOL balance for Excess ADIT was raised in TPUC Docket No. 18-00034.

60.  The Parties agree that, solely for the purpose of resolving this issue in the Atmos
Energy Tax Docket, Atmos Energy will not be required to identify the Tennessee specitic NOL.
The Parties agree, however, that the Consumer Advocate has not waived its right to challenge such
methodology in future dockets. The resolution ot this issue has no precedential impact on positions
that any Party may take regarding this issue in an eiisting or future Atmos Energy docket.*!

M. Atmos Energy’s Plant Accounting Accumulated Reserve Records
61.  The issue in this subsection was raised in TPUC Docket No. 18-00034.
62.  The Parties agree that for the purpose of resolving this issue in the Atios Tax

Docket, Atmos Energy will not be required to upgrade its plant accounting accumulated reserve

41 The Consumer Advocate likewise reserves the right to challenge any other methodology incorporated in or position
taken by Atmos in the Tax Docket or the ARM Reconciliation Docket in future dockets. The resolution of the issues
in this Settlement Agreement has no precedential impact on any position that any Party may take in any future Atmos
docket.

Page 15 of 21



records or modify its accounting systems to accommodate ARAM.

63.  The Parties agree, however, that the Consumer Advocate has not waived its right
to challenge such methodology in future dockets. The resolution of this issue has no precedential
impact on positions that any Party may take regarding this issue in an existing or future Atmos
Energy docket.

J. Gencral Terms

64.  All pre-filed discovery (formal and informal), testimony and exhibits of the
Parties will be introduced into evidence without objection, and the Parties waive their right
to cross-examine all witnesses with respect to all such pre-filed testimony. If, however,
questions should be asked by any person, including a Commissioner, the Parties may
present testimony and exhibits to respond to such questions and may cross-examine any
witnesses with respect to such testimony and exhibits. The Parties would ask to permit any
out of town witnesses to be available by telephone to reduce the costs associated with such
appearance.

65. After the filing of this Settlement Agreement, the Parties agree to support this
Settlement Agreement before the TPUC and in any hearing, proposed order, or brief conducted
or filed in these two Dockets. The provisions of this Settlement Agreement are agreements
reached in compromise and solely for the purpose of settlement of these two Dockets. The
provisions in this Settlement Agreement do not necessarily reflect the positions asserted by
any Party. None of the Parties to this Settlément Agreement shall be deemed to have
acquiesced in or agreed to any ratemaking or accounting methodology or procedural principle

except for the limited extent necessary to implement the provisions hereof.
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66. This Settlement Agreement shall not have any precedential effect in any
future proceeding or be binding on any of the Parties in this or any other jurisdiction except
to the limited extent necessary for the enforcement and implementation of the provisions hereof.

67. The Parties request the Commission to order that the settlement of any issue
pursuant to this Settlement Agreement shall not be cited by the Parties or any other entity
as binding precedent in any other proceeding before TPUC, or any court, state or federal,
except to the limited extent necessary to implement the provisions hereof{ and for the limited
purpose of enforcement should it become necessary.

68. The terms of this Settlement Agreement have resulted from extensive
negotiations between the signatories and the terms hereof are interdependent. The Parties
jointly recommend that TPUC issue an order adopting this Settlement Agreement in both
Dockets in its entirety without modification.

69. If the Commission does not accept the scttlement in whole for both Dockets.
the Parties arc not bound by any position or term set forth in this Settlement Agreement. In
the event that TPUC does not approve this Settlément Agreement in its entirety, each of the
signatories to this Settlement Agreement retains the right to terminate this Scttlement
Agreement by giving notice of the exercise of such right within 15 business days of the date
of such action by TPUC: provided, howevcr, that the signatories to this Settlement Agreement
could, by unanimous consent. elect to modify this Settlement Agreement to address any
modification required by, or issues raised by, TPUC within the same time frame. Should this

Settlement Agreement lerminate, it would be considered void and have no binding
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precedential effect. and the signatories to this Settlement Agreement would reserve their
rights to fully participate in all relevant proceedings notwithstanding their agreement to the
terms of this Settlement Agrecement.

70. By agreeing to this Settlement Agreement, no Party waives any right to
continue litigating this matter should this Settlement Agreement not be approved by TPUC in
whole or in part.

71. No provision of this Settlement Agreement shall be deemed an admission of
any Party. No provision of this Settlement Agreement shall be deemed a waiver of any position
asserted by a Party in these two Dockets or any other docket.

72. The Consumer Advocate’s agreement to this Settlement Agreement is
expressly premised upon the truthfulness, accuracy and completeness ot the information
provided by Atmos Energy to TPUC and the Consumer Advocate throughout the course
of these two Dockets, which information was relied upon by the Consumer Advocate in
negotiating and agreeing to the terms and conditions of this Settlement Agreement.

73. The accepiance of this Sct‘rlemenf Agreement by the Attorney General shall
not be deemed approval by the Attorney General of any of Atmos Energy’s acts or
practiccs.

74. Each signatory to this Settlement Agreement represents and warrants that
it/he/she has informed, advised and otherwise consulted with the Party for whom it/he/she
signs regarding the contents and significance of this Settlement Agreement and has

obtained authority to sign on behalf of such Party, and based upon those communications,
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each signatory represents and warrants that it/he/she is authorized to execute this
Settlement Agreement on behalf of its/his/her respecting Party.

75. This Settlement Agreement shall be governed by and construed under the
laws of the State of Tennessee, Tennessee choice of law rules notwithstanding.

76. Nothing herein limits or alters the Sovereign Immunity of the State of
Tennessee or any of its entities or subdivisions.

77. The Parties agree that approval of the Settlement Agreement will become

effective upon the oral decision of TPUC.

The foregoing is agreed and stipulated {o this 9, 2  dayof Q‘(Q_NQ)Q 2019,

[Parties’ signature pages follow ~ remainder of page intentionally left blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket Nos. 18-00034 and 18-00097
Atmos Energy Corporation Signature Page

ATMOS ENERGY CORPOBATION.

S .
HAVE SEEN AND AGREED. /

s - R
y e
L7, CT
BY: D!

A. SCOTT ROSS, (BPR # 15634)
Neal & Harwell, PLC

1201 Demonbreun Street, Ste. 1000
Nashville, TN 37203

(615) 244-1713 — Telephone

{615) 726-0573 — Facsimile
srosst@nealharwell.com

[additional signature page follows — remainder of page intentionally left blank]
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Stipulation and Settlement Agreement
Tennessee Public Utility Commission Docket No. 18-00034 and 18-00097
Attorney General’s Signature Page

FINANCIAL DIVISION, CONSUMER ADVOCATE UNIT
HAVE SEEN AND AGREED.

By:

Hotor A A 7

HERBERT H. SLATERY I ‘(HPR #09077)
Attorney General and Rt.porler
State of Tennessee

KAR[‘\J H. STACHOWSKI (BPR # 019607)
Assistant Attorney General

Office of the Attorney General

Financial Division, Consumer Advocate Unit
P.O. Box 20207

Nashville, Tennessee 37202-0207

Phone: (615) 741-1671

Fax: (615) 532-2910

Foaren. Stz !C%‘n‘\\ \Li'u Qe a0y

/ Uﬂﬁb«{f .y

WAYNE M. IRVINTBPR # 030946)
Senior Assislant Attorney General

Office of the Attorney General

Financial Division, Consumer Advocate Unit
P.O. Box 20207

Nashville, Tennessee 37202-02¢ .

Phone: (615) 741-1671

Fax: (615) 532-2910

Wayne Irvingag.tn.gov
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SETTLEMENT EXHIBIT A



Atmos Energy

Docket No. 18-00097 Settlement Exhibit A
Adjustments to Rate Base

Resulting from the Application Adjustments to Cash Warking Capital and ADIT

/
As ;:Iex! Adjustments Settll:ﬁlent Adjustment Reference

Original Cost ef Plant 3 546,605,030 3 546,605,030
Accumutlated Depreciation and Amortization {204,635,275) G733 {204,625,542) Settlement Exhibit E
Construction Work in Progress per Books 18,625,890 18,629,899
Storage Gas investment 4,561,487 (5,532 45585958 Settlement Exhibit ¥
Cash Working Cagita 1129457 (40,0613 1,085,396 Settlement Exhibit C
Material & Supplies 31,504 31,504
Rejulatory AssetsiLiabitities {13,496.369) {31,25%) {13,528.32%) Settiement Exhibit D
Accunylated Deferred Income Tax {41 694,823 (6,819,767 {48,514,550) Settlement Exhibit B
Customer Advances for Construction (19,995} 19,995
Cusiotner Deposits {1.624,?26) (1,624,026}
Accumulated Infersst on Custasier Deposits {32,049} {52,049
Unadjusted Rate Base 309,434,632 302,547 2590
Adstnents: {3.401,587) (3401587

Net Elimination of {ntercoinpany Leased Propeaty £.495,201 5,495,201
Total Rate Hasc 311,527,846 304 640 464

A/ GKW-1 Reconciliation Revenue Requirement Model, Sch, 7, cell EI9
B/ Seitlement Exhibit SA-1 Reconcitiation Revenue Requirement Mode] v3



SETTLEMENT EXHIBIT B



Atmos Energy

Docket No. 18-00097 Settlement Exhibit B
Adjustment to ADIT/Regulatory Liability

Resuiting from the Application of TN specific Excise Tax Rate

As Filed Accumulated Deferred Income Tax {41,694.823) A/
Adjustment 1

Elimination of ADIT items related te Disaliowed Expenses 134,123
Adjustment 2

Synchronization of ADIT with Statutory State Tax Ratc {6,953,884)
Adjusted ADIT Balance _ (48,514,584)
ADIT Balance per Settlement Exhibit SA-1 (48,514,590} B/
Difference I ()}

A/ GKW-1 Reconciliation Revenuc Requirement Model, Sch. 7, cell E19
B/ Settlement Exhibit SA-1 Reconciliation Revenue Requirement Model v3



SETTLEMENT EXHIBIT C



Atmos Epnergy
Docket No. 18-00097
Adjustment to Cash Working Capital

Resulting from the Application of TN specific Excise Tax Rate

AS B/
As Filed Settlement Difference
Revenue Lag 37.50 3750 0.00
Expense Lag 34.70 34.79 0.09
Net Lag 2.80 2.71 (0.09)
Daily Cost of Service 404,026 402,047 (1,979)
Cash Working Capital $§ 1,129,437 $ (40,061)

$ 1,089,396

A/ GKW-1 Reconciliation Revenue Requirement Model, Sch. 7, celf E19
B/ Settlement Exhibit SA-1 Reconciliation Revenue Requirement Model v3

Settlement Exhibit C



SETTLEMENT EXHIBIT D



Atmos Energy

Docket No. 18-00097

Adjustment to Regulatory Asscts/Liabilities Settlement Exhibit D
Resulting from the Application of TN specific Excise Tax Rate

Al B/
As Filed Settlement Difference
Regulatory Assets/Liabilities  § (13,496,569 (13,528,321 $ (31,75%)
Monthly Balaoce Account 2530 - 27909 Account 2530 - 27909
May-17 - - 3 -
Jun-17 - . $ -
Jul-17 . - $ -
Aug-17 - - $ -
Sep-17 - - & -
Oct-17 - . $ R
Nov-17 « - < -
Dec-17 (29.321,046) (29,385 848) 3 (68.802)
Jan-18 {29,321.046; (29.38G,84%) $ (68,802)
Feb-18 (29,321,046) {26,389.848) % (68,8023
Mar-18 (29,164,084) {29,232,886) $ (68,802}
Apr-18 (29,164,084) {29,232 886 $ (68,802)
May-18 (29,164,084) {29,232 8863 $ (BR.KOD)
13 Month Average (13,496,569} (13,528.323) (31.755)

A/ GKW-1 Reconciligtion Revenue Requirement Model, Sch. 7, celf E19
B/ Settlement Exhibit SA-1 Reconcilietion Revenue Requirement Model 3



SETTLEMENT EXHIBIT E



Atmos Energy

Docket No. 18-00097

Adjustment to Accumulated Depreciation and Amortization Settiement Exhibit E
Resulting from the Updated CKV Calculation

As Filed Accumulated Depreciation and Amortization $ (204,635275) A/
Adjustment 1

Inclusion of SubAcct 39918 in Calculation of CKV Accum. Deprec. (6,793} B/
Adjustment 2

To Adjust Div 12 Accum. Deprec. for the Renioval of the Updated CKV Caiculation 16,529 B/
Total Adjustments 9,733
Scttlement Accumulated Depreciation and Amortization S {20:4,625.542) C/

A/ GKW-1 Reconciliation Reveaue Requircment Model, Sch 7, cell E13
B/ Docket #18-00037 Response to CPAD DR 1-04 .
C/ Settlement Iixhibit SA-1 Reconciliation Revenue Requirement Model v3



SETTLEMENT EXHIBIT F



Atmos Energy
Docket No. 18-66097

Adjustment to Storage Gas Investment

Resulting from Updated Commodity Allocation Percentage

Storage Gas Investment

lnventories- Gas Stored {Account 1641)

May-17
Jun-17
Tuf-17
Aug-17
Sep-17
Oct-17
Nov-17
Dec-17
Jan-18
Feb-18
Mar-18
Apr-18
May-18
Average

A/ B/

As Filed Settlement Difference
$ 4,561,487 4,555,955 (5,532)

3,324,309 3,324,309 -
4,173,868 4,173,868 -
5,248,371 5,248,371 -
6,348,943 6,348,943 -
7,351,047 7,351,047 -
8,153,627 8,153,627 -
8,246,120 8,246,120 -
5,636,711 5,626,240 (10,471)
3,247,369 3,233,440 (13,929)
2,701,708 2,690,790 (10,918)

840,077 831,112 (8,965)
1,380,990 1,368,505 (12,485)
2,646,189 2,631,037 (15,152)
4,561,487 4,555,955 (5,532)

A/ GKW-1 Reconciliation Revenue Requirement Model, Sch. 7, cell E13

B/ Docket #18-00097 Response to CPAD DR 1-07

Settlement Exhibit SA-1 Reconciliation Revenue Requirement Model v3

Settlement Exhibit F



SETTLEMENT AGREEMENT

SCHEDULE 1



Tennessee Distribution System

Cost of Service

Twelve Months Ended May 31, 2018

Settiement Agreen Schedule I (3 _

Schedule 1

ing
No. Description Reference Amount As Filed Difference
(a) (b {c) {d) (e}

{ Costof Gas Schedule 3 $73,565,057 $40.904,923 $32,660.135
2
3 Operation & Maintenance Expense Schedule 4 20,712,003 20,384,327 327,676
4
5 Taxes Other Than income Taxes Schedule § 7,486,379 7.704.182 (217.803)
6
7 Depreciation & Amortization Expense Schedule 6 12,652,532 12,516,189 136,343
S
9 Return Schedule 7 23,701,028 22,691,145 1,009.883
10

11 Federal Income and State Excise Tax Schedule 8 8,835,376 10,064,573 (1,209.197;
12

13 AFLDC Wpi-2 {149.964) {50,693) (99,2713
14 .

15 Interest on Customer Deposits Wp1-1 78.864 165,200 86.336)
16

17 Total Cost of Service $ 146901275 § 114.379.845 §  32.521.429
18

19 Cost of Service wio Gas Cost 73,336,218 73,474,922 {138,70%)
20

21  Now~Gas Revenues in Atirition Year {Gross Margin} 81,438,352

22  Removal of 16-00105 ARM Reeon Revenue included in 17-00012 4,612,293

23 Non-Gas Revenues in Attrition Year with True-up Removal 76,826,059

bl

23 Additional Revepue Required to Earn Avthorized Rate 