Electronically Filed in TPUC Docket Room on November 22, 2021 at 12:13 p.m.

BEFORE
THE TENNESSEE PUBLIC UTILITY COMMISSION

Joint Request of Chattanooga Gas
Company and Kordsa, Inc. for Approval
of a Special Contract

Docket No. 21-00094

DIRECT TESTIMONY
of
WILLIAM H. NOVAK
PUBLIC VERSION

ON BEHALF OF

THE CONSUMER ADVOCATE UNIT
OF THE
FINANCIAL DIVISION
OF THE
OFFICE OF THE TENNESSEE ATTORNEY GENERAL

November 22, 2021



TABLE OF CONTENTS

I. COMMISSION REVIEW OF PREVIOUS SPECIAL CONTRACTS WITH
CHATTANOOGA GAS COMPAN Yasnsssssssssesisnisrmisesiossisiaisssmssmsssinmom. 6

II. CHATTANOOGA GAS COMPANY PROPOSED SPECIAL CONTRACT

M. RECOMMENDATIONS.......o.ootieisemteiecesiestsssessessieesesssessessssesesesse s e 17
ATTACHMENTS

Attachment WHN-1 William H. Novak Vitae

Attachment WHN-2 CGC Experimental Rule on Large Customer Contracts

TPUC Docket No. 21-00094 i Novak, Direct



10

11

12

13

14

15

16

17

18

19

20

21

22

Q1

Al.

Q2.

A2,

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND
OCCUPATION FOR THE RECORD.

My name is William H. Novak. My business address is 19 Morning Arbor Place,
The Woodlands, TX, 77381. I am the President of WHN Consulting, a utility

consulting and expert witness services company.!

PLEASE PROVIDE A SUMMARY OF YOUR BACKGROUND AND
PROFESSIONAL EXPERIENCE.

A detailed description of my educational and professional background is provided
in Attachment WHN-1 to my testimony. Briefly, I have both a Bachelor’s degree
in Business Administration with a major in Accounting, and a Master’s degree in
Business Administration from Middle Tennessee State University. 1 am a
Certified Management Accountant and am also licensed to practice as a Certified

Public Accountant.

My work experience has centered on regulated utilities for over 35 years. Before
establishing WHN Consulting, I was Chief of the Energy & Water Division of the
Tennessee Public Utility Commission (the Commission) where I had either
presented testimony or advised the Commission on a host of regulatory issues for
over 19 years. In addition, I was previously the Director of Rates & Regulatory
Analysis for two years with Atlanta Gas Light Company, a natural gas

distribution utility with operations in Georgia and Tennessee. I also served for

1 State of Tennessee, Registered Accounting Firm ID 3682.
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A3.

04,

A4,

two years as the Vice President of Regulatory Compliance for Sequent Energy
Management, a natural gas trading and optimization entity in Texas, where I was
responsible for ensuring the firm’s compliance with state and federal regulatory

requirements.

In 2004, I established WHN Consulting as a utility consulting and expert witness
services company. Since 2004, WHN Consulting has provided testimony or
consulting services to state public utility commissions and state consumer

advocates in at least ten state jurisdictions as shown in Attachment WHN-1.

ON WHOSE BEHALF ARE YOU TESTIFYING?
I'am testifying on behalf of the Consumer Advocate Unit (Consumer Advocate)

of the Office of the Tennessee Attorney General.

HAVE YOU PRESENTED TESTIMONY IN ANY PREVIOUS DOCKETS
REGARDING CHATTANOOGA COMPANY?

Yes. I’ve presented testimony in TPUC Docket Nos. U-85-7382, 88-01363, 90-
08876, 91-03765, 93-06946 and 18-00017 concerning rate cases involving
Chattanooga Gas Company (CGC or Company) as well as dockets for other
generic tariff and rulemaking matters. In addition, I previously advised the
Commission on special contract bypass issues involving CGC in Docket Nos. 97-

00262 to 97-00265 that were similar in scope to the current proceeding.

TPUC Docket No. 21-00094 2 Novak, Direct
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AS.

Q6.

A6.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

My testimony will support and address the Consumer Advocate’s positions and
concerns with respect to the Joint Request of CGC and Kordsa, Inc. (Kordsa) for

Approval of a Special Contract (the Joint Request).

WHAT DOCUMENTS HAVE YOU REVIEWED IN PREPARATION OF
YOUR TESTIMONY?

I have reviewed the Joint Request filed on August 24, 2021, along with the
testimony and exhibits filed by CGC and Kordsa (the Parties) in this Docket. In
addition, I have reviewed the Parties’ workpapers supporting the proposed Special
Contract. Ihave also reviewed the Parties’ responses to the data requests
submitted by the Consumer Advocate. I have reviewed the Commission’s Order,
as well as my own workpapers, related to revenue calculation for Kordsa in
Docket No. 18-00017 regarding CGC’s last rate case. I have reviewed the
Commission’s Order in Docket No. 99-00908 approving a Special Contract
between CGC and Dupont. I also reviewed the Commission’s Order in Docket
No. 14-00118 approving a Special Contract between CGC and Volkswagen.
Finally, I reviewed the Commission Orders in Docket Nos. 97-00262 to 97-00265
disapproving the proposed Special Contracts between CGC and Archer Daniels
Midland Co., Velsicol Chemical Corp., Bunge Foods Corp. and Southern

Cellulose Products, Inc.

TPUC Docket No. 21-00094 3 Novak, Direct
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AT.

Q8.

A8.

Q9.

PLEASE DESCRIBE THE RELIEF THAT THE PARTIES ARE ASKING
FROM THE COMMISSION IN THEIR JOINT PETITION.

Among other things, the Parties are asking the Commission to approve their

proposed Special Contract at a rate of " Tl |
_.2 In addition, the Parties are asking that

any future changes to this proposed Special Contract rate resulting from either a
general rate case or an Annual Review Mechanism (ARM) adjustment -

-.3 Finally, the Parties are asking that this proposed Special Contract be

approved by the Commission for a _ period.4

PLEASE SUMMARIZE YOUR RECOMMENDATIONS AND CONCERNS
IN THIS DOCKET.

Based upon the evidence presented by the Parties in this Docket, I recommend
that the Commission disapprove the proposed Special Contract. Specifically, the
threat of bypass does not appear to be imminent at this time. In addition, the
Special Contract rates proposed by the Parties would unfairly increase the charges

bomne by other customers.

IF THE COMMISSION 1S INCLINED TO APPROVE THE PROPOSED
SPECIAL CONTRACT, DO YOU HAVE ANY FURTHER

RECOMMENDATIONS FOR THE COMMISSION’S CONSIDERATION?

2 Exhibit 2 of the Joint Petition, Paragraph 4.1, Page 5 of 28.
31d. at5.
4 Exhibit 2 of the Joint Petition, Paragraph 1, Page 3 of 28.
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A9.  Yes. Ifthe Commission is persuaded by the evidence presented to approve the

proposed Special Contract, then I would recommend the following adjustments:

. Modification of Paragraph 1 of the proposed Special Contract restricting
the term of the Special Contract for five years _
. Modification of Paragraph 4.1 of the proposed Special contract limiting

future rate increases from either a base rate case or annual review
mechanism -

o Modification of Paragraph 30 of the proposed Special Contract restricting
assignment to other unaffiliated entities without prior consent of the
Commission.

. Deletion of Paragraph 33 of the proposed Special Contract allowing

Special Contract rates to be applied _

A detailed discussion for each of the issues that I’ve summarized here along with

my recommendations for their resolution follows.

[Testimony continues on next page]
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I COMMISSION REVIEW OF PREVIOUS SPECIAL CONTRACTS

WITH CHATTANOOGA GAS COMPANY

Q10. MR. NOVAK, HAS THE COMMISSION PREVIOUSLY CONSIDERED

Al0.

Q11

SPECIAL CONTRACTS WITH ANY INDUSTRIAL CUSTOMERS OF
CcGc?

Yes. Because of the significance of its industrial customer profile, the
Commission has considered a number of Special Contract proposals by CGC.
One of the earliest Special Contracts for CGC that I’m familiar with involved the
1966 Special Contract with CF Industries.> More recently though, in 1998 the
Commission denied four proposed Special Contracts between CGC and Archer
Daniels Midland Co., Velsicol Chemical Corp., Bunge Foods Corp. and Southern
Cellulose Products, Inc. in Docket Nos. 97-00262 to 97-00265. In addition, the
Commission approved Special Contracts for CGC with Dupont in Docket No. 99-

00908 and with Volkswagen in Docket No. 14-00118.

PLEASE DESCRIBE THE PROPOSED SPECIAL CONTRACTS
BETWEEN CGCAND ARCHER DANIELS MIDLAND CO., VELSICOL
CHEMICAL CORP., BUNGE FOODS CORP. AND SOUTHERN
CELLULOSE PRODUCTS, INC. INDOCKET NOS. 97-00262 TO 97-00265

THAT WERE DENIED BY THE COMMISSION.

5 The original contract was actually entered into on July 6, 1966, between Chattanooga Gas Company and
Farmer’s Chemical Association. This contract was later assigned to CF Industries on May 20, 1976.

TPUC Docket No. 21-00094 6 Novak, Direct
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All. These four dockets probably best represent the Commission’s consideration of
qualifying criteria for approving Special Contracts. Prior to the filing of these
four dockets, CGC had made a tariff filing with the Commission that, among
other things, encompassed specific requirements for determining whether a
Special Contract was warranted.® The Commission’s decision in these four

dockets then set a precedent requiring a factual demonstration that:

1. Customer bypass is imminent;
2 Such bypass would be uneconomic;
& The contract rates and terms are just and reasonable and are not unjustly

preferential or unduly discriminatory; and

4. The contract rates are the highest that could be negotiated.

In each of these four dockets, the Commission found the following:

Considering the evidence in the record, the testimony of the parties,
and the whole of the circumstances from the time the contract
negotiations began to the time of the execution of the contract, the
Authority concludes that the record in this cause does not support a
Jinding that customer bypass of the CGC distribution system is
imminent. Because the Authority concludes that there is insufficient
Jactual support for a threshold finding that customer bypass is
imminent, the Authority finds that there is no need to consider the
remaining issues at this time.”

Of particular note, none of these four companies followed through with their

proposed bypass plans after the Commission’s decision.

6 This tariff filing is included in Attachment WHN-2.

7 Commission Order in Docket No. 97-00262, Page 8, March 17, 1998. After the decision in these four
dockets, CGC withdrew this tariff. However, the Company has included the salient points from this tariff
in this current docket. See specifically the direct testimony of CGC witness Vette, Page Nos. 3-4.

TPUC Docket No. 21-00094 7 Novak, Direct
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Q12. PLEASE DESCRIBE THE SPECIAL CONTRACT APPROVED BY THE

Al2.

COMMISSION BETWEEN CGC AND DUPONT IN DOCKET NO. 99-

00908.

The Special Contract between CGC and Dupont was approved by the

Commission on July 18, 2000. This Special Contract included the following

terms:

« A term of [

e A monthly customer charge of -; and

e Transportation charges of _
B - i W . N = L1 ]
g - nal

However, in 2004, Dupont sold its textile business to Invista, a division of Koch

Industries. It then appears that Invista sold the entire Chattanooga plant to Kordsa

in May 2017. After approval of the original Special Contract with Dupont, CGC

assigned the rates to the subsequent owners of this plant without Commission

approval.? On October 31, 2019, this Special Contract expired and was not

renewed. In CGC’s last rate case, approximately - was forecasted as

annual revenue from the Dupont/Invista/Kordsa Special Contract. 10

8 CGC response to Consumer Advocate discovery request CPAD-1-18a in TPUC Docket No. 18-00017.
9 When questioned about this assignment, CGC stated that the “[a]ssignment of the contract and/or the
rates, terms, and conditions contained therein does not require the approval of the TPUC.” See CGC
response to Consumer Advocate Discovery Request 1-365 in TPUC Docket No. 18-00017.

10 TPUC Docket No. 18-00017, Consumer Advocate Revenue Workpaper R-34-1.00.
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QI13. PLEASE DESCRIBE THE SPECIAL CONTRACT APPROVED BY THE
COMMISSION BETWEEN CGC AND VOLKSWAGEN IN DOCKET NO.
14-00118.

Al3. The Special Contract between CGC and Volkswagen was approved by the
Commission on March 9, 2015. The terms on this Special Contract included the

following:

o An initial term of [ N
provisions for — after this date;

e A monthly customer charge of -; and

e A transportation charge of — for all usage.!!

In CGC’s last rate case, approximately - was forecasted as annual revenue

from the Volkswagen Special Contract.12

[Testimony continues on next page]

11 CGC response to Consumer Advocate discovery request CPAD-1-18b in TPUC Docket No. 18-00017.
12 TPUC Docket No. 18-00017, Consumer Advocate Revenue Workpaper R-34-1.00.
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IL. CHATTANOOGA GAS COMPANY PROPOSED SPECIAL CONTRACT

WITH KORDSA

Q14. MR. NOVAK, PLEASE DESCRIBE THE PROPOSED SPECIAL
CONTRACT BETWEEN CGC AND KORDSA IN THIS DOCKET.
Al4. Among other things, the proposed Special Contract between CGC and Kordsa has

the following terms:

QI15. MR. NOVAK, WHAT IS THE ANNUAL REVENUE IMPACT OF THE

PROPOSED SPECIAL CONTRACT BETWEEN CGC AND KORDSA?

13 Exhibit 2 of the Joint Petition, Paragraph 1, Page No. 3.

14 Exhibit 2 of the Joint Petition, Paragraphs 4.1, Page Nos. 4-5.
15 Exhibit 2 of the Joint Petition, Paragraphs 4.1, Page Nos. 4-5.
16 Exhibit 2 of the Joint Petition, Paragraph 30, Page No. 25.

17 Exhibit 2 of the Joint Petition, Paragraph 33, Page No. 26.
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Table 1 — Pro Forma Revenue Impact of Special Contract!8

Current
Year Tariff
2018
2019
2020
2021 (through June)
Total

Special
Contract

Discount
Amount

Discount
Percent

Q16. MR. NOVAK, IS KORDSA’S PROPOSED BYPASS OF THE CGC

DISTRIBUTION SYSTEM IMMINENT?

Al6. No. The bypass does not appear to be imminent for the following reasons:

—_

The individuals identified as being involved with this project on behalf of

Kordsa do not appear to have the authority to either enter into a Special

Contract, authorize the construction of a bypass pipeline, or submit

testimony.

i

approved the funds for the construction of a bypass pipeline.

18 CGC response to Consumer Advocate Discovery Request 2-1.

There is no evidence demonstrating that Kordsa’s Board of Directors has

TPUC Docket No. 21-00094
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3. There is no supporting evidence for Kordsa’s calculated cost of a bypass
pipeline.
4. There is no supporting evidence that Kordsa has secured all of the right-

of-way easements for the construction of a bypass pipeline.

MR. NOVAK, EXPLAIN YOUR FIRST CONCERN THAT THE KORDSA
REPRESENTATIVES IN THIS CASE LACK THE NECESSARY
AUTHORITY FOR THIS MATTER.

The direct testimony of Kordsa witness Gibson indicates that he is the North
American Supply Chain Manager for Kordsa’s facilities in Chattanooga,
Tennessee and Laurel Hill, North Carolina.!® Typically, the individual testifying
in these matters is someone who has authority to bind the Company on the
testimony that they are presenting. It is not clear that Mr. Gibson possesses this
authority 20 Further, the two individuals actually executing the Special Contract
on behalf of Kordsa are the HR Manager and the Finance Manager.2! Again, it is
not clear that these two individuals have the authorization to enter into a -
- Special Contract that would be binding on Kordsa. Further, it would seem
that the proper authority figure testifying in this case would be the same as the
one executing the Special Contract on behalf of Kordsa, but that hasn’t happened.

Finally, it appears that all three of these Kordsa representatives lack the authority

19 Direct testimony of Ben Gibson, Page 2, September 3, 2021.

20 Although Mr. Gibson states in his affidavit of November 19, 2021 that the Chief Operating Officer has
approved the construction of a bypass pipeline and that Kordsa’s Board of Directors does not have to
approve this capital project, there is no firsthand information that has been filed in this Docket by a Kordsa
officer that has authority to bind the company to these statements.

21 Exhibit 2 of the Joint Petition, Paragraph 33, Page No. 27.

TPUC Docket No. 21-00094 12 Novak, Direct
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to approve the construction of a _ bypass pipeline since

construction authorization is typically outside the responsibility of the Supply
Chain Manager, the Human Resources Manager and the Finance Manager.22
Because of this lack of apparent authority to construct a bypass pipeline, to
negotiate a long-term contract, and to present testimony in this case, it does not

appear that bypass is imminent.

EXPLAIN YOUR NEXT CONCERN THAT KORDSA’S BOARD OF
DIRECTORS HAVE NOT APPROVED THE CONSTRUCTION OF A
BYPASS PIPELINE.

Typically, all public companies are required to have their capital budgets
approved by a board of directors, especially in cases where a material capital
expenditure is not directly associated with the Company’s product line. However,
Kordsa’s management has not presented the capital budget for the bypass pipeline
construction to its board of directors.23 Because the board of directors has not
considered or authorized the construction of a bypass pipeline, it does not appear

that bypass is imminent.

23 Kordsa response to Consumer Advocate Discovery Request 1-5.
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Al9.

Q20.

A20.

EXPLAIN YOUR CONCERN THAT THERE IS NO EVIDENCE
SUPPORTING KORDSA’S COST FOR CONSTRUCTING AND
OPERATING A BYPASS PIPELINE.
In his direct testimony, Kordsa witness Gibson states that the total costs of
building and operating a bypass pipeline would be about $200,000 per year.24 The
Consumer Advocate then requested the data supporting this $200,000 annual cost.
The Company responded as follows:
The figures shown in the chart supplied by Tennessee Energy
Consultants are rough estimates from Mr. Earl Burton based on his
experience advising Kordsa and other CGC customers. Kordsa has

no _supporting work papers from T.E.C. The total costs of the tap
and pipeline are described in Response 2-14.25 [Emphasis added.]

Because Kordsa has no evidence supporting the cost of constructing and operating
a bypass pipeline, it does not appear that bypass is imminent. In addition, it is
unclear from the evidence in the record of exactly how a Special Contract rate
could have been negotiated between the Parties without review and consideration

of any supporting cost data.

NEXT EXPLAIN YOUR CONCERN THAT THERE IS NO EVIDENCE
THAT KORDSA HAS SECURED ALL OF THE NECESSARY RIGHT-OF-
WAY EASEMENTS FOR THE CONSTRUCTION OF A BYPASS
PIPELINE.

Kordsa witness Gibson included a bypass study from 2019 as Exhibit 1 to his

testimony. This bypass study considered three different routes for a bypass

24 Direct testimony of Ben Gibson, Page 6, September 3, 2021.
25 Kordsa response to Consumer Advocate Discovery Request 2-8.

TPUC Docket No. 21-00094 14 Novak, Direct
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pipeline, with each route requiring a combination of both public and private right-
of-way easements.2® While Mr. Gibson included a public easement agreement
with the City of Chattanooga as Exhibit 2 to his testimony, no such agreements
were provided for any of the required privately-owned easements. Consequently,
the Consumer Advocate requested a copy of all privately-owned easements that
had been secured by Kordsa for the bypass pipeline. Kordsa initially responded
that no privately-owned easements were necessary.2’” When the Consumer
Advocate pointed out that the bypass study mentions that all bypass routes
required privately-owned easements, Kordsa responded as follows:

The final route of the pipeline was adjusted so that the only easement

needed for this project was the easement to cross land owned by the

city between the ETNG tap and land owned by Kordsa where the

Kordsa wastewater plant is located... The only easement needed is

the one from the city.?8
However, this data response contradicts the Company’s own bypass study stating
that privately-owned easements were required. As a result, it is not clear from the
evidence in this Docket whether the Company in fact has obtained all of the right-
of-way easements necessary to construct a bypass pipeline. Since it is unclear if

the right-of-way easements have been acquired, then it does not appear that

bypass is imminent.

MR. NOVAK, BASED UPON THESE CONSIDERATIONS, IS IT YOUR

OPINION THAT BYPASS OF THE CGC SYSTEM IS NOT IMMINENT?

26 Exhibit 1, Page 6 of the direct testimony of Ben Gibson.
27 Kordsa response to Consumer Advocate Discovery Request 1-11.
28 K ordsa response to Consumer Advocate Discovery Request 2-12.
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is imminent.
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A23

III. RECOMMENDATIONS

MR. NOVAK, PLEASE SUMMARIZE YOUR RECOMMENDATION IN
THIS DOCKET?

Bypass threats can pose many complex regulatory and economic concerns and are
not to be treated lightly. As a result, the Commission’s consideration of a
potential pipeline bypass case requires a demonstration through credible evidence
that bypass is indeed feasible. A thorough review of this evidence then needs to
be evaluated by the Commission in order to consider genuine potential bypass
candidates from those perpetuating the illusion of bypass simply to secure lower

rates.

Based upon the evidence presented by the Parties in this Docket, I recommend
that the Commission disapprove the proposed Special Contract. Specifically, as
described above, the threat of bypass does not appear to be imminent at this time.
In addition, the Special Contract rates proposed by the Parties would unfairly

increase the charges borne by CGC’s other customers.

IF THE COMMISSION IS INCLINED TO APPROVE THE PROPOSED
SPECIAL CONTRACT, DO YOU HAVE ANY FURTHER
RECOMMENDATIONS FOR THE COMMISSION’S CONSIDERATION?
Yes. If the Commission is persuaded by the evidence presented to approve the

proposed Special Contract, then I would recommend the following adjustments:

TPUC Docket No. 21-00094 17 Novak, Direct
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Modification of Paragraph 1 of the proposed Special Contract
restricting the term of the Special Contract for five years _
I

Although the Commission did approve the previous Dupont Special
Contract for || Bl in Docket No. 99-00908, the Volkswagen
Special Contract in Docket No. 14-00118 was only approved with an
initial term of _ Further, the qualifying criteria
for Special Contracts limits the contract term to just five years.2® I would
therefore recommend that the Commission also limit the effective period
of this Special Contract to no more than five years from the date of the

Commission’s Order.

Modification of Paragraph 4.1 of the proposed Special contract
limiting future rate increases from either a base rate case or annual
review mechanism to -

The Parties have included this provision to shield Kordsa from the full
impact of any future increases from rate cases or annual review
mechanism (ARM) adjustments. However, CGC now expects that its
future ARM filings will require annual revenue adjustments of
approximately $6.8 million from 2022 through 2024.30 I believe this type
of rate design change is best considered within each rate case and ARM

docket instead of limiting the impact within this bypass docket. I

29 Attachment WHN-2, Page No. 2, Item F.
30 Commission Order in Docket No. 21-00048, Page No. 6.
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therefore recommend that the Commission delete the provisions of

Paragraph 4.1 that limit the amount of any future rate change from a rate

case or ARM docket.

Q24. DOES THIS COMPLETE YOUR TESTIMONY?

TPUC Docket No. 21-00094

Novak, Direct



A24. Yes, it does. However, I reserve the right to incorporate any new information that

may subsequently become available.
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William H. Novak
19 Morning Arbor Place
The Woodlands, TX 77381

Phone: 713-298-1760
Email: halnovak@whnconsulting.com

Areas of Specialization

Over thirty-five years of experience in regulatory affairs and forecasting of financial
information in the rate setting process for electric, gas, water and wastewater utilities.
Presented testimony and analysis for state commissions on regulatory issues in four states
and has presented testimony before the FERC on electric issues.

Relevant Experience

WHN Consulting — September 2004 to Present

In 2004, established WHN Consulting to provide utility consulting and expert testimony
for energy and water utilities. WHN Consulting is a “complete needs” utility regulation
firm able to provide clients with assistance in all areas of utility rate analysis. Since
2004, WHN Consulting has provided assistance to public utility commissions and state
consumer advocates in over ten state jurisdictions. Some of the topics and issues that
WHN Consulting has presented testimony for include net metering, alternative rate
regulation, revenue requirement calculations in rate cases, class cost of service studies,
rate design, deferred income tax calculations, purchased gas costs, purchased power
costs, and weather normalization studies.

Sequent Energy Management — February 2001 to July 2003

Vice-President of Regulatory Compliance for approximately two years with Sequent
Energy Management, a gas trading and optimization affiliate of AGL Resources. In that
capacity, directed the duties of the regulatory compliance department, and reviewed and
analyzed all regulatory filings and controls to ensure compliance with federal and state
regulatory guidelines. Engaged and oversaw the work of a number of regulatory
consultants and attorneys in various states where Sequent has operations. Identified asset
management opportunities and regulatory issues for Sequent in various states. Presented
regulatory proposals and testimony to eliminate wholesale gas rate fluctuations through
hedging of all wholesale gas purchases for utilities. Also prepared testimony to allow gas
marketers to compete with utilities for the transportation of wholesale gas to industrial
users.

Atlanta Gas Light Company — April 1999 to February 2001

Director of Rates and Regulatory Analysis for approximately two years with AGL
Resources, a public utility holding company serving approximately 1.9 million customers
in Georgia, Tennessee, and Virginia. In that capacity, was instrumental in leading
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Atlanta Gas Light Company through the most complete and comprehensive gas
deregulation process in the country that involved terminating the utility’s traditional gas
recovery mechanism and instead allowing all 1.5 million AGL Resources customers in
Georgia to choose their own gas marketer. Also responsible for all gas deregulation
filings, as well as preparing and defending gas cost recovery and rate filings. Initiated a
weather normalization adjustment in Virginia to track adjustments to company’s revenues
based on departures from normal weather. Analyzed the regulatory impacts of potential
acquisition targets.

Tennessee Regulatory Authority — Aug. 1982 to Apr 1999; Jul 2003 to Sep 2004
Employed by the Tennessee Regulatory Authority (formerly the Tennessee Public
Service Commission) for approximately 19 years, culminating as Chief of the Energy and
Water Division. Responsible for directing the division’s compliance and rate setting
process for all gas, electric, and water utilities. Either presented analysis and testimony
or advised the Commissioners/Directors on policy setting issues, including utility rate
cases, electric and gas deregulation, gas cost recovery, weather normalization recovery,
and various accounting related issues. Responsible for leading and supervising the
purchased gas adjustment (PGA) and gas cost recovery calculation for all gas utilities.
Responsible for overseeing the work of all energy and water consultants hired by the
TRA for management audits of gas, electric and water utilities. Implemented a weather
normalization process for water utilities that was adopted by the Commission and
adopted by American Water Works Company in regulatory proceedings outside of
Tennessee.

Education
B.A, Accounting, Middle Tennessee State University, 1981
MBA, Middle Tennessee State University, 1997

Professional
Certified Public Accountant (CPA), Tennessee Certificate # 7388
Certified Management Accountant (CMA), Certificate # 7880
Former Vice-Chairman of National Association of Regulatory Utility Commission’s
Subcommittee on Natural Gas
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ATTACHMENT WHN-2

CGC Experimental Rule on
Large Customer Contracts



CHATTANOOGA GAS COMPANY
RULES & REGULATIONS
TRA NO. 2 ORIGINAL SHEET NO. 11

LARGE CUSTOMER CONTRACTS - EXPERIMENTAL RULE

The Company may enter into negotiated contracts for sales and/or transportation service for large
commercial or industrial customers receiving service under Tariff Rate Schedules L-1, I-1, T-1 and
T-2 pursuant to this provision. Contracts may be for firm or interruptible service and shall be
designed to avoid uneconomic bypass which would be detrimental to ratepayers. Uneconomic
bypass may include both physical bypass and long-term fuel bypass.

A.  The Company and the contracting customer shall jointly petition the Authority for approval
of a special contract under this rule. The petition shall include a copy of the contract, a
detailed analysis containing all data, supported by appropriate work papers, demonstrating
why the contract is necessary to prevent uneconomic bypass. The petition shall also include
an estimate of the Company’s net gain (or loss) in annual revenue resulting from this
contract and an affirmative statement from the petitioners that the contract is consistent with
this rule and with the provisions of Tenn. Code Ann.'gg 65-4-122 and 65-5-204, A copy of
the petition shall be filed with the Consumer Advocate Division, Office of the Attorney
General.

B. If jointly requested by the petitioners, the Authority may, upon filing, order that the contract
price be kept confidential pursuant to T.C.A. § 65-3-109. The petitioners shall submit any
proposed confidentiality order to the Authority at the time the petition is filed. The
confidentiality order shall remain in effect for the duration of the contract unless modified or
withdrawn by the Authority following notice to the petitioners and the opportunity for a
hearing if requested.

C.  To approve a discounted long-term natural gas transportation service contract, designed to
" avoid system bypass, the Authority must find factually that (1) customer bypass is imminent,
(2) such bypass would be uneconomic, (3) the contract rates and terms are just and
reasonable and are not unjustly preferential or unduly discriminatory under T. C. A. g 65-5-
204, and (4) that the contract rates are the highest that could be negotiated. In determining
- the credibility of the threat of bypass, the Authority will look at the whole of the
circumstances from the time the contract negotiations begin to the time of contract execution,

but not subscquent to execution.

D.  The price terms-provided in any contract entered into by the Company under this rule shall
not be less that the marginal cong\f providing service nor greater than the filed tariff rate
generally applicable to such service. ™.

E.  The contract may become effective upon the date requested in the filing, subject to review
and the setting of a hearing by the Authority, if deemed necessary. Any such hearing shall
be held within 90 days of filing of the petition. If the Company does not file all the
information required by Paragraph A above, the 90 day deadline will be extended for the
number of days taken by the Company to provide that additional data to the Authority or the
Consumer Advocate Division.

Issued By: Harrison F. Thompson Effective: November 27, 1996
Issued On: November 27, 1996 '

EXHIBIT A



‘CHATTANOOGA GAS COMPANY

RULES & REGULATIONS
TRANO. 2 ORIGINAL SHEET NO. 12
LARGE CUSTOMER CONTRACTS - EXPERIMENTAL RULE (Continued)

F.  The initial term of contracts pursuant to this rule shall not be less than one year and shall not
exceed five years. The contracts may be rencwed upon Authority Approval, subject to the
factual standards of Paragraph A.

G. The Company may separately identify, purchase on the behalf of and assign wellhead gas
supply to a customer under contracts developed pursuant to this rule. Where a wellhead gas
supply is assigned to a customer, the gas costs and revenucs associated with that supply
shall not be included in calculations made in accordance with the Purchased Gas Adjustment
Provision. Where interstate transportation is assigned to a customer, the costs and revenues
from the interstate transportation component under the contract shall be included in the
calculations made in accordance with the Purchased Gas Adjustment Provision.

H. Contracts will incorporate by reference the applicable tariff provisions required to implement
the service provided under this contract; provided, however, that parties may negotiate such
other reasonable and appropriate terms and conditions which are entered into under this
procedure.

I The accounting and ratemaking treatment for revenues pursuant to this procedure until the
next rate case will be as follows:

(1)  The net change in gross margin (gain or loss) caused by a change in rates under this
provision will be shared equally on a prospective basis between a) the Company and
b) all firm transportation and firm sales volumes other than those governed by this
procedure.

(2) The net change in gross margin will be measured for each customer by subtracting a)
the gross margin received during the first twelve months after the application of new
rates designed under this procedure from b) the gross margin received for twelve
months immediately preceding the application of this procedure or the gross margin
used for that customer in the most recent rate case test period, whichever is most
current. Any ratemaking treatment will be addressed in the next company rate case
following the approval of any special contract.

(3) Such sharing shall be reco?erg\d by addition to or subtraction from the balancing
account of the PGA. )

J.  This rule shall not apply to any negotiated rates on a temporary basis to meet ﬂuctuatihg
competitive fuels prices. This provision shall have no impact on month-to-month agreements
entered into pursuant to approved tariff provisions.

Issued By: Harrison F. Thompson Effective: November 27, 1996
Issued On: November 27, 1996




