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Q. Please state your name, position and business address? 1 

A. I am Mark A. Martin, Vice President -- Rates and Regulatory Affairs of Atmos 2 

Energy Corporation (“Atmos” or the “Company”), Kentucky/Mid-States Division. 3 

My business address is 3275 Highland Point Drive, Owensboro, KY 42303-2114. 4 

Q. Please describe your professional and educational background? 5 

A. I received a Bachelor of Science degree in Accounting from Eastern Illinois 6 

University.  I have been with United Cities Gas Company and subsequently 7 

Atmos since September 1995. I have served in a variety of progressive positions 8 

in both Gas Supply and Rates prior to assuming my current responsibilities. I am 9 

presently responsible for Rates and Regulatory Affairs matters in the states of 10 

Illinois, Iowa, Kentucky, and Missouri. 11 

Q. What is the purpose of your testimony? 12 

A. The purpose of my testimony is to discuss the gas supply contracts entered into 13 

between Atmos Energy Marketing, LLC (“AEM”) and the Company for the 14 

Harrisburg zone.  15 

Q. Are you sponsoring any other exhibits? 16 

A. Yes. I am sponsoring the following six exhibits which are explained in greater 17 

detail in my testimony: 18 

• Exhibit 2.1 – Company Gas Supply Information and Procedures 19 

Manual Excerpt relating to RFP Process 20 

• Exhibit 2.2 – Historical List of Suppliers 21 
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• Exhibit 2.3 – NAESB Base Contract and Addendum A 22 

• Exhibit 2.4 – Addendum D for the November 2005 Contract 23 

• Exhibit 2.5 – Addendum D for the November 2006 Contract 24 

Q. Please briefly describe Atmos? 25 

A. Atmos is a corporation duly organized and existing under the laws of the State of 26 

Texas and the Commonwealth of Virginia, with principal offices located at 1800 27 

Three Lincoln Centre, 5430 LBJ Freeway, Dallas, Texas 75240. It is a public 28 

utility within the meaning of the Public Utilities Act. It is engaged in the business 29 

of distributing and selling natural gas in Illinois as well as in the States of 30 

Georgia, Tennessee, Virginia, Missouri, Mississippi, Iowa, Kansas, Texas, 31 

Louisiana, Colorado and Kentucky. 32 

Q. Please briefly describe Atmos’ operations in Illinois. 33 

A. Atmos provides natural gas distribution service to approximately 24,000 34 

customers in five zones in Illinois: Virden, Vandalia, Harrisburg, Metropolis and 35 

Salem. The gas supply for these zones is received through separate interstate 36 

pipelines: Panhandle Eastern Pipe Line Company, Natural Gas Pipeline 37 

Company of America, Texas Eastern Transmission Corporation (TETCO), 38 

Trunkline Gas Company, and Mississippi River Transmission Corporation. 39 

Q. To what service area does your testimony relate? 40 
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A.  The Company operates five zones in Illinois. My testimony only relates to its 41 

Harrisburg zone served by TETCO. Therefore, except as otherwise stated, my 42 

direct supplemental testimony speaks only to the Company’s Harrisburg zone.  43 

Q. What arrangements were in place for the Company to purchase gas during 44 

2006 for its Harrisburg zone? 45 

A. The Company entered into two gas purchase contracts for Harrisburg in 2006. 46 

The first was entered into in 2005 and covered the period from November 2005 47 

through October 2006. I will refer to this contract as the November 2005 48 

Contract. The second contract was entered into in 2006 and covered the period 49 

from November 2006 through October 2007. I will refer to this contract as the 50 

November 2006 Contract. Thus for the months at issue in this proceeding, the 51 

Company had one contract for January 2006 through October 2006 and another 52 

contract for November and December 2006. Both of these contracts were with 53 

the Company’s affiliate, AEM. 54 

Q. How does the Company award gas supply contracts? 55 

A. The Company uses competitive bidding to determine from whom it will purchase 56 

gas and the terms and conditions that will apply to the purchase. The Company 57 

issues requests for proposals (RFPs), evaluates the bids that it receives and 58 

selects the best bid in accordance with the Company’s procedures for gas supply 59 

procurement. Those procedures are documented in the Company’s Gas Supply 60 

Information and Procedures Manual. Attached to my prefiled supplemental direct 61 

testimony are the then-applicable policies relative to the RFP process (identified 62 
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as Exhibit 2.1). Portions of Exhibit 2.1 containing state specific addenda for 63 

states other than Illinois were omitted. 64 

Q. Please summarize the Company’s procedures for the RFP process and 65 

bidder qualification? 66 

A. The Company maintains a list of qualified RFP recipients meeting the following 67 

minimum requirements: (1) own or control sufficient supply in the appropriate 68 

pipeline to meet the Company’s needs, (2) have a strong reliable performance 69 

record with the Company, or be willing to accept the Company’s contractual 70 

terms to ensure reliability, (3) for new potential suppliers, good references and (4) 71 

have a strong financial position capable of meeting the necessary financial 72 

requirements set by the Company (specifically with agency agreements). The 73 

Company reviews and updates the list of qualified RFP recipients annually. At the 74 

time of the RFP for the November 2005 Contract there were approximately 26 75 

companies on the list.   76 

The first step in the RFP process is that the Company sends a letter to the 77 

qualified RFP participants setting forth the terms of the RFP, including the 78 

quantity of gas required, the serving pipeline, the length of the contract and the 79 

information necessary for potential vendors to respond with qualifying bids. 80 

Following the deadline for submission, the Company analyzes each proposal 81 

received compared to any other proposals, taking into account the 82 

supplier/marketer’s reputation, reliability of supply, and price. The Company 83 

compares the differences between each proposal and some purchase standard, 84 
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usually a supply plan, with careful attention being paid to different proposed 85 

pricing points, demand charges, flexibility and cost. 86 

As a general rule, and with respect to the time periods at issue in this docket, the 87 

Company selects the vendor that proposed a qualifying offer with the least 88 

expected cost. While there can be exceptions to this general rule (such as due to 89 

downgrades in a vendor’s financial status, reliability concerns, or operational 90 

issues), they are not relevant to the selections made in this proceeding. 91 

This procedure is designed to ensure that the Company obtains competitive 92 

prices, terms and conditions for the purchase of gas. It is also designed to, and 93 

does, comply with all applicable laws and regulations including the Public Utilities 94 

Act and the Commission’s rules. 95 

Q. What were the results of the bidding process for the contracts pertaining to 96 

2006?  97 

A. AEM submitted the best bid for both the November 2005 Contract and the 98 

November 2006 Contract and was therefore selected as the Company’s supplier. 99 

For the November 2005 Contract, AEM was the only bidder. The Company 100 

analyzed the bid and determined that AEM’s bid was competitive and 101 

reasonable. Therefore it awarded the November 2005 Contract to AEM. 102 

For the November 2006 Contract, AEM received three bids, one of which was 103 

rejected for nonconformance. The Company analyzed the other two bids and 104 

determined that AEM’s bid was the best, including because it would have the 105 

least expected cost. Therefore it awarded the November 2006 Contract to AEM. 106 
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Q. Was the Company’s award of the gas supply contract to its affiliate in 107 

accordance with the Commission’s regulations? 108 

A. Yes. The Company entered into the gas supply arrangement after conducting a 109 

competitive bidding process in accordance with all Commission rules and 110 

regulations. The Company’s procurement process was sound and, as expected 111 

by the Commission, results in a competitive price to the utility for gas.  112 

AEM markets gas throughout the United States, mostly to unaffiliated customers. 113 

Likewise, Atmos has purchased gas from many companies besides AEM 114 

including for the Harrisburg zone. From November 1997 through 2006, the 115 

Company obtained gas supply on TETCO from twelve different suppliers. In fact, 116 

during that period AEM only provided gas from April through August 1999 and 117 

then from November 2003 on. Attached to my prefiled supplemental direct 118 

testimony as Exhibit 2.2 is a list of these suppliers.  119 

 As is prudent, AEM was awarded the gas supply contract only when it submitted 120 

the best bid. I believe that in two instances, including for the November 2005 121 

Contract, AEM was the only bidder – but the protections of competitive bidding 122 

remain in place because AEM did not know that it would be the only bidder. As 123 

mentioned above, the November 2006 Contract received two additional bids, one 124 

of which was rejected for being nonconforming. The price for baseload gas under 125 

both contracts was the same. 126 

The terms of the AEM contract included the price of gas, the price of the peaking 127 

service, the terms of incremental purchases by the company and the supplier 128 
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remedy for taking less gas than was nominated by the buyer. The Company 129 

conducted a thorough analysis of the bids in accordance with its bid procedures 130 

and determined to enter into the contract with AEM in order to provide service to 131 

its customers.  132 

Q. Please discuss the pricing mechanism for baseload gas purchased under 133 

the supply contract with AEM? 134 

A. The Company solicited bids for delivered gas supply based on Platts inside 135 

FERC’s Gas Market Report (IFGMR) East Texas index on TETCO. Through this 136 

process, the contract was awarded to AEM at the baseload price of Texas 137 

Eastern Transmission East Texas first of month index as published in IFGMR ''''''''' 138 

''''''''''''''''' '''''''''''''. This price applied to baseload purchases for both contracts. 139 

Q. Was this price reasonable? 140 

A. Yes. As much as any party might like to pay a lower price, the Company cannot 141 

specify the price at which it will buy gas. Instead, it follows a bidding process in 142 

order to arrive at a competitive price. For both the November 2005 Contract and 143 

the November 2006 Contract, the lowest price available to the Company was the 144 

Inside FERC East Texas index price ''''''''''' '''''''''''''''''''' ''''''''''''''' Thus this was a 145 

reasonable price reached through the competitive bidding process that I 146 

discussed earlier. 147 

 While that is enough to show that it was prudent for the Company to accept these 148 

bids arrived at through the competitive bidding process, I also previously 149 

examined pricing data for utilities that Commission Staff indicated were 150 
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comparable to the Company. My analysis of that data indicated that Atmos paid 151 

significantly less for its baseload gas than all of these other utilities during the 152 

time period that Staff provided pricing information. While there is no requirement 153 

to obtain the lowest commodity pricing (and one would expect prices to fluctuate 154 

over time), the fact that the Company has obtained the lowest pricing of the 155 

group of utilities identified by Staff as comparable is another indication that the 156 

November 2005 Contract and November 2006 Contracts were reasonably priced. 157 

Q. Is the Company’s gas supply tied to a particular supply point? 158 

A. No. The Company’s RFP requires gas to be delivered to the Harrisburg city gate. 159 

Therefore, the suppliers can and do obtain gas from various supply points. The 160 

supplier’s purchasing decisions are not part of the Company’s analysis. Rather, 161 

the suppliers are required to bid the price at which they will commit to deliver gas 162 

to Harrisburg. 163 

 The Company requests bids based on an index in order to be able to more 164 

readily compare bids by different suppliers. The Company has been requesting 165 

bids based on the Inside FERC East Texas index as a means of standardizing 166 

bids and providing a benchmark. Regardless of the index used, a bidder faces 167 

the same quandary (wanting to price higher than their cost, but low enough to get 168 

the business) regardless of the index used. Generally a supplier is familiar 169 

enough with the different indices to submit a price based on any of them. 170 

Q. Please discuss the use of Louisiana versus Texas Basis Pricing?  171 
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A. In determining whether a particular index pricing is reasonable, both the index 172 

and any additions to or subtractions from the index must be taken into account. 173 

For example, in the context of a bank loan, the same borrower might be eligible 174 

for an interest rate of Prime minus 1% or LIBOR plus 2% -- the fact that the 175 

LIBOR rate has a higher “adder” does not mean that pricing on a LIBOR basis 176 

would be a bad idea. An experienced borrower would take into account current 177 

market conditions in determining whether a particular index is better than 178 

another. Often which index and “adder” is used is not truly important other than 179 

as a means to compare to market pricing.  180 

 Because of volatility in the marketplace due to Hurricane Rita and Katrina, the 181 

price differential between prices in Texas versus prices in Louisiana increased. 182 

Prices in Texas traded at a significant discount to prices in Louisiana because 183 

there was significant production loss related to the storms. The outlook for 184 

Louisiana supply returning to historical levels was uncertain due to the extensive 185 

damage to production platforms, processing plants, and natural gas 186 

infrastructure. 187 

At the time of the RFP (September 2005) for the November 2005 Contract, the 188 

forward prices for Texas were trading at a significant discount to Louisiana and 189 

NYMEX related prices. Therefore, a Texas-based price ''''''''' '''''' ''''''''''''''' ''''' ''''''''''''''''' 190 

'''''''''''''' was a prudent decision because Texas prices were trading at a discount to 191 

Louisiana and NYMEX prices. The Company based this assessment on its 192 

knowledge of the market. 193 
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This was still the case at the time of the RFP (October 2006) for the November 194 

2006 Contract. In this case, the Company was actually able to compare two bids 195 

with different indices and adders. One was '''' ''''''' '''''''''''' '''''''''''', but based on the 196 

Company’s assessment of market conditions this ''''''' '''''''''''' '''''''''''' would have 197 

resulted in a higher cost of baseload gas to its customers than the Inside FERC 198 

East Texas index '''''''''' ''''''''''''''''' ''''''''''''''. 199 

Q. Please describe the form of the November 2005 Contract and the November 200 

2006 Contract? 201 

A. The North American Energy Standards Board has created a standard base 202 

contract and general terms and conditions for the purchase and sale of gas. 203 

Parties frequently use this standard form for gas supply arrangements. The 204 

contract form anticipates that there will be certain variations, including pricing, to 205 

be handled in addenda to the base agreement. This contract form is an industry 206 

standard. 207 

 The NAESB contract was used by AEM and the Company for both the November 208 

2005 Contract and the November 2006 Contract, as well as in other years. The 209 

initial base contract was entered into between the parties in 2003. The base 210 

contract was the standard form with certain alterations set forth in an Addendum 211 

A. Other addenda have been agreed to over time that were unrelated to Illinois; I 212 

do not discuss these here. The base contract applies in multiple years. A copy of 213 

the base contract and Addendum A are attached to my prefiled supplemental 214 

direct testimony as Exhibit 2.3. 215 
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 Year-to-year variations are set forth in Addendum D to the base contract. These 216 

variations include the pricing that I described earlier. They can include other 217 

specific items that might vary in certain years. Thus, there are separate Addenda 218 

D that apply to the November 2005 Contract and the November 2006 Contract. 219 

Addendum D for the November 2005 Contract is attached to my prefiled 220 

supplemental direct testimony as Exhibit 2.4. Addendum D for the November 221 

2006 Contract is attached to my prefiled supplemental direct testimony as 222 

Exhibit 2.5. Taken together, Exhibits 2.3 and 2.4 constitute the November 2005 223 

Contract. Taken together, Exhibits 2.3 and 2.5 constitute the November 2006 224 

Contract. 225 

Q. Please address how incremental purchases are handled under the AEM 226 

supply contract? 227 

A. Baseload pricing refers to the pricing of gas up to quantities specified by the 228 

Company in its first-of-month (FOM) nominations. As this amount is a prediction, 229 

the Company may, on any given day, actually require more gas than is specified 230 

in its FOM nomination. In order to serve its customers, the Company needs to be 231 

able to cause the supplier to deliver additional quantities. The contract specifies 232 

the price at which the supplier will deliver these additional quantities to the 233 

Company. This is commonly referred to as a swing or incremental purchase. 234 

In this case, when the Company’s FOM nominations are less than deliveries by 235 

AEM, the Company purchases the additional volumes at the ''''''''''' '''''''''''' ''''''''''''''''''''' 236 

'''''''''''''''''' ''''''''''' ''''''''''''''''''''''' '''''''''' price for the relevant day. The price and terms of 237 
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these purchases are set forth in Addendum D to both the November 2005 238 

Contract and the November 2006 Contract. This pricing was included in the bids 239 

evaluated by the Company in its competitive bidding process. 240 

I believe that pricing incremental purchases at the '''''''''' ''''''''''''''''''''''' spot price is a 241 

reasonable approach to meeting the Company’s need for additional gas and is 242 

not at all unusual for Harrisburg or, in my experience, TETCO generally. The 243 

pricing for incremental purchases in this case is reasonable and based on market 244 

forces as manifested in a competitive bid. 245 

Q. What happens if the Company uses less gas than it committed to purchase 246 

under the relevant agreement?  247 

 Section 3 of the NAESB standard terms and conditions requires the seller to sell 248 

and deliver, and the buyer to receive and purchase, the Contract Quantity. In this 249 

case it is the amount of the FOM nomination for the month in which service is 250 

provided. A remedy is provided in the event the seller does not purchase the 251 

required quantity (or, for that matter, if the seller is unable to provide the required 252 

quantity). In this case, the parties elected to use the NAESB terms for using the 253 

“cover standard” that are set forth in Section 3.2 of the NAESB standard terms 254 

and conditions. 255 

 Section 3.2 allows an opportunity for the seller to attempt to cover any failure to 256 

purchase by trying to sell the unused gas to a third party (and for the buyer to 257 

cover any failure by a seller to deliver the gas by purchasing the gas from a third 258 

party). However, with respect to daily purchases of gas there is no opportunity for 259 
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the seller to sell to a third party. It must keep available the full FOM nominated 260 

quantity of gas and it only learns of the amount that has not been sold at the end 261 

of the day.  262 

Section 3.2 contemplates this and provides that if after using commercially 263 

reasonable efforts the seller is unable to sell the unused gas to a third party, the 264 

buyer must pay the seller any unfavorable difference between the contract price 265 

and the spot price, adjusted for transportation, multiplied by the difference 266 

between the contract quantity and the quantity actually delivered on the relevant 267 

days. In essence, this assumes that any failures by the buyer to purchase the 268 

required quantity of gas on a given day can be mitigated by the seller’s ability to 269 

sell the gas at the agreed spot price. 270 

 Therefore, in the case of the Company’s failure to purchase the required quantity 271 

of gas from AEM, Section 3.2 requires the Company to pay any unfavorable 272 

difference between the agreed baseload price and the spot price. As determined 273 

by the '''''''''''''''' '''''''''''''''' '''''''''''''''''''''', the spot price is ''''''' ''''''''' '''''''''''' ''''''''''''''''''' ''''''''''''' 274 

''''''''''''''''''''''' ''''' ''''''''' ''''''''''''''''''''''''' '''''''''''''''''' '''''''''''''''''' ''''' ''''''''''''''''''' ''''' ''''''''' ''''''''''''''''''''' 275 

''''''''''''''''''' '''''''''''''''''''''' '''''''' '''''''''''' '''''''''' '''''''''''''''' ''''''''''''''' 276 

 Therefore, on days that the Company did not purchase the nominated quantity of 277 

gas, and the spot price was less than the baseload price, the Company was 278 

required under Section 3.2 to pay to AEM the difference between the baseload 279 

price and the spot price. 280 
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 If the Company did not purchase the nominated quantity of gas but the spot price 281 

exceeded the baseload price, no remedy was required to be paid because there 282 

is no “unfavorable difference” between the spot price and the baseload price—283 

the contract assumes the seller is made whole by owning gas that has a higher 284 

value than the price that it would have gotten had the Company received the full 285 

nominated quantity. 286 

 I must point out however, that although no further action is required by the 287 

contract when the spot price exceeds the baseload price, AEM made a practice 288 

of paying the Company the difference between the spot price and the baseload 289 

price where that price was favorable. This resulted in additional amounts being 290 

credited to the Company than was required under the Agreement. 291 

Q. Please discuss the Company’s peaking arrangement.  292 

A. As part of the Company’s gas supply procurement process, the Company 293 

forecasts a seasonal gas supply plan based on normal weather. Its gas 294 

procurement must ensure that the Company is able to meet peak design day 295 

demand. This is anticipated to occur in the coldest months. For the 2006-2007 296 

season, the Company forecast that it would need to provide for a 4700 297 

dekatherms MDQ (maximum daily quantity) on a given day, and that it would 298 

need the option to take an additional 2900 dekatherms on ten days during the 299 

winter period. This option to take an additional 2900 dekatherms on ten days 300 

during the winter period is referred to as peaking service and is a common way of 301 

addressing the fact that demand for natural gas depends significantly on 302 
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unpredictable weather. Utilities use this approach to avoid paying year round for 303 

capacity they only need for a few days out of the year. This was a component of 304 

the gas supply arrangements for which bids were sought in the competitive 305 

bidding process.  306 

Q. What were the terms of the peaking service provided by AEM?  307 

A. AEM provided peaking service for up to 2900 dekatherms per day for a total of 308 

up to 10 days during the peaking period, at an agreed price, plus a demand 309 

charge of ''''''''''''''''''' per month. The November 2005 Contract specified a peaking 310 

period of November 2005 through March 2006. The November 2006 Contract 311 

refined this to cover only December 2006 through February 2007. During 2006, 312 

then, the peaking service was provided for four months (January, February, 313 

March and December), incurring demand charges equal to '''''''''''''''''''''' for the year. 314 

Q. How was the peaking service selected?  315 

As with other provisions in the gas supply contract, the terms of the peaking 316 

service were arrived at through the competitive bidding process in accordance 317 

with the Commission’s rules and regulations. The Company analyzed the bids it 318 

received and selected the bid it believed to represent the lowest overall expected 319 

cost for all of the services required as a whole. This means that the Company 320 

selects the best overall package, even if a particular component of a bid such a 321 

peaking could be obtained at a lower rate as part of a bid that is more expensive 322 

as a whole. In general, this means that baseload pricing will be the key 323 

determinant of a bids’ superiority. As indicated previously, AEM’s bid was the only 324 
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bid the Company received for the November 2005 Contract. For the November 325 

2006 Contract, AEM and the other evaluated bidder specified different peaking 326 

charges. The other bidder’s peaking charges were estimated to be lower than 327 

AEM’s. However, the difference was not great enough to make the overall 328 

contract more favorable to the Company. Because AEM’s bid was more favorable 329 

overall it was the appropriate selection.  330 

Q. Does this conclude your testimony? 331 

A. Yes. 332 


