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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. Have you filed other prepared testimony in this proceeding? 5 

A. Yes, in this proceeding the Company filed supplemental direct testimony and 6 

rebuttal testimony that I prepared. 7 

Q. What is the purpose of your testimony? 8 

A. The purpose of my surrebuttal testimony is to respond to the prefiled rebuttal 9 

testimony of Staff witness David Rearden (ICC Staff Ex. 4.0), and in particular to 10 

address the recommendations regarding adjustments to the Company’s 11 

proposed reconciliation summary made by the Commission Staff witness in this 12 

docket.  13 

Q. Are you sponsoring any Exhibits to your Testimony? 14 

A. Yes. I am sponsoring the following Exhibits:  15 

Exhibit 4.1 – Supply demand charge comparison 16 

Exhibit 4.2 – RFP Original Analysis 17 

Exhibit 4.3 – RFP Corrected Analysis 18 

Exhibit 4.4 – Responses to data requests POL 3.1 and POL 3.2 19 
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Exhibit 4.5 – Comparable utility comparison 20 

Exhibit 4.6 – Comparable utility comparison cylinder charts 21 

 Exhibits 4.1, 4.2, 4.3, 4.5, and 4.6 contain proprietary information and are being 22 

provided on a confidential basis. 23 

Q. Please summarize the open issues in this docket? 24 

A. Staff witness Rearden recommends two adjustments, both of which relate 25 

to the Company’s gas supply contracts with its affiliate, Atmos Energy Marketing 26 

(“AEM”). First, Staff witness Rearden wants to impose a reduction of $345,805 by 27 

using a price different than that set forth in those contracts. Second, he 28 

recommends that the Company not be reimbursed for the peaking service it 29 

utilized under the supply contracts, totaling payments of $112,396. These two 30 

adjustments recommended by Staff witness Rearden total $458,201.  31 

Q. Please summarize the Company’s response to the adjustments 32 

recommended by Staff witness Rearden? 33 

A. The Company continues to disagree with the adjustments proposed by Staff 34 

witness Rearden. The Company acted prudently and reasonably in entering into 35 

its gas supply arrangements and the prices for that gas for which it seeks 36 

recovery in this docket were fair, reasonable and competitive. My surrebuttal 37 

testimony will explain the Company’s disagreement with the adjustments 38 

proposed by Staff witness Rearden and will address errors in Staff witness 39 

Rearden’s testimony, including:  40 
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• That Staff witness Rearden’s testimony incorporates flawed logic regarding 41 

index adders and changes in market prices over time;  42 

• That Staff witness Rearden’s testimony does not consider and has not 43 

comprehended the full cost of gas supply, including all components of 44 

demand, transport commodity and commodity cost; and 45 

• That Staff witness Rearden fails to consider that the Company saved one 46 

million dollars in Texas Eastern pipeline demand charges for the benefit of our 47 

Illinois customers from 2003 to 2006. 48 

Ultimately, Staff witness Rearden, on the basis of entirely hypothetical objections, 49 

is criticizing the Company for obtaining a price that can be shown to have been 50 

the lowest of four Illinois utilities taking service on TETCO in one contract year, 51 

the second lowest in the second contract year, for choosing the lowest bidder to 52 

supply gas, and for taking actions that can be shown to have saved in excess of 53 

a million dollars for its customers. 54 

Q. To what operating zones does your testimony relate? 55 

A. The Company operates five zones in Illinois. The adjustments proposed by Staff 56 

witness Rearden relate only to the Harrisburg zone. Therefore, except as 57 

otherwise stated, the remainder of my testimony speaks only to the Company’s 58 

Harrisburg zone.  59 
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Q. Please summarize Staff witness Rearden’s objection to the price paid by 60 

the Company for baseload gas? 61 

A. Staff witness Rearden testified that the price in the November 2005 Contract was 62 

imprudently high. His basis for the pricing being imprudently high is that it was 63 

higher than it was in the prior year’s contract. He concluded that the price in the 64 

November 2006 Contract was imprudently high because it was the same price as 65 

it was in the November 2005 Contract. 66 

Q. Do you have any particular gas procurement expertise? 67 

A. Yes. In addition to being very familiar with gas procurement practices and 68 

markets in my role as Vice President—Regulatory, I also was previously the 69 

Director, Regional Gas Supply Operations for Atmos Energy Services, LLC prior 70 

to being promoted to my current position. In that capacity, I was responsible for 71 

the gas procurement for seven states which are served by approximately fifteen 72 

different interstate pipelines and a total storage capacity of approximately 22 Bcf.  73 

Q. Based on your experience in gas procurement, do you believe it is 74 

reasonable to assume that index adders and the origin for a price should 75 

not change from year to year? 76 

A. No. Prices change from year to year as does the origin of index adders. The fact 77 

that an index adder was available in one year does not mean that the same index 78 

adder will be available in future years. As is typical of any market, conditions in 79 
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the natural gas market change daily and it is naïve to assume that prices will 80 

remain the same year after year. In particular, index adders were changing at the 81 

time periods at issue in this case due to changing differentials between indices. 82 

Staff witness Rearden’s assumption that index adders do not change from year 83 

to year is unreasonable. The fact that Staff witness Rearden’s prudence 84 

determination is based predominantly on reviewing the change in adder from one 85 

year to the next highlights a lack of understanding of the natural gas market. My 86 

analysis is based on a review of the results of competitive bidding processes, an 87 

informed analysis of market conditions (including a review of other factors that 88 

affect the ultimate cost of gas), and a direct comparison with prices paid by other 89 

Illinois utilities that Staff believes are similarly situated. This is a much more 90 

appropriate method for examining prices. 91 

Q. Was the price used by Staff witness Rearden to evaluate the prudency of 92 

the Company’s purchases available to the Company during 2006 for its 93 

baseload gas requirements? 94 

A. No. Staff witness Rearden believes that the Company should have purchased 95 

gas at a price that was not available to it. It could not have purchased gas at 96 

Texas Eastern ETX flat at the time of the RFPs. 97 

 Staff previously identified certain other Illinois utilities that also obtained gas 98 

along TETCO. Staff has previously stated that these utilities were similarly 99 
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situated to the Company. None of those Companies were able to obtain a flat 100 

Texas Eastern ETX price during this time period. 101 

Q. Please respond to Staff witness Rearden’s assertion that removing 102 

potential bidders from the solicitation was imprudent? 103 

A. Staff witness Rearden admits it is unknowable whether more bids would have 104 

been received if the Company had used an affirmative option instead of an 105 

negative option. Staff witness Rearden states that “it simply does not follow that 106 

not bidding in one year means that it will not bid the following year.“ (Staff Ex. 4.0 107 

at 9:179-180). However, the Company did not eliminate entities on the mailing list 108 

for “not bidding in one year,” rather the Company only eliminated entities on the 109 

mailing list that had never bid and also failed to state their interest in ever doing 110 

so. The Company’s RFP process merely removed the entities least interested in 111 

bidding. Even suppliers with a marginal or potential interest in bidding would 112 

confirm to us that they wanted to stay on the list and receive further RFPs. It is 113 

their business to do so. 114 

 Empirically, more bidders participated in the 2006 RFP (three) than in the 2004 115 

RFP (one), yet Staff witness Rearden identifies the price set in the 2004 RFP as 116 

prudent and questions the results of the 2006 RFP. If the number of suppliers on 117 

the mailing list is dispositive for Staff witness Rearden of the process, the 118 

Company solicited almost twice as many suppliers in the 2006 RFP (twenty-two) 119 

than in the 2004 RFP (twelve). Based on Staff witness Rearden’s criteria this 120 
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should result in a likelihood of obtaining a more competitive price in its RFP for 121 

the November 2006 Contract. 122 

Q. Please respond to Staff witness Rearden’s statements regarding the 123 

reduction in the number of bidders resulting from the fact that the 124 

Company did not directly lease capacity on TETCO? 125 

A. I do not agree that the fact that the Company did not have capacity on TETCO 126 

necessarily reduces the number of bidders. Gas marketing companies obtain 127 

capacity on TETCO and other pipelines to conduct their business. While TETCO 128 

is currently fully subscribed (and therefore pipeline capacity can only be obtained 129 

from entities already having capacity) there is a secondary market for transport or 130 

for delivered supply that marketers can use to serve Harrisburg.  131 

 Staff witness Rearden accepts that the Company was obtaining a competitive 132 

price prior to the November 2005 Contract, when it also did not have its own 133 

transportation capacity on TETCO. Staff witness Rearden’s assumption that the 134 

number of bidders was reduced is belied by the fact that there were numerous 135 

bidders throughout this period and that AEM was, as a rule, not the winning 136 

bidder. 137 

Staff witness Rearden provided no evidence to show that there was in fact a 138 

smaller number of bidders, no evidence to show that a smaller number of bidders 139 

resulted in an above-market price under these circumstances (particularly net of 140 

expected savings from not paying pipeline demand charges) and no evidence to 141 
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show that the price that the Company contracted for was “above” market value. 142 

Quite the opposite; the evidence supports the conclusion that numerous 143 

suppliers other than AEM could and did bid for the Company’s gas supply 144 

contracts and that the pricing the Company received in both the November 2005 145 

Contract and the November 2006 Contract was both competitive and in 146 

alignment with the pricing the other Illinois utilities received during the same time 147 

period. 148 

Q. Please respond to Staff witness Rearden’s statements regarding the 149 

decision to have delivered service or transportation capacity? 150 

A. As I have stated, reasonable minds can differ whether delivered service or 151 

transportation capacity is optimal. Staff witness Rearden has conceded that “in 152 

general, neither transported nor delivered service is always lower cost.” (Staff Ex. 153 

4.0 4:80-81). My analysis of the effect of using delivered service in this case 154 

shows that there was a significant net savings to customers over the years. While 155 

there are benefits to having transport capacity, there are also costs. It is not 156 

imprudent for a Company to examine those costs and benefits and determine to 157 

release capacity. 158 

 As I have stated, in this particular case, I believe the Company did in fact save 159 

money over time by going to a delivered service. Staff witness Rearden does not 160 

really dispute this although he does point out that it is difficult to ascertain the 161 

amounts with a good degree of certainty. And he is right to point out that each 162 
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approach has pros and cons that may outweigh cost savings. In light of this 163 

uncertainty the Company’s decision-making cannot be said to be imprudent. If 164 

the Company has reason to believe it could be less expensive for the Company 165 

to obtain delivered service, then there is no basis to believe that it is imprudent to 166 

take this approach.  167 

 Staff witness Rearden generally agreed that no evidence of a causal relationship 168 

between the previous decade’s assignment and a price change had been 169 

demonstrated before he went on to speculate what that evidence might be. 170 

These speculations are not facts. Staff witness Rearden’s reliance on an 171 

assumption that the Company received fewer bids is improper both because it is 172 

based on an ungrounded assumption, and because in any event the entities 173 

bidding on the Company’s RFPs did not know the number of bids the Company 174 

was receiving. The bidding entities could not bid a very high price, as Staff 175 

witness Rearden suggests, because the bidding entity would risk losing the 176 

contract by not submitting the lowest bid. Furthermore, what Staff witness 177 

Rearden considers to be a high price in this Docket was actually the lowest price 178 

paid for the November 2005 Contract period and the second lowest price paid for 179 

the November 2006 Contract period among the Company and the three utilities 180 

identified by Staff as comparable. 181 

Q. Did the Company save money for its customers by avoiding pipeline 182 

demand charges? 183 
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A. Yes. As I have stated previously, the Company saved money for its customers by 184 

relying on a delivered service. In response to Staff Data Request 2.1, we 185 

prepared a comparison of the supplier demand charges we paid for delivered 186 

service from November 2003 through December 2006 to the demand charges 187 

that we would have paid to hold the same necessary pipeline capacity on Texas 188 

Eastern. That analysis is attached to my testimony as Exhibit 4.1. Exhibit 4.1 189 

contains proprietary information and is being provided on a confidential basis. 190 

 As shown in Exhibit 4.1, the estimated savings exceeds one million dollars. 191 

Supply portfolios can change over time, as Staff witness Rearden states, but 192 

hypothetical contract changes cloud the issue. Based on its actual supply 193 

portfolio, if the Company had held capacity on TETCO equal to the MDQ it was 194 

entitled to receive under its delivered service contracts, the Company’s 195 

customers would have paid in excess of a million dollars more than they paid 196 

over this period. And that amount only relates to the three year period we 197 

examined; I believe there would be similar savings both prior to and after that 198 

period, which would make for multimillion dollar savings over the time period at 199 

issue. 200 

 Q. Please respond to Staff witness Rearden’s statement that United Cities 201 

never informed the Commission or Staff regarding the assignment of 202 

capacity in 1996 to Woodward Marketing? 203 
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A. I do not understand how Staff witness Rearden can testify to what happened, or 204 

more precisely what didn’t happen, in 1996. I do know that United Cities informed 205 

the Commission of the decrease in capacity that it held on TETCO resulting from 206 

the assignment. I am not aware of whether there was any additional information 207 

regarding the assignment that was shared with Staff or the Commission. It seems 208 

unlikely that Staff was completely unaware of the capacity reduction since Staff 209 

reviewed the gas procurement contracts each year and understood that the 210 

Company was receiving a delivered service from suppliers over the decade prior 211 

to the year at issue. Also, in Staff’s annual review of the gas procurement 212 

invoices and Company’s data request responses it would be obvious that there 213 

were no pipeline demand charges being paid. 214 

I need to clarify that United Cities held four TETCO firm transportation and 215 

storage contracts in 1996. Two of these contracts were simply terminated in 216 

September 1996 with an effective termination date of October 31, 2001. 217 

Woodward Marketing did not obtain this released capacity. Woodward Marketing 218 

did obtain the interstate pipeline capacity released by United Cities to TETCO 219 

under the other two contracts. United Cities’ decision was to terminate all of this 220 

pipeline capacity and instead take delivered service. Woodward Marketing only 221 

took some of the capacity released by United Cities. 222 

Q. Did the Company follow applicable law and its RFP guidelines in awarding 223 

the November 2005 Contract and the November 2006 Contract? 224 
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A. Yes, the Company strictly observed all applicable law in awarding the November 225 

2005 Contract and the November 2006 Contract to AEM after conducting an RFP 226 

in accordance with its guidelines and policies. 227 

Q. Was the Company’s RFP processes in Illinois monopolized by AEM? 228 

A. No. For the three calendar years 2004 through 2006, the Company issued fifteen 229 

RFPs for its five operating zones in Illinois. AEM participated in BEGIN CONF 230 

***'''''''''*** END CONF out of the fifteen RFPS, and was the winning bidder 231 

BEGIN CONF ***'''''''''''*** END CONF times. This is comparable to the number of 232 

times Non-affiliate suppliers submitted winning bids. BEGIN CONF 233 

***''''''''''''''''''''''''''''''' ''''''''''''''''''''''' '''''''''''' '''''''''''''''''''' '''''''''''''''''''' '''''''''' ''''''''''''''''''''''''''''' '''''''''''''''''''''''' 234 

'''''''''''''''''' '''''''' ''''''''''''' '''''''''' ''''''''''''''''''''' ''''''' ''''''''''''''' '''''''''''''''''''''''' '''''''''' ''''''' '''''''''''''''''' ''''''''''''''' 235 

''''''' ''''''''''''' ''''''''' '''''''''''''''''''''''''''''''' ''''''''''''''''' ''''''''''''''''''''' '''''''''''''''''''''''' '''''''' '''''''''''''''''' '''''''' ''''''''''''' 236 

'''''''''''''''' ''''''''''''''' '''''''''''''''''''' ''''''''''''''''''''''' ''''''''''''''''''''''''' ''''''''' ''''''''''' '''''''''' ''''''''''''' ''''''''''''''''''''' ''''''' 237 

'''''''''''''''''' ''''''' '''''''''''''*** END CONF  238 

 As I mentioned in my rebuttal testimony, the Company’s Harrisburg zone has 239 

received bids from many companies besides AEM, and has awarded contracts to 240 

many different suppliers. In the years following the 1996 transfer of TETCO 241 

capacity, the Company has obtained gas supply on TETCO from twelve different 242 

suppliers and received bids from additional entities that were not awarded 243 

contracts. 244 
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Q. Please explain in detail the analysis and evaluation of the bids received in 245 

response to the Company’s Harrisburg IL RFP issued in September 2006 246 

for the gas purchase agreement effective November 1, 2006 through 247 

October 31, 2007 (the “November 2006 Contract”). 248 

A. As explained in previous testimony, the Company used a competitive RFP 249 

bidding process to solicit bids for natural gas supply services to Harrisburg IL. 250 

The RFP for the November 2006 Contract requested a bundled package of 251 

services to include up to 4,700 Dth/day (MDQ) Firm City Gate delivered natural 252 

gas supply during the term of the agreement and a 10-day firm city gate 253 

delivered peaking service for up to 2,900 Dth/day. The 4,700 Dth/day MDQ could 254 

be made up of first-of-month (FOM) daily quantities (to be nominated by the 255 

Company prior to the beginning of each month) and daily swing quantities (to be 256 

nominated by the Company on a day-ahead basis). The 10-day peaking supply 257 

was for the winter months December 2006 through February 2007 (to be 258 

nominated by the Company on a day-ahead basis). 259 

For the November 2006 Contract, the Company received proposals from BEGIN 260 

CONF***''''''''''''' '''''''''''''''''''''''***END CONF, BEGIN CONF***''''''''' '''''''''***END CONF 261 

of which was fully conforming to the terms of the RFP. The fully conforming bid 262 

was AEM’s proposal. One of the proposals was rejected for non-conformance 263 

because it failed to provide for anywhere near the quantity of gas stated in the 264 

RFP and required to meet the needs of the Harrisburg customers. As such, the 265 

non-conforming proposal was excluded from further evaluation. A second 266 
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proposal was essentially non-conforming because it failed to quote the preferred 267 

price index specified in the RFP, Inside FERC Texas Eastern ETX.  268 

This second proposal had two additional shortcomings for its base load supply 269 

bid  – first, it only bid for 4,000 MDQ rather than for 4,700 MDQ specified in the 270 

RFP, and second, it only bid to provide supply for the period November 2006 271 

through March 2007, rather than the twelve-month period through October 2007 272 

specified in the RFP. In order to be considered a conforming proposal, the 273 

supplier agreed to modify its bid up to 4,700 MDQ for twelve months, but pricing 274 

was to remain at the alternate index point that the supplier proposed.  275 

To facilitate the analysis of the competitive bids, the Company did not disregard 276 

this second proposal from further evaluation, but rather adapted the evaluation 277 

by utilizing the historical pricing of the alternate index point proposed, Inside 278 

FERC Texas Eastern M3. I will refer to this as the “M3 supplier” to protect the 279 

confidential identity of that party. 280 

The Company evaluated the BEGIN CONF***'''''''''***END CONF proposals 281 

through a comparative cost analysis. The Company prepared an annualized cost 282 

comparison of the bid components including supplier demand charges and 283 

commodity pricing for the estimated normal annual purchase quantities. 284 

The analysis of AEM’s proposal included the following annualized cost 285 

components totaling $6,319,608:BEGIN CONF*** 286 

∋∋∋∋∋∋∋   ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋287 
∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋ ∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋288 
∋∋∋∋ 289 
 290 
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∋∋∋∋∋∋∋   ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋291 

∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋ ∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ 292 

∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋ ∋∋∋∋∋∋∋∋293 

∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ 294 

• '''''''''''''''''''''''''''' ''''''''''' '''''''' '''''''''''' '''''''''''''''' ''''' '''''''''''''''' '''''''''''''''' '''''''''''''' ''''''''''''''''' ''''''''''' 295 

'''''''''' ''''''''''''''''''' '''''' ''''''''''''''''''' ''''''''' ''''''''''''''''''''''' '''''''''''''''''' '''''''''''''''' '''''''''''''''''''' 296 

''''''''''''''''''''''''' ''''''''' ''''''''''''' '''''''''''''''' ''''''''''''''' ''''''''''''''''' '''''''''' ''''''''''''''''''''' ''''''''''''' '''''' '''''''' 297 

'''''''''''''''' '''''''''''''''''''' ''''''''''' '''''''''''''''' '''''''''''''''''''''''' ''''''''''' '''''''''''' ''''''''''''' '''''' '''''''''''''''''' '''''' 298 

''''''''''''''' ''''' ''''''' ''''''''''''''''''''''' '''''''''''''''' ''''''''''''''''' ''''' ''''''' '''''''''''''''''''''''' 299 

• ''''     ''''''''''''''''' ''''''''''''''''' ''''''''''''''''''''''''' ' ''''''''''' '''''''''''''''''' '''''' ''''''''' ''''''''''''''''' ''''''''''' 300 

'''''''''''''''' '''''''''''''''''''' '''''''''' ''''' '''''''''''''''' '''''''''''''''''' '''''''' '''''''''''''''''''''''''' ''' '''''''''''''''''' '''''''' 301 

'''''''''''''''''''''''' '''''''''''''''''' '''''''''''''''' '''''''''''''''''''''' ''''''''''''''''''''''''***END CONF 302 

 303 
The analysis of the M3 supplier’s proposal included the following annualized cost 304 

components totaling $6,765,285:BEGIN CONF***   305 

∋∋∋∋∋∋∋              ∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ 306 
∋∋∋∋∋∋∋     ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋307 

∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋ ∋∋∋∋∋∋∋∋∋∋∋∋∋ ∋∋∋∋∋∋∋∋∋ ∋∋∋∋ ∋∋∋∋∋ ∋∋∋∋∋308 
∋∋∋∋∋∋∋∋∋∋∋ 309 

• '''''''''''''''''''''''' ''''''''''' ''''''''' '''''''''' '''''''''''''' ''''' '''''''''''''' '''''''''''''' '''''''''''''''' ''''''''''''''''''' ''''''' 310 
'''''''''''''''' ''''''' '''''''''''''''''' ''''''''' ''''''''''''''''''''''''' '''''''''''''''''' ''''''''''''''''' '''''''''''''''''''''''' 311 
'''''''''''''''''''''''''' '''''''''' ''''''''''''' '''''''''''''''' '''''''''''''' '''''''''''''''''' ''''''' '''''''''''''''''''' ''''''''''''' ''''''' '''''''' 312 
'''''''''''''''' '''''''''''''''''' ''''''''''' '''''''''''''''''''' '''''''''''''''''''''''''''' ''''''''''' ''''''''''''' ''''''''''' '''''' '''''''''''''''''' 313 
'''''' ''''''''''''' '''' ''''''' ''''''''''''''''''''''''' '''''''''''''' ''''''''''''''''''' '''' '''''''' ''''''''''''''''''''''''''''' 314 

• ''''              ''' ''''''''''''''''''' ''''''''''''''''''''''''' ' ''''''''''' '''''''''''''''''''' '''''' '''''''' ''''''''''''''' '''''''''''' 315 
'''''''''''''' ''''''''''''''''''' ''''''''' ''''''''''''''''''''' ''''' '''''''''''''''' ''''''''''''''''' '''''''' ''''''''''''''''''''''''' ''' ''''''''''''''''' 316 
'''''''' ''''''''''''''''''''''''' '''''''''''''''' '''''''''''''''' ''''''''''''''''''''''' '''''''''''''''''''''''***END CONF 317 

 318 



 
Docket 06-0741 

Company Exhibit 4.0 
Filed January 6, 2012 

 

16 
 

The Company’s original annualized cost comparison indicated that AEM’s 319 

proposal resulted in approximately $450,000 less gas cost per year as compared 320 

to the second place M3 supplier proposal for the Harrisburg area natural gas 321 

supply and services requested. 322 

The Company’s original analysis set forth above in worksheet form is attached 323 

hereto as Exhibit 4.2. Exhibit 4.2 contains proprietary information and is being 324 

provided on a confidential basis. 325 

Q. Does the Company believe that its evaluation of the Harrisburg RFP 326 

proposals resulted in the selection of the least cost supplier for the 327 

November 2006 contract? 328 

A. Yes, however a subsequent review of the comparative cost analysis revealed a 329 

calculation error. A corrected comparative cost analysis was prepared which 330 

indicated that AEM’s proposal still resulted in less gas cost per year as compared 331 

to the second place M3 supplier proposal, but by an even greater savings than 332 

the original analysis. The calculation error involved AEM’s peaking demand 333 

charge. As was indicated above, the analysis calculated five months of peaking 334 

demand charge, however the RFP and the AEM bid only specified three months 335 

of peaking service and charges. Correcting this error reduced AEM’s annualized 336 

bid by BEGIN CONF***''''''''''''''''''***END CONF for a corrected comparative annual 337 

gas cost of BEGIN CONF***'''''''''''''''''''''''''''***END CONF. AEM’s proposal resulted 338 

in annual estimated gas cost savings of more than $500,000 as compared to the 339 
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second place M3 supplier proposal. The Company’s selection of AEM as the 340 

least cost supplier was appropriate and prudent. 341 

 The corrected analysis in worksheet form is attached hereto as Exhibit 4.3. 342 

Exhibit 4.3 contains proprietary information and is being provided on a 343 

confidential basis. 344 

Q. In its comparative cost analysis, did the Company consider any other 345 

historic months for the Inside FERC prices besides the period October 346 

2005 through September 2006? 347 

A. Yes, when preparing the original comparative analysis, the Company reviewed 348 

the historic Inside FERC Texas Eastern ETX and Texas Eastern M3 index pricing 349 

for the 45 months January 2003 through September 2006. In every historic 350 

month the ETX index price was less than the M3 index price. The difference 351 

ranged from a low of $.54 in August 2003 to a high of $4.12 in January 2006, with 352 

the 45 month average difference being $1.28.  353 

 The Company provided its RFP analysis that showing that AEM was the lowest 354 

bidder to Staff in April 2007, and it wasn’t until November 23, 2011 that Staff 355 

witness Rearden requested additional specific information regarding the analysis 356 

in Data Requests POL 3.1 and POL 3.2. Our responses to those requests are 357 

attached to my testimony as Exhibit 4.4. As this exhibit indicates, the analysis 358 

involved looking back at historic prices over a number of years.  359 
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Q. What other factors might the Company have considered in its comparative 360 

cost analysis? 361 

A.  The proposal from the M3 supplier did not specify if pipeline commodity and ACA 362 

costs applied to its bid. The original comparative analysis assumed they did not. 363 

However a firm backhaul from TETCO zone M3 to the Harrisburg city gates in 364 

zone M1 would have incurred pipeline backhaul and ACA charges totaling 365 

$.0501/Dth. If these charges were applicable to the other supplier’s gas supply, 366 

that would result in additional annual comparative cost savings for AEM’s bid of 367 

approximately $37,000. 368 

Q. Is it possible to calculate the actual commodity cost savings that the 369 

Illinois customers realized because the Company selected the lowest price 370 

bid for the November 2006 contract? 371 

A. Yes. Although the Company does not advocate a hindsight review of gas prices, 372 

in light of Staff witness Rearden’s doubts that the affiliate’s bid was in fact the 373 

lowest and best bid, it is possible to compare the actual FOM prices that would 374 

have been charged had the Company selected the second place bid. For just the 375 

first two months of the 2006 Contract, (November 2006 and December 2006, the 376 

Company realized commodity cost savings for the Illinois customers in excess of 377 

$100,000. The commodity savings continue into 2007, for the remaining ten 378 

months of the November 2006 Contract, January 2007 through October 2007, 379 

the Company realized commodity cost savings for the Illinois customers in 380 
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excess of $350,000. In summary, over the 12 months of the November 2006 381 

Contract, the Company realized actual commodity cost savings of approximately 382 

$450,000 by selecting the AEM lowest bid rather than the second place “M3” bid. 383 

Q. Could the Company have accepted the non-conforming bid for up to the 384 

quantity it offered, and then obtained the additional quantities from the 385 

other bidders? 386 

A. The Company does not allow one party to bid assuming unique supply 387 

parameters because it would be unfair to the other bidders and undermine the 388 

integrity of the RFP process, leading ultimately to higher prices to the Company’s 389 

customers. The RFP would have to be rebid to take into account the lower 390 

quantity of gas (and, presumably, to allow all parties to bid smaller quantities).  391 

In this instance the non-conforming bid was for 1,000 Dth/day FOM supply and 392 

1,000 Dth/day swing supply with no provision for peaking. This is a fraction of the 393 

baseload requirement stated in the RFP of 4,700 Dth MDQ and provided none of 394 

the 2,900 Dth peaking service required for December through February. Prices in 395 

any such rebid could be higher. Going back to the other bidders and asking them 396 

to submit new bids with lower quantities would likely have resulted in higher 397 

prices, or the potentially disastrous situation where the conforming suppliers 398 

declined to bid on the lower quantities.  399 

 We solicit RFPs for the full system requirements because we believe that as a 400 

rule they yield better pricing than soliciting smaller piecemeal RFPs due to 401 
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economies of scale. This approach is consistent with our approaches in other 402 

Illinois service areas. We also believe that suppliers prefer to bid on an RFP with 403 

specific terms rather than open-ended terms. That is, we believe it is likely that a 404 

bidder will elect not to bid, or will bid a higher price, on an RFP for which the 405 

quantity can be any potential amount based on other bidders’ responses. Also, 406 

obviously, if bidders are not required to bid the MDQ that the system actually 407 

requires we are more likely to end up in a situation where the bids do not actually 408 

meet the supply. 409 

 Q. How did the price the Company paid for its gas compare with price paid by 410 

other utilities served by TETCO? 411 

A. Staff provided the Company with the prices paid for other Illinois utilities served 412 

by TETCO that Staff believed were comparable. The First-of-Month (FOM) prices 413 

ranged from a NYMEX flat to a NYMEX minus $.21/Dth as well as a Gas Daily 414 

Texas Eastern M1 plus $.10/Dth and an Inside FERC Henry Hub plus $.16. 415 

Attached hereto as Exhibit 4.5 is a comparison of the actual amounts paid by the 416 

four utilities for the periods covered by the November 2005 Contract and the 417 

November 2006 Contract. The data clearly shows that the price paid by the 418 

Company was comparable to that paid by the other utilities. Exhibit 4.5 contains 419 

proprietary information and is being provided on a confidential basis. 420 

Although as I have stated previously it is not a requirement that the Company 421 

obtain the lowest price of all other utilities, based on the quantities it used during 422 
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this period, it did in fact pay the lowest amount of any of the four utilities for the 423 

period covered by the November 2005 Contract. For the period covered by the 424 

November 2006 Contract, it paid the second lowest amount. 425 

 In addition to the calculations set forth in the spreadsheet, I have also included 426 

cylinder charts showing the differences in total amounts as Exhibits 4.6. Exhibit 427 

4.6 contains proprietary information and is being provided on a confidential basis. 428 

Perhaps even better than the calculations, the charts illustrate that all of the 429 

utilities were in a fairly narrow range. For the each of the two years reviewed, the 430 

difference between the price paid by a utility and the average of the prices paid 431 

by all of the utilities never exceeded 4% and averaged less than 2%. The prices 432 

paid by the Company, which Staff witness Rearden characterizes as high, falls 433 

clearly in the expected range. 434 

For the period covered by the November 2005 Contract, the chart demonstrates 435 

that given the actual baseload commodity pricing of the Company and three 436 

other utilities, applied to the Company’s baseload purchases of 599,984 Dth, the 437 

Company’s baseload cost of BEGIN CONF***'''''''''''''''''''''''''***END CONF was the 438 

lowest of the four utilities which ranged from BEGIN CONF***'''''''''''''''''''''''''' ''''' 439 

'''''''''''''''''''''''''***END CONF. During the period covered by the November 2006 440 

Contract, applied to the Company’s baseload purchases of 714,512 Dth, the 441 

Company’s  baseload cost of BEGIN CONF***'''''''''''''''''''''''''''***END CONF was the 442 

second lowest of the four utilities, which ranged from BEGIN CONF***''''''''''''''''''''''''' 443 
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''''' '''''''''''''''''''''''''***END CONF. Compared to the prices of Utility “B”, which was the 444 

highest-cost utility, Atmos customers saved in excess of $250,000. 445 

Q. How do you respond to Staff’s argument that there is nothing on which to 446 

base an alternate price for the service? 447 

A. I disagree. The Company can award a gas supply contract to AEM only if AEM 448 

submits the low bid. As simple as it sounds, fair market price is established by 449 

the market composed of willing buyers and sellers. In this case, that fair market 450 

resulted from the request for bids process undertaken by the Company to 451 

determine the least cost bid for gas supply in its five operating zones. For one of 452 

these operating zones, Harrisburg, AEM submitted the low bid. For the operating 453 

zones in which a non-affiliate submitted the lowest bid Staff is willing accept the 454 

fair market price as established by the market. However, in the Harrisburg 455 

operating zone in which AEM submitted the lowest bid, Staff claims it is unable to 456 

determine the real fair market price. 457 

 As my analysis of the Company’s method for determining the lowest bidder 458 

describes, AEM was only selected after it had submitted the lowest bid. The 459 

protections of competitive bidding remained in place for the November 2005 460 

Contract because AEM cannot assume that it would be the only bidder. This was 461 

evident in 2006 when the Company received two additional bids (one of which 462 

was nonconforming) in response to its RFP. Even using hindsight review, it is 463 
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clear that the Company’s customers saved over $450,000 in commodity cost 464 

over the life of the November 2006 Contract through the selection of AEM.  465 

 As I previously testified, the Company obtained the lowest price of the three 466 

comparable utilities served by TETCO for the November 2005 Contract period, 467 

and the second lowest for the November 2006 Contract period. Although the 468 

Company is not required obtain the lowest commodity pricing, the fact that it did 469 

obtain favorable pricing compared to the group of utilities identified by Staff as 470 

comparable is another basis for establishing that the November 2005 Contract 471 

and November 2006 Contract were reasonably priced. 472 

 Rather than stating that there is no “alternate price” for the gas purchased by the 473 

Company for its customers, Staff witness Rearden ought to accept that the 474 

“alternate price” is significantly higher than the price that the Company paid for 475 

gas, affirming the Company’s prudent approach to gas supply. 476 

Q. How do you respond to Staff’s proposed disallowance for its peaking 477 

service? 478 

A. Staff witness Rearden recognizes that the Company’s peaking service had value. 479 

(Staff Ex. 4.0 11:224). Yet Staff witness Rearden inexplicably proposes to not 480 

allow the Company to recover any costs for providing the peaking service. While 481 

the Company would like to pay lower prices for any service if those prices are 482 

available to it, the Company would never be able to obtain peaking service for 483 

free under any foreseeable circumstances. 484 



 
Docket 06-0741 

Company Exhibit 4.0 
Filed January 6, 2012 

 

24 
 

 Instead the Company is only able to accept the best offer that is available to it. 485 

The Company accepted the contract that was the most favorable as a whole. As 486 

indicated above, the peaking service was part of its analysis. 487 

 Our customers benefitted from the peaking service in that it assured them of 488 

continued service in the event of unusually high (but reasonably possible) 489 

demand. As with other mechanisms to minimize the effect of risk, such as 490 

insurance contracts, the benefit is received whether or not the service is actually 491 

put to use. The cost of that service was determined by competitive bid and 492 

should not be disallowed. 493 

Q. How do you respond to Staff witness Rearden’s statements that the 494 

Company has an obvious incentive to favor its affiliates in RFPs? 495 

A. He is incorrect. To begin with, there was no favoring of AEM in the instant RFPs; 496 

as indicated more often than not AEM did not win the contract for this area and 497 

no one has provided any evidence that AEM was favored—the only error 498 

identified in the bid analysis was against AEM. 499 

Atmos takes its public responsibilities as a utility and a public company very 500 

seriously. The idea that we would have an incentive to risk our reputation and the 501 

significant regulatory and financial repercussions from unfairly favoring its affiliate 502 

in any case is a stretch under any circumstances. To suggest that we have an 503 

incentive to run those risks in order to get a gas supply contract to serve less 504 

than one half of one percent of our three million customers, particularly where 505 
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that contract is at prices that are lower than those paid by other utilities on the 506 

same pipeline, is a severe misunderstanding of our business. 507 

Q. Does this conclude your testimony? 508 

A. Yes. 509 


