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STATE OF ILLINOIS 

ILLINOIS COMMERCE COMMISSION 
 

 
Illinois Commerce Commission 
On Its Own Motion 
        -vs- 
Atmos Energy Corporation 
 
Reconciliation of revenues collected under 
gas adjustment charges with actual costs 
prudently incurred. 

: 
: 
: 
: 
: 
: 
: 
: 

 
 
No. 06-0741 
 

 

 
INITIAL BRIEF OF STAFF OF THE 

ILLINOIS COMMERCE COMMISSION 
 
 NOW COMES Staff (“Staff”) of the Illinois Commerce Commission 

(“Commission”), by and through its undersigned counsel, pursuant to Section 200.800 

of the Commission’s Rules of Practice (83 Ill. Adm. Code 200.800), and respectfully 

submits its Initial Brief in the instant proceeding. 

I. INTRODUCTION & PROCEDURAL BACKGROUND 

 On November 21, 2006, the Illinois Commerce Commission (the “Commission”) 

issued an Order commencing a Purchase Gas Adjustment (“PGA”) reconciliation 

proceeding for Atmos Energy Corporation (“Atmos” or “Company”) pursuant to Section 

9-220 of the Public Utilities Act (“Act”) which requires the Commission to initiate annual 

public hearings "to determine whether the clauses reflect actual costs of fuel, gas, 

power, or coal transportation purchased, to determine whether such purchases were 

prudent, and to reconcile any amounts collected with the actual costs of fuel, power, 

gas, or coal transportation prudently purchased. In each such proceeding, the burden of 
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proof shall be upon the utility to establish the prudence of its cost of fuel, power, gas, or 

coal transportation purchases and costs." (220 ILCS 5/9-220) 

Counsel for Atmos filed an appearance on June 28, 2011.  No other parties 

intervened in this proceeding.  Pursuant to notice given in accordance with Commission 

rules and regulations, pre-hearing conferences were held on July 13, 2011 and 

February 2, 2012.   

Pursuant to the schedule entered by the Administrative Law Judge (“ALJ”)Atmos 

filed direct testimony on April 27, 2007 and supplemental direct testimony on July 21, 

2011.  Staff filed the direct and rebuttal testimony of Mary H. Everson (ICC Staff Ex. 

1.0), Mark Maple (ICC Staff Ex. 2.0), and David Rearden (ICC Staff Ex. 3.0 on 

September 21, 2011; Atmos filed rebuttal testimony on October 21, 2011; Staff filed the 

rebuttal testimony of David Rearden (ICC Staff Exhibit 4.0) on November 21, 2011; and 

Atmos filed surrebuttal testimony on January 6, 2012.  An evidentiary hearing was held 

on May 1, 2012. Some issues have been resolved and remaining contested issues will 

be addressed in this Initial Brief. 

II. RESOLVED ISSUES 

A. Lost Gas 

The Commission should approve the 2006 Atmos Energy Corporation’s (“AEC” 

or “Atmos”) Purchased Gas Reconciliation as presented in Staff Exhibit 1.0, Schedule 

1.01 (attached to this brief as Staff Initial Brief Appendix) on column (d) line 14 and 

order Atmos to refund $461,466 through the gas charge in the first monthly PGA filing 

after the date of the Order in this docket. This amount includes the calculation of Staff’s 

proposed adjustments. (ICC Staff Ex. 1.0, p. 4) 
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Staff witness Mary H. Everson proposed an adjustment to properly record the 

recovery for lost gas as an offset to recoverable PGA gas cost in Account 804-Natural 

Gas City Gate Purchases. She explained that Atmos’ practice with regard to lost gas 

reimbursements was to record third party reimbursements to a miscellaneous expense 

account. This resulted in a double recovery of these amounts-once from the PGA 

customers and again from the third party reimbursements. (ICC Staff Ex. 1.0, p. 2-3) 

Ms. Everson further recommended that the Company properly record third party 

reimbursements to Account 804-Natural Gas City Gate Purchases. (ICC Staff Ex. 1.0, p. 

4) 

The Company agreed to reduce the cost of recoverable gas costs for the lost gas 

reimbursements in its rebuttal testimony. (Company Exhibit 3.0, p. 2)  

B. NGPL Refunds 

Staff witness Everson proposed an adjustment to the cost of recoverable 

purchased gas cost for a pipeline refund received by Atmos during the reconciliation 

year that was not reflected in its monthly PGA filings or its annual reconciliation. (ICC 

Staff Ex. 1.0, p. 3)  Ms. Everson further recommended that the Company properly 

reflect pipeline refunds in its calculations of monthly and annual PGA filings. (ICC Staff 

Ex. 1.0, p. 4) 

The Company agreed to reduce the cost of recoverable gas costs for the pipeline 

refund in its rebuttal testimony. (Company Exhibit 3.0, p. 2)  
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III. CONTESTED ISSUES 

A. Applicable Legal Standard 

Section 9-220(a) of the Act requires the Commission to initiate annual public 

hearings "to determine whether the clauses reflect actual costs of . . . gas . . . 

purchased to determine whether such purchases were prudent, and to reconcile any 

amounts collected with the actual cost of . . . gas . . . prudently purchased" (emphasis 

added).  In each such proceeding, the burden of proof is on the utility to establish the 

prudence of its applicable costs. 

Both the Commission and the Illinois Appellate Courts have defined prudence as 

the standard of care which a reasonable person would be expected to exercise under 

the same circumstances encountered by utility management at the time decisions were 

made.  In determining whether a decision was prudently made, only those facts 

available at the time judgment was exercised can be considered.  Hindsight review is 

impermissible in the context of a prudence determination. Illinois Power Company v. 

Illinois Commerce Comm’n, 245 Ill. App. 3d 365, 612 N.E. 2d 925, 929 (Ill. App. 1993); 

Illinois Commerce Comm’n v. Commonwealth Edison Co., Ill. C.C. Docket No. 84-0395 

(Order Date October 7, 1987, p. 17)(emphasis added). 

B. Gas Supply Contracts 

During the 2006 reconciliation period, Atmos bought gas for its Harrisburg and 

Galatia customers under two contracts from its affiliate, AEM.  One contract ran from 

November 2005 through October 2006 (“2005 contract”), and another began in 

November 2006 and terminated in October 2007 (“2006 contract”). In addition, AEM 

also contracted to sell gas to Atmos in another contract starting in November 2007 that 
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terminated in October 2008 (“the 2007 contract”).  Initially, AEM supplied Atmos with 

gas under two contracts that began in November 2003 and 2004 and ended the 

following October. (Staff Ex. 3.0, pp. 3-4; Tr, p. 58) 

All of these contracts used the same format.  There is a fixed demand charge, 

and for some years, there is a demand charge for a peaking service.  Otherwise, Atmos’ 

gas costs depend on three prices.  Baseload gas is priced relative to the first-of-the-

month (FOM) price index from the publication Inside Ferc at TETCO-East Texas (“ETX-

FOM”).  If Atmos customers use more than the Baseload amount at Harrisburg and 

Galatia on a given day, the additional quantity is priced at a daily index price 

(“incremental buy price”). If Atmos customers use less than the Baseload amount, the 

excess amount is, in effect, sold back to AEM at another daily index price (“excess sale 

price”). Below is a table that provides the detail for each contract by year.  Note that the 

contract year is for the November start date. Also, all volumetric prices include transport 

charges and fuel. (Staff Ex. 3.0, pp. 3-4; Table 1 is supplemented by Id., pp. 4-5 and Tr, 

p. 58) 
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Term MDQ 
Demand 
charges 

Nominated 
Vols 

Incremental 
Vols 

Excess 
Supply 

Settlement 
Winter Peaking 

Service 

2003 
1850 Dth 

$11,470 
IF TETCO 
ETX FOM GD TETCO ELA    N/A 

 
  $6.20/Dth 

  
    

2004 8300 Dth $33,670 
IF TETCO 
ETX FOM GD TETCO ELA    N/A 

 
  $4.06/Dth  

 
    

2005 4700 Dth $xxxxxx 
IF TETCO 
ETX FOM xxxxxxxxxxxx  xxxxxxxxxxxx 

10-day call (2900 Dth/ 
day) November through 
March 

  
$xxxxxxxx 

plus xxx 
adder   

Demand charge= 
$xxxxxx during 
November through 
March. Strike price is 
xxxxxxxxxxxx 

2006 4700 Dth $xxxxxx  
IF TETCO 
ETX FOM xxxxxxxxxxxx xxxxxxxxxxxx 

10-day call (2900 Dth/ 
day) November through 
March 

  
$xxxxxxxx  

plus xxx 
adder   

Demand charge = 
$xxxxxx during Dec- 
ember through 
February. Strike price is 
xxxxxxxxxxxx 

2007 4700 Dth $xxxxxx  
IF TETCO 
ETX FOM xxxxxxxxxxxx xxxxxxxxxxxx 

10-day call (2900 Dth 
/day) November through 
March 

  
$xxxxxxxx 

plus xxx 
adder   

Demand charge = 
$xxxxxx during 
December through 
February. Strike price = 
xxxxxxxxxxxx 

(Staff Ex. 3.0, Table 1, p. 4 and Tr, p. 58) 

The key changes began with the 2005 contract, in which the price for baseload 

price increased by an adder.  That is, the price for baseload volumes increased from 

ETX FOM flat to ETX FOM plus the adder.  The parties also initiated a 10-day winter 

call that was available to Atmos from November through the following March for the 

2005 contract and December through February for the 2006 and 2007 contracts.  

The 2005 and 2006 contracts are imprudent. The price for baseload gas 

increased by BEGIN CONF***xxx***END CONF from the 2004 contract to the single bid 

2005 contract and remained at that level for the 2006 contract. (Staff Ex. 3.0, p. 5) The 

price increase in the two contracts resulted from actions taken by Atmos over the 

previous decade.  First, from 1996 through 2001, Atmos permanently released all of its 

transportation capacity on the only interstate pipeline that could supply Harrisburg and 
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Galatia.  Some of that capacity was transferred to AEM. (Id.)  Second, Atmos also 

began reducing the number of RFPs it issued, until for the 2005 contract, it only issued 

RFPs to 8 marketers. Similarly, the number of bids that Atmos received declined as 

well. Only one bid was received for the 2005 contract. (Id., pp. 7-8)) 

The Atmos RFPs sought to acquire the total requirements for Harrisburg and 

Galatia.  Atmos thus bundled a winter peaking service, which was a ten-day call, with 

baseload and transactions to balance its load.  As a result, it did not attempt to 

separately bid out the ten day call, and so could not evaluate whether the ten day call is 

prudently priced. (Id., p,14) 

1. Prudence Review 

Atmos argues that the 2005 and 2006 contracts are prudent, because Atmos 

issued a Request for Proposal (“RFP”) to potential suppliers and AEM’s response to the 

RFPs was the lowest price.  In Atmos’ view, the realized prices for these contracts were 

the market price, which would then shield it from claims that the price was too high. 

(See Co. Exs. 2.0, pp. 3-7; 3.0, pp. 10-14 and 4.0, pp. 11-12) 

Company witness Martin states that, “The Company analyzed the bids it received 

and selected the bid it believed to represent the lowest overall expected cost for all of 

the services required as a whole.”  (Co. Ex. 2.0, p. 15)  In other words, Mr. Martin 

argues that the costs for the peaking services were incurred under contracts that were 

prudently entered into, and thus the costs themselves are prudently incurred.  This 

means that when the Company selects the best overall package, even if a particular 

component of a bid such a peaking could be obtained at a lower rate as part of a bid 

that is more expensive as a whole, all costs are prudent.  In this case, this means that 
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baseload pricing is the key determinant of a bids’ superiority.  However, AEM’s bid was 

the only bid the Company received for the 2005 Contract.  For the 2006 Contract, AEM 

and the other evaluated bidder specified different peaking charges.  The other bidder’s 

peaking charges were estimated to be lower than AEM’s.  However, the difference was 

not great enough to make the overall contract more favorable to the Company.  

Because AEM’s bid was more favorable overall, the Company theory goes, it was the 

appropriate selection. (Staff Ex. 3.0, p. 13)  

However, the market conditions under which Atmos purchased gas for 

Harrisburg and Galatia customers undermine this argument.  In particular, the fewer the 

number of bidders available, all else equal, the lower the probability that the prices that 

Atmos has to pay will be at competitive and not just market levels.  In Staff’s view, 

Atmos’ actions reduced the number of interested bidders over time. (Id., p. 6) 

The most important factor in how Atmos bought gas for this location was that 

TETCO was (and remains) the only transportation facility that can deliver gas to 

Harrisburg and Galatia.  Atmos, or its predecessor company, United Cities, previously 

had capacity on TETCO.  However, over the period from 1996 through 2001, it released 

its capacity to its affiliate, Woodward Marketing n/k/a Atmos Energy Marketing (“AEM”) 

[and back to the pipeline].  Thus, during this reconciliation period and the 2005 

reconciliation period, Atmos did not lease any capacity on TETCO, and so could not 

transport its own gas from the field to its delivery points at Harrisburg and Galatia. (Id., 

p. 5)  

Atmos customers suffered from Atmos not having capacity for two reasons.  

First, because it surrendered its TETCO capacity, Atmos lacked direct access to 
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relatively liquid downstream markets.  Utilities typically buy much of their gas in 

downstream, field locations where gas is actively traded.  They use their leased 

transportation capacity to move the gas to their citygates, where it enters the utility 

distribution systems and is delivered to their customers.  When utilities own their own 

transportation capacity, they have the flexibility to buy in the field from a number of 

potential sellers and schedule deliveries to meet its customers’ needs.  A liquid market 

means that utilities can generally count on sufficient supplier interest in the field to keep 

prices at competitive levels. (Id., pp. 5-6) 

Second, Atmos’ lack of transportation capacity means its suppliers must have the 

transportation capacity on TETCO to enable deliveries to the Harrisburg and Galatia 

delivery points.  TETCO is the only pipeline that can supply them.  Atmos’ actions 

unnecessarily limited its pool of suppliers to those that could deliver to its Harrisburg 

and Galatia customers. (Id., p. 6) 

Another important factor limiting supplier interest was that the Company’s 

approach to RFPs discouraged bidders.  Atmos mailed the RFPs to potential bidders 

with a letter stating that suppliers would not receive further RFPs unless they affirm that 

they wished to continue to receive RFPs from Atmos.  The RFP letter stated that if 

suppliers “elect not to bid in the current RFP that they should advise the Company that 

they are not submitting a proposal but would like to stay on the Supplier List for future 

RFP’s.  Otherwise, they will be removed from the active Supplier List for that specific 

system.” [emphasis added] (Co. Ex. 2.1, p. 5) On the other hand, Atmos could have 

stated that a supplier would continue to receive RFPs unless it stated otherwise.  Under 

Atmos’ approach, it was less likely that a given supplier received an RFP the next year.  
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That is, in fact, what happened.  RFPs mailed out went from 16 to eight from 2003 

through 2005.  Further, actual bids decreased from two to one over the same period. 

(Rebuttal Testimony of Mark Martin, Docket No. 05-0738, pp. 29-30) For the 2006 

contract, Atmos received three bids, one of which was ‘non-conforming.’  This behavior 

imprudently reduced the number of bidders available.  Such a process is inconsistent 

with a buyer seeking to maximize the number of bids in order to ensure a competitive 

price. It is consistent with a regulated buyer attempting to favor its affiliate. (Id., pp. 7-8) 

Staff regards it as an obvious principle that, absent some incentive to favor some 

particular supplier (its affiliate), Atmos should not want to unnecessarily restrict the 

number of potential bidders for Harrisburg service, especially when Atmos has only one 

transportation option for gas deliveries to those customers.  Yet, Mr. Martin states, “I 

cannot agree that asking bidders to confirm their interest renders the RFP process 

imprudent. The bidders that were removed from the list were not interested in bidding 

on the Company’s business.” (Id., p. 11)  However, it simply does not follow that not 

bidding in one year means that it will not bid the following year.  Mr. Martin also opines, 

“There is no evidence that using an affirmative option rather than a negative option for 

receiving bids would have affected the bids received at all.”  (Id.)  Such a thing is, of 

course, unknowable through discovery.  But certainly, all other things constant, more 

RFPs distributed cannot lead to fewer bids.  And more bidders, all other things constant, 

cannot lead to higher prices.  It seems unlikely that the cost to distribute additional 

RFPs raises total costs to ratepayers.  Finally, the burden to demonstrate the claim that 

restricting the number of bidders does not harm ratepayers is borne by the Company. 

(Staff Ex. 4.0, pp. 8-9) 
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As seen by the disqualified bid, Atmos might have generated more bids for 

service to Harrisburg by accepting bids for less than total supply. If some marketers only 

bid for part of the business, then the total number of suppliers might be increased. (Id., 

p. 9) 

Finally, Atmos has an obvious incentive to buy gas from its affiliate at above 

market prices.  Customers pay for the gas under the PGA, which recovers the cost to 

Atmos. However, the unregulated affiliate retains the unregulated profits from any above 

market prices for shareholders’ benefit.  For example, it is unclear what adder over the 

index would have been unacceptable to Atmos.  The adder decided on was BEGIN 

CONF***xxx***END CONF per Dth, but if AEM had instead bid index plus 75¢ or index 

plus $1.00, it is unclear whether Atmos would have accepted that bid as well.  In this 

situation, Atmos is allowing AEM to set the price. (Staff Ex. 3.0, p. 7) 

The Company responded to Staff’s claim about its incentives, when Mr. Martin 

stated that Staff did not identify any evidence that there was a causal connection 

between the assignment of transportation capacity and the price change that occurred 

in the 2005 and 2006 contracts.  (Co. Ex. 3.0, p. 8)  The evidence would have to 

explicitly point out that that Atmos realizes that fewer marketers are bidding on 

Harrisburg business, because Atmos does not have transportation to that location, and, 

as a result, AEM should bid a very high price to reap large profits.  Nevertheless, there 

were fewer bidders for the business over time and a large adder to an index price is 

attached after an affiliate has the business for two years.  Both events comport with 

Staff’s opinion that the lack of transportation capacity and failing to increase the pool of 

potential bidders led to vulnerability to a high bid.  (Staff Ex. 4.0, p. 8) 
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Atmos witness Mr. Martin does not directly deny that a lack of transportation 

capacity reduces the number of bidders.  He argues instead that ratepayers are not 

necessarily harmed by delivered service.  For example, he states:  

[R]reasonable minds can differ regarding whether delivered service or 
owned capacity is optimal, and different conditions may indicate that one 
approach could be preferred at one time, and the other at a different time.  
It is certainly not true that taking delivered service is always imprudent, 
and in this case I believe that using delivered service was prudent and 
saved the Company’s customers money over time.   
(Company Ex. 3.0, p. 9)   
 
In other words, “the decision to buy delivered service is not ipso facto imprudent.”  

(Id., p. 7)  Indeed, he further opines that delivered service may be superior to field 

purchased and transported service, because “Cost savings from purchasing a delivered 

service can be anticipated because often suppliers who serve multiple utilities can use 

capacity more efficiently than a single utility.” (Id., p. 6) 

Staff witness Rearden agreed that, in general, neither transported nor delivered 

service is always lower cost.  However, most LDCs have the option to purchase 

delivered gas, but don’t have to rely on it.  For example, both Northern Illinois Gas 

Company (“Nicor”) and The Gas Light and Coke Company (“Peoples Gas”) have 

capacity to deliver gas to Chicago from various field locations, but also have the option 

to purchase gas at the Chicago citygate, where the price is set in a very competitive 

market.  When these entities buy gas at the citygate price, it is one option among 

several.  As it stood during 2005 and 2006, the only way that Atmos could deliver gas to 

Harrisburg customers was to buy it at the citygate.  Further, a disallowance may be 

justified even if transferring the capacity saved money ‘over time’ (which is not 

specified), but increased costs for 2006. (Staff Ex. 3.0, pp. 4-5.) 
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Atmos argued that it is more cost effective for one marketer to serve multiple 

utilities, so that AEM providing service in several locations on TETCO can lower utility 

costs.  However, Atmos cannot guarantee that AEM’s potential cost savings are passed 

on to each individual utility and their consumers.  A competitive market ensures that 

cost savings get passed on to consumers.  In fact, this argument may indicate the profit 

opportunities Atmos granted to AEM by consolidating transportation contracts in AEM’s 

hands. (Staff Ex. 3.0, p. 5.) 

Mr. Martin also argues that Atmos ratepayers benefitted from reduced demand 

charges in the AEM contracts.  He estimates that AEM’s largesse saved Atmos 

ratepayers approximately BEGIN CONF ***xxxxxxxxxx***END CONF during November 

2003 through December 2006 in capacity costs versus demand charges by AEM.  In 

particular, during this reconciliation period, he calculates that AEM charged ratepayers 

BEGIN CONF***xxxxxxxxx ***END CONF less in demand charges than it would have 

cost Atmos for capacity costs directly from the pipeline. (Id.) 

There are at least three reasons why the results calculated may not be a proper 

comparison.  One, the portfolio changed over time.  In its response to Staff data request 

POL 2.2, the portfolio for Harrisburg consisted of several services, including a storage 

service. Atmos’ portfolio underwent several changes over the years, so the comparisons 

in Atmos’ response to Staff data request POL 2.1 may not exactly mirror the options that 

Atmos had in 2003. (Id., 6) 

Two, whether AEM controlled the transportation capacity or Atmos did, the 

capacity (or at least the firm transportation capacity) was apparently allocated over 

several different customers and states.  The response to Staff data request POL 2.2 
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states that up until 2001, Atmos leased 3,000 MDQ for Illinois in an FT contract, while 

the same contract is used in the calculations in Atmos’ response to Staff data request 

POL 2.1.  The capacity for that contract is for BEGIN CONF*** xxxxxx***END CONF 

MDQ according to the response to Staff data request POL 2.1.  This appears to indicate 

that Harrisburg was one AEM customer among several on TETCO between which AEM 

allocated its total costs.  Any supplier must allocate total transportation costs between 

its customers, whether AEM or Atmos supplied Harrisburg.  Thus, the comparison 

between what Atmos would have paid in transportation capacity charges by directly 

leasing and what AEM imposed as a demand charge is not an easy or direct 

comparison.  There may be several ways costs could have been allocated in either 

scenario.  And it would not have been economically rational to shareholders for AEM to 

under-allocate costs to Harrisburg. (Id., pp. 6-7) 

Three, the value of transportation and storage capacity may be greater than cost. 

In this case, capacity releases or capacity transfers to unregulated affiliates may have 

generated returns to AEM that could have been used to compensate ratepayers.  Staff 

notes that this point is highlighted by the difficulty Atmos had in finding transportation 

capacity for Harrisburg. (Id., p. 7) 

Staff noted in its Docket No. 05-0738 testimony that Atmos/United Cities neither 

applied for permission to the Commission to transfer the capacity as an affiliate 

transaction nor had it approved.  Dr. Rearden’s testimony is ‘necessarily uninformed’, 

because the Commission and its Staff were never informed of the decision at the time it 

occurred.  The review is not hindsight, since there is nothing on any record in any 

docket for why United Cities did what it did.  Additionally, the disallowance is calculated 
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as a way to recoup costs for ratepayers for purchases made during 2006, not in 1996. 

(Id., pp. 7-8) 

Mr. Martin claims that the purchase prices were not out of line with the prices 

paid by other Illinois gas utilities receiving gas supply on TETCO.  Dr. Rearden did not 

testify on this issue, but rather focused his analysis on his view of Atmos’ options and 

concluded that Atmos had purchased gas at imprudently high prices.  The relevant 

issue with respect to whether Atmos’ actions were prudent is what it did with respect to 

the options it faced at the time it made the decision. (Staff Ex. 4.0, p. 10) 

For instance, Mr. Martin could not have “examined pricing data for utilities that 

Commission Staff indicated were comparable” to Atmos at the time it made gas 

purchasing decisions because those facts were simply not available. (Atmos Ex. 2.0 p. 

8) Mr. Martin attempts to use this data impermissibly by bolstering the prudency of 

Atmos decision making with a hindsight comparison of other utilities’ prices.  This is 

exactly the type of hindsight review that the Commission and the courts have found to 

be impermissible under the prudency standard.   

C. Specific Adjustments Proposed by Staff 

Staff proposes two disallowances as reflected in the Appendix attached to this 

Initial Brief.  One, there should be a disallowance for the imprudently high price for gas 

paid by Atmos.  Dr. Rearden’s disallowance is the difference between actual gas costs 

and the costs Atmos would have paid the Inside FERC TETCO ETX-FOM flat for all 

volumes. He developed this adjustment in Staff Schedule 3.1. The total adjustment 

equals $345,805.  Two, the peaking service’s price is imprudently high.  Staff 
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recommends a disallowance equal to the payments for that service of $112,396 (= 4 ∙ 

BEGIN CONF***xxxxxxx***END CONF). (Staff Ex. 3.0, pp. 11-12 

1. Baseload Price 

Company witness Martin states that Staff’s proposed disallowance implies that 

Staff is asserting that the price for baseload gas should have been ETX-FOM rather 

than the price bid by AEM. (Co. Ex. 3.0, p. 6) Staff did not establish the price that a 

competitive market would have set under some theoretical scenario, but rather reflects 

the fact that Atmos was able to purchase at the index price flat in 2003 and 2004. Since 

there is only one bidder for the 2005 contract, Staff has no other information on which to 

base a disallowance aside from the price agreed to in the previous year. For the 2006 

contract, while it may be that AEM’s bid was less than the bid that was not disqualified, 

there is nothing else in the record to base an alternate price on. (Staff Ex. 4.0, p. 10) 

Atmos argues that “suppliers can and do obtain gas from various supply points.” 

And, “The Company requests bids based on an index in order to be able to more readily 

compare bids by different suppliers.” Finally, Atmos points out that Hurricanes Katrina 

and Rita disrupted supply and caused the basis between Louisiana and East Texas to 

balloon. (Co. Ex. 2.0, pp. 8-10) 

Staff responded that the pipeline on which Harrisburg and Galatia receive service 

is directly connected to the pricing point specified in the RFP.  Dr. Rearden testified that 

he believed that the RFP basing the price on the East Texas index was a logical 

approach to seeking bids.  While the gas supply can physically originate from many 

sources, there is enough of a market at East Texas for there to be a price index 

established. Otherwise, Atmos would not seek bids based on it. In other words, that a 
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supplier could acquire gas at the East Texas point and transport it from there to 

Harrisburg and Galatia. (Staff Ex 3.0, p. 11) 

While the hurricanes undoubtedly disrupted the gas market in the fall of 2005, 

East Texas remained a market for which a price index was calculated.  And, suppliers 

would have been able to buy at that market price.  Indeed, AEM might have serviced 

the contract in that way. (Id.) 

The Company argues that the prices paid by Atmos were not out of line with the 

prices paid by other Illinois gas utilities receiving gas supply on TETCO. Staff simply did 

not consider this issue. Staff’s analysis examined Atmos’ options and concluded that 

Atmos had purchased gas at imprudently high prices.  The relevant issue with respect 

to whether Atmos’ actions were prudent is what it did with respect to the options it had 

before it at the time it made the decision. (Staff Ex. 4.0, p. 10) 

2. Peaking 

Atmos paid an excessive amount for the service.  A 10-day peaking service can 

function separately from baseload and swing purchases.  Atmos, however, did not test 

the market for peaking services.  The Company bundled the peaking service with 

baseload and incremental volume purchases, and relied on the outcome of the bundled 

contract bids to justify the overpriced peaking service. (Id., p. 14) 

The demand charge per Dth for baseload demand equals the demand charge 

per Dth that Atmos paid for the peaking service.  In other words, the charge per Dth was 

the same for a service in which Atmos could take delivery every day of the year was 

equal when it could only take delivery for ten days during a five month period.  To see 

this, note that the annual demand charge is $228,792 (=12 x $19,066), so that the 
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demand charge per MDQ equals $48.68 (= $228,792 ÷ 4,700).  Similarly, the annual 

demand charge for the ten-day call over the course of the entire contract is $141,170 (= 

5 x BEGIN CONF***xxxxxxx***END CONF).  The cost per MDQ for the ten-day call also 

equals $48.68 (= $141,170 ÷ 2,900).  However, Baseload is available everyday, while 

the call is only available for ten days. Another way to compare the two demand charges 

is per MDQ per day.  The Baseload demand charge per MDQ per day is $0.13 (= 

$48.68 ÷ 365), while the demand charge for the ten-day call per MDQ per day is $4.87 

(= $48.68 ÷ 10). (Id.) 

The Company asserts that ratepayers benefitted from the contract with AEM, but 

that Staff’s disallowance implies that AEM should provide the service for free. (Co. Ex., 

p. 14)  To the contrary, Staff recognizes that the peaking service has value. However, 

Atmos bundled the peaking service with baseload and incremental service in one bid, 

even though the peaking service could also be independently provided.  Further, Dr. 

Rearden noted that the demand charge for the peaking service was the same, per MDQ 

per day, as the demand charge for baseload and incremental service.  Yet the peaking 

service was available for only ten days during November through March for the 2005 

contract and December through February for the 2006 contract, while baseload is 

available every day of the month.  Finally, since Atmos did not put the service out for bid 

separately from the baseload and incremental service, Atmos cannot independently 

generate a value for the service. (Staff Ex 4.0, p. 11) 

IV. CONCLUSION 

 
 WHEREFORE, for all of the following reasons, Staff respectfully requests that the 

Commission’s order in this proceeding reflect all of Staff’s recommendations. 
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Megan C. McNeill 
Staff Counsel 
 
 

 MICHAEL J. LANNON 
MEGAN C. McNEILL 
Office of General Counsel 
Illinois Commerce Commission 
160 North LaSalle St., Suite C-800 
Chicago, IL  60601 
Phone:  (312) 793-2877 
mlannon@icc.illinois.gov 
mmcneill@icc.illinois.gov 
 

 

mailto:mlannon@icc.illinois.gov
mailto:mmcneill@icc.illinois.gov


Docket No. 06-0741
Staff Initial Brief
Appendix 
Schedule 1.1

Line Per Staff Per 
No. Description Company Adjustments Staff

(a) (b) (c) (d)

1 Unamortized balance as of 12/31/05 per 2005 Reconciliation (2,173,628)$            (2,173,628)$                

2 Factor A Adjustments Amortized to Sch. 1 at 12/31/05 per 2005 Reconciliation (252,410)                 -                               (252,410)                     

3 Factor O Collected /(Refunded) during 2006 -                              -                               -                                  

4 Balance to be Collected /(Refunded) during 2006 from prior periods (sum of lines 1 - 3) (2,426,038)$            -$                         (2,426,038)$                

5 2006 PGA Actual Recoverable Costs 18,500,602$           (461,466)$                18,039,136$               

6 2006 PGA Actual Recoveries (17,104,998)            -                               (17,104,998)                

7 Interest (121,198)                 (121,198)                     

8 Pipeline Surcharges /(Refunds) -                              -                               -                                  

9 Other Adjustments or Rounding -                              -                               -                                  

10 2006 Under /(Over)-Recovery (sum of lines 5 - 9) 1,274,406$             (461,466)$                812,941$                    

11 Cumulative Under / (Over)-Recovery Balance at 12/31/06 (line 4 + line 10) (1,151,632)              (461,466)                  (1,613,098)                  

12 Factor A Adjustments Amortized to Schedule 1 at 12/31/06 (1,151,632)              -                               (1,151,632)                  

 (October 2006, $(884,261.61)+November 2006 $(261,591.89)+December 2006 

$(5,778.40))

13 Unamortized Balance at 12/31/06 (per filing truing up actuals for Dec 06) -                              -                               -                                  

14 Requested Factor O Collection/(Refund) (line 11 - line 12 - line 13) (0)$                          (461,466)$                (461,466)$                   

Atmos Energy Corporation
PGA Reconciliation Summary

For the Year Ended December  31, 2006
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Line
No. Description Amount Source

(a) (b) (c)

1 Cost of Lost Gas per Staff -$                     

2 Cost of Lost Gas per Company 2,350                   Schedule 1.2, p. 2, Column (c), Line 13

3 Difference-Staff Adjustment (2,350)$                Line 1 minus Line 2

Atmos Energy Corporation
Adjustment for Lost Gas

For the Year Ended December  31, 2006
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 Energy Corporation Page 2 of 2 
stment for Lost Gas

   Ended December  31, 2006

Line
No. Location Cost of Gas Lost

(a) (b)

1 Metropolis 66.43$                          

2 Metropolis 16.64                            

3 Metropolis 0.92                              

4 Metropolis 24.37                            

5 Metropolis 4.84                              

6 Metropolis 855.12                          

7 Metropolis 8.98                              

8 Metropolis 64.47                            

9 Metropolis 61.45                            

10 Metropolis 2.88                              

11 Salem 454.40                          

12 Salem 789.60                          

13 Total 2,350.10$                     

Source:

Lines 1-12: Atmos response to Staff DR MHE 1.06
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Line
No. Description Amount Source

(a) (b) (c)

1 Natural Gas Pipeline Refunds per Staff (375)$                   Co. response to MHE 1.16

2 Natural Gas Pipeline Refunds per Company -                       Co. Exhibit 1.0

3 Difference-Staff Adjustment (375)$                   Line 1 minus Line 2

Atmos Energy Corporation
Adjustment for NGPL Refunds

For the Year Ended December  31, 2006
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Line
No. Description Amount Source

(a) (b) (c)

1 Contract Adder Per Staff -$                     Staff Exhibit 3.0

2 Contract Adder Per Company 345,805               Staff Exhibit 3.0

3 Difference-Staff Adjustment (345,805)$            Line 1 minus Line 2

Atmos Energy Corporation
Adjustment for Contract Adder 

For the Year Ended December  31, 2006
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Line
No. Description Amount Source

(a) (b) (c)

1 Peaking Service Per Staff -$                     Staff Exhibit 3.0

2 Peaking Service Per Company 112,936               Staff Exhibit 3.0

3 Difference-Staff Adjustment (112,936)$            Line 1 minus Line 2

Atmos Energy Corporation
Adjustment for Peaking Service

For the Year Ended December  31, 2006
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