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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 49
Witness: Gary Smith

Data Request:

Refer to Exhibit GLS-6 of the Direct Testimony of Gary L. Smith. Provide the
calculations, along with a narrative description, of how the Mcf volume
reductions resulting from residential and commercial conservation and energy
efficiency measures were derived.

Response:

For further information regarding the identification of the declining trend in
residential and commercial usage, please refer to the First KPSC Data Request -
Item 59(b), and to the Second KPSC Data Request - Item (6).

On Exhibit GLS-6, Column (b), line 4, a (627,923) Mcf residential adjustment is
shown for the "conservation and energy efficiency" adjustment. The method
utilized in "bridging" the reference period to the test period is shown on Exhibit
PSC-DR#2, Item 49, Sheets 1-3. These sheets modeled the number of customers
(including growth of 1,700 per year) and the normalized monthly volumes (shown
in column h). For example, Sheet 1, "bridges" the reference period (found on
Exhibit GLS-4, Schedule 3 of 5, in Volume 2 of 10, Tab 11 of the Application)
through FY 1999. The base load Constant (column €) and heating load
Coefficient (column c) are reduced slightly to simulate the noted declining trend
of 1.7 Mcf per customer per year. The "check" calculation of the change from
prior year is shown on line 16, column h. Sheet 2 continues the projection
through FY 2000, with Test Year volumes highlighted. Sheet 3 models FY 2001
with Test Year volumes highlighted. The adjustment of (627,923) compensates
for the annual rate of decline per customer per year, as well as any timing
differences resulting from the monthly projection.

Similarly, on Exhibit GLS-6, Column (b), lines 4-5, a (127,548) Mcf 'commercial’
adjustment is shown for the "conservation and energy efficiency” adjustment.

The same method of "bridging" the reference period to the test period is shown on
Exhibit PSC-DR#2, Item 49, Sheets 4-9 for these customers. However, the
'commercial' customers are segmented into their classifications of commercial and
public authority, to project these classes separately. On these sheets, the annual
"check" calculation is shown on the commercial sheets 7-9, for the sum of the
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commercial and public authority classes. Again, Test Year volumes are
highlighted on the respective sheets. The adjustment of (127,548) compensates
for the annual rate of decline per customer per year, as well as any timing
differences resulting from the monthly projection. On Exhibit GLS-6, Column
(b), line 4, a (627,923) Mcf residential adjustment is shown for the "conservation
and energy efficiency" adjustment. The method utilized in "bridging" the
reference period to the test period is shown on Exhibit PSC-DR#2, Item 49,
Sheets 1-3. These sheets modeled the number of customers (including growth of
1,700 per year) and the normalized monthly volumes (shown in column h). For
example, Sheet 1, "bridges" the reference period (found on Exhibit GLS-4,
Schedule 3 of 5, in Volume 2 of 10, Tab 11 of the Application) through FY 1999.
The base load Constant (column ¢) and heating load Coefficient (column c) are
reduced slightly to simulate the noted declining trend of 1.7 Mcf per customer per
year. The "check" calculation of the change from prior year is shown on line 16,
column h. Sheet 2 continues the projection through FY 2000, with Test Year
volumes highlighted. Sheet 3 models FY 2001 with Test Year volumes
highlighted. The adjustment of (627,923) compensates for the annual rate of
decline per customer per year, as well as any timing differences resulting from the
monthly projection.
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Data Request:

Sheet 1 of 2
Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 50,a-d
Witness: Gary Smith

Refer to the Direct Testimony of Gary L. Smith and the response to Item 59(B) of
the Commission's July 16, 1999 Order.

Response:

a.

Define what customer actions Western includes in its references to
conservation effects.

Has Western conducted any surveys or studies in an attempt to
determine the specific actions or measures customers have undertaken
that have caused the decline in usage? If yes, provide the results and a
narrative description of Western's analysis of the results. If no, explain
why such surveys of studies have not been conducted.

Has Western attempted to quantify the impact of improved appliance
efficiency and technological innovations in equipment when
examining its declining sales volumes? If yes, provide the results of
that analysis. If no, explain why Western has not considered the
impacts of these factors.

Has Western been able to determine what portion of the decline in
usage is due to normal occurrences such as: (1) new, better insulated
homes equipped with more efficient energy-using appliances
accounting for a larger percentage of its total customer base; (2)
naturally occurring replacement of older, less efficient appliances with
newer, more efficient appliances; and (3) reduced usage per customer
due to changing demographics, such as smaller household size and
increases in multi-family residences as a percentage of total
residences?

As stated in testimony and the response to Item 59(b) of the KPSC
data request dated July 16, 1999, Western only recently discovered the
striking trend of declining residential and commercial usage.




Sheet 2 of 2
Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 50,a-d
Witness: Gary Smith

Although uncertain of the factors contributing to the decline, Western's
forward looking volume adjustment was labeled "Conservation and
Energy Efficiency". As Western prepared responses to these data
requests, we updated weather normalized volumes and observed that
average residential, and commercial, usage continues to decline (see
Item 6 of this PSC data request).

The actions, or occurrences Western expects may be contributing to
this trend would mainly be those points raised by the PSC staff in sub-
part (d) of this data request Item: (1) newer, more energy efficient
homes, (2) natural replacement of appliances with higher efficiency
units; and (3) changing demograhics

. Western has not progressed far into its determination of the factors
contributing to this declining usage trend. To date, Western has
conducted a preliminary analysis of the comparative usage for new
customers as compared to the total customer base. This analysis is
described in Western's response to AG DR #1, Item 137. Western
intends to investigate these trends further, but does not presently have
definitive plans as to how we will proceed. We are assessing industry
information resources for insight into how to effectively analyze this
matter. On that note, we have learned that the Gas Research Institute
is going to initiate a project to "determine the causes that have
contributed to the decline in residential usage at the national and
regional level".

. No. Western has not yet attempted to quantify the impact of improved
equipment technologies on this trend. As stated in part (b) of this
request, Western intends to investigate these trends further, but does
not presently have definitive plans as to how we will proceed.

. No. Western has not investigated the relative impact of these factors
at this point. As stated in sub-part (b) above, however, Western has
conducted preliminary analyses comparing the relative level of
normalized usage for new customers vs. the existing customer base.
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 51 aand b
Witness: Gary Smith

Data Request:

Refer to the response to Item 50 of the Commission’s July 15, 1999 Order.

a. Many of the gas distribution companies regulated by the Commission that
make quarterly Gas Cost Adjustment (“GCA”) filings have tariff provisions
that permit out-of-time filings when such filings are warranted. These
provisions provide the flexibility to respond to significant gas supply cost
changes. Would Western be able and agreeable to operating under a similar
tariff provision?

b. While this rate application is pending, Western will continue to make monthly
GCA filings, with the last filing prior to the end of the suspension period
being due in early January of 2000 with rates to be effective February 1, 2000.
Assuming this case stays on schedule, would Western be able to convert to a
quarterly filing schedule after the conclusion of this proceeding with its first
quarterly filing on April 1, 2000 for rates to be effective May 1, 20007 If not,
explain why.

Response:

a. Western would be agreeable to making quarterly Gas Cost Adjustments that
also provides for out-of-time filings. The Commission may want to take
notice of the current PBR tariff language pursuant to Western’s annual
balancing adjustment filings in February. Western will need to make an out-
of-time filing to comply with this particular provision.

b. Western would be able to convert to a quarterly basis within the time period
referenced.




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 52 a
Witness: Smith

Data Request:

Refer to the response to Item 51 of the Commission’s July 16, 1999 Order.

a. Provide copies of the orders from the Tennessee, Georgia, and
South Carolina commissions in which the respective sharing ratios were established for
another Atmos business unit. '

Response:
a, See attached orders.

Tennessee Docket No. 92-02987
This docket lowered margin recovery to 90%. See Appendix B, Section 8.c, on page 4.

Georgia Docket No. 9998
This special contract order, with customer name redacted, established 75% margin loss

recovery.

South Carolina Docket 87-428-G

Order date 5/16/88 provided for (100%) margin loss recovery up to the level of spot
savings. Also see order from PGA review in Docket 98-005-G, page 4, Sth line in
paragraph 1 where it discusses margin losses. Margin losses are recovered via South
Carolina’s Balancing Adjustment under the GCA tariff, item M. See response to AG DR
58 for South Carolina tariff provisions.




BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION
September 21, 1992 Nashville, Tennessee

IN RE: PETITION OF UNITED CITIES GAS COMPANY TO PLACE INTO
EFFECT REVISED TARIFF SHEETS

DOCKET NO. ©2-02987
ORDER
This matter is before the Tenneséee Public Service Commission
upon the Petition of United Cities Gas Company for a rate increase
of $2,896,960 in annual revenue. The Petition was filed on March

30, 1992, and was heard by the Commission on September 2, 1992,

Commissioner Frank Cochran, and Commissioner Keith Bissell
presiding.
. Appearances were entered as follows:

For the Petitioner:

Jack M. Irion

Bomar, Shofner, Irion & Rambo
104 Depot Street, P.O0. Box 129
Shelbyville, TN 37160

For the Intervenors
Associated Valley Industries Intervenor Group:

Daniel R. Loftus

Boult, Cummings, Conners & Berry
P.0O. Box 198062

Nashville, Tn 37219

For the Commission Staff:

D. Billye Sanders, Assistant General Counsel

460 James Robertson Parkway

Nashville, TN 37243-0505

In addition, there were two Petitions to Intervene filed on

. behalf of Nashville Gas Company and Chattanocoga Gas Company, both

filed on September 1, 1992. Upon objection of the Staff and




recommendation of the Administrative Judge, these Interventions
were denied as not having been timely filed.

In August of 1992, the Commission's Utility Service Division
conducted a service hgaring in Columbia (August 1), Maryville
(August 30), Elizabethton (August 25) and Union City (August 27) to
allow the public the opportunity to discuss the qualit? of serQice
provided by United Cities Gas Company. The Director of the Utility
Service Division presented a summary of the hearings to the
Commission and indicated that tﬁey are investigating any concerns
gaised by the eight customers who attended.

The Commission considered the petition, exhibits, testimony cf
witnesses, and the resolution of the issues as described below at
its Commission Conference held on September 18, 1992. Ih

accordance with Tennessee Code Annotated §4-5-314, the Commission

makes the following findings of fact and conclusions of law:

I. Description of Petitioner.
United Cities Gas Company ("United Cities,". "Company," or
"Petitioner") is a natural gas distribution company, organized and

existing under the laws of the States of Illinois and Virginia. It

. operates franchises in the following areas of Tennessee which will

be affected by-the revised tariffs filed herewith, to-wit:

(1) Bristol, Tennessee, and environs in Sullivan County;

(2) Columbia, Tennessee, and environs in Maury County:
(3) Elizabethton, Tennessee, and environs in Carter
County;




(4) Franklin and Nolensville, Tennessee, and environs in
Williamson County;

(5) Greeneville, Tennessee, and environs in Greene County:

(6) Johnson City and Jonesboro, Tennessee, and environs in
Washington County:

(7) Kingsport, Tennessee, and environs in Sullivan County;
(8) Lynchburg, Tennessee, and environs in Moore County;

(9) Maryville and Alcoa, Tennessee, and environs in Blount
County:

(10) Morristown, Tennessee, and environs in Hamblen County:

(11) Murfreesboro, Tennessee, and environs in Rutherford
County;

(12) Shelbyville, Tennessee, and environs in Bedford County:

(13) Spring Hill, Tennessee, and environs in Maury and
Williamson County;

(14) Union City, Tennessee, and environs in Obion County.
United Cities 1last filed an application for general rate

relief in the year 1989 in Docket No..U—89—10017. Since 1970,

United Cities’ rates ha&e beén subject to a Purchased Gas
Adjustment (PGA) provision in its rate tariff which permits the
Company to track increases or decreases in its purchased gas cost.
This PGA has recently been revised pursuant to the generic

. proceeding in Docket No. G-86-1. United Cities' rates are also

subject to an experimental Weather Normalization Adjustment (WNA)

which was approved pursuant to the generic proceeding in Docket No.

91-01712.




II. Criteria for Establishing Just and Reasonable Rates.

The Commission has traditionally considered petitions such as

this one, filed pursuant to Tennessee Code Annotated §65-5-203, in

light of the following considerations:

1. The investment or rate base upon which the utility should
be permitted to earn a fair. rate of return.

2. The proper level of revenues for the utility.

3. The proper level of expenses for the utility.

4. The rate of return the utility should earn.

5. The safety, adeguacy and efficiency of the services

provided the utility.

ITI. Prehearing Conference and Resoclution of Issues.

The parties attended a prehearing conference on August 27,
1992 conducted before Administrative Judge, Mack é. Cherry. Prior
to this date the parties had held informal settlement negotiations
and an agreement was reached between the Company and the Staff on
capital structure and rate of return. At the prehéaring conference
various stipulations and positions were discussed, however, no
additional stipulations were agreed upon. FSllowing this
prehearing conference a Prehearing Conference Order was filed with
. the Commission, and is attached as Appendix A to this Order.

On the date of the hearing, settlement of the case was reached
as between the Commission Staff and United Cities Gas Company.
Their agreement is fully set out in a stipulation filed with the
Commission and attached to this Order as Appendix B. This

stipulation is adopted and incorporated by reference as a part of




this Order. It should be noted that this stipulation is an
agreement between the Staff and the Company only. The industrial
Intervenors are not a party thereto. Upon representation of the
parties that a complgte settlement might be possible, the
Commission allowed additional time for further discussions. These
further discussions ultimately led t6 a settlement among all three
parties on the issue of rate design. Once the rate design issue
was resolved, it was announced at the hearing that the industrial
intervenors (AVIG), whilé not necessarily supporting the
stipulation agreement, between the Company and Staff, did not
oppose the same.

IV. The Settlement.

A. Methodology and Underlving Principles.

The parties agreed at the outset, and it is specifically
understood that their settlement represents a negotiated
settlement in the public interest with respeét to the various
rate matters described below. Neither United Cities, the'
Commission, its Staff, nor the Intervenors shall be prejudiced
or bound thereby in any other ©proceeding except as
specifically provided herein. Neither United Cities, the
Commission, its Staff, nor the Intervenors shall be deemed to
have approved, accepted or agreed to any concept, methodology,
theory, or principle underlying or supposed to underlie any of
the matters provided:- for in said settlement except as

specifically provided.




B. Revenue Defliciency.

For purposes of determining the revenue deficiency, and
for no other purpose, the parties agreed to use as a starting
point the Staff's test period, rate base, revenues, expenses,
and rate of return. After extensive discussions the Company

and the Staff agreed upon a revenue deficiency of $1,700,000.

This figure is found in the Joint Exhibit attached to the

stipulation, which Joint Exhibit is also adopted and
incorporated by reference as a part of this Order. The
Commission, upon consideration of all evidence, finds the

settlement as to the revenue deficiency to be reasonable and
approves the same.

C. Rate Design

Certain rate design issues are covered in the
stipulations between the Company and the Staff, which are
incorporated herein by reference. However, additional rate
design 1issues were covered by the subsequent settlement
betw=zen the Company, the Staff and Associated Valley

Industries Group (AVIG) as follows:

The parties agreed that the rates of the industrial
customers with a two part rate and interruptible and
transportation customers should be reduced by $550,000. The
commodity charge for the first 2,000 mcf would accordingly be
reduced by $.054 per mcf (i.e. from $.95 to §$.896) and for

guantities over 2,000 mcf the rate would be reduced by $.11




per mcf (i.e., from $.76 to S$.650). An equal percentage of
the rate shift due to the reduction in rates for the above
classes of customers will be spread among commercial and

residential customers.

In reaching just and reasonable rates the Commission
considers, among othér things, the utility's total cost, the
value of the service provided to individual customers or
customer'groups, the impact of the rate change on the various
classes of customers, and customers' ability to convert to
alternate fuels. Taking these factors into consideration., the

rate design appears to be reasonable and is approved.

D. Other Issues.

The remaining issues in this proceeding were likewise
settled as between United Cities and the Commission's Staff.
Their agreements are set forth in the attached and
incbrporated stipulation to which reference is'hereby made.

V. Commission Determination.

The Commission has fully reviewed the settlement as
described above and finds it to be reasonable and in the
public interest. Therefore, the Commission approves and
ratifies the foregoing settlement and resolution of the issues
as a whole and orders that the same be implemented as indicted

below.




IT IS THEREFORE ORDERED:

1. That the Pet;?ion of United Cities Gas Company for a rate
increase of SZ,Béé,QGONis denied.

2. That the Company shall file tariffs consistent with this
Order and designed to produce $1,700,000 in additional annual
revenue, to become effective as of October 1, 1992, for service
rendered on and after that date.

3. That the stipulations between the Commission Staff and
United Cities Gas Company which are attached as Appendix B are
hereby approved as though copied into this Order verbatim.

4. That any party aggrieved with the Commission's decision
in this matter may file a Petition for Reconsideration with the
Commission within ten (10) days from and after the date of this
Order:; and

5. That any party aggrieved with the Commission's decision
in this matter has the right of judicial review by filing a
Petition for Review in the Tennessee Court of Appeals, Middle

Section, within thirty (30) days from and after the date of this

QOrder.

ATTES

EXECYUTIVE DIRECTOR

COMMISSION



Appendix A

BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION
Nashvilie, Tennessee
September 2, 1982

IN RE: " PETITION OF UNITED CI!TIES GAS COMPANY TO PLACE
INTO EFFECT REVISED TARIFF SHEETS.

DOCKET NO. 92-02987

PRE-HEARING CONFERENCE ORDER

Thls Pre-hearing Conference was held pursuant to a
Notlce of Hearling and Procedural Schedule Issued In this
matter July 31, 1882.

The Pre-Hearing Conference took place August 27, 1992
In Nashville, Tennessee before Administrative Judge Mack H.
Cherry. Representatlives of Unlted Citles Gas Company
(Petl£|oner), the Associated Valley Industries Intervention
Group (Intervener) and the Commission Staff attended.

The following determinations and agreements were

reached.
l.
The hearling will commence at 10 a.m., September 2, 1992
at the Commisslion Hearing Room In Nashville as opposed to

9:30 a.m. reflected In the orlginal Notlce of Hearing.
[, ‘ _

The partlies agreed to provide stipulations whlch could
be made a part of this Pre-hearing Conference Order not
later than Monday afternoon, August 31, 1992. It was
learned Monday that the partlies bhad reached agreement.
However, thlils agreement has not been reduced to writing at
this time. It will be submitted at the time of the hearlng.

.

Since the agreement between the parties has not yet
been reduced to wrltling, there exists the contingency that
any agreement might be premature. in the event the partles

do not come to agreement as earlier antliclpated, the partles




should be expected to flrst ldentlfy those Issues on which

they now agree as well as those |Issues on which they
dlsagree. In this event, It should be anticipated that the
Petltloner wlll flrst present testimony followed by the
intervener and the Commlsslon.Staff. Post hearling brlefs

would then be due September 10, 1992.
tv.

Interventions on behalf of Chattanooga Gas Company and
Nashville Gas Company were }lled September 1, 1992, These
Interventions have not been timely fiied pursuant to T.C.A.
Sectlon 4-5-310 In that they were not filed seven days prior
to the date of the hearing. However, the Commission may

grant one or both of these Interventions should it be found

that the Interventlons are "In the Interests of jJjustice and
shail not Impalr the orderltly and prompt conduct of the
proceedlngs". See T.C.A, Sectlion 4-5-310(b).

ENTERED THIS 2nd DAY OF SEPTEMBER, 1992,

Ul A

MACK H. CHERRY
ADMINISTRATIVE JUDGE




Appendix B

BEFORE THE TENNESSEE PUBLIC SERVICE COMMISSION
Nashville, Tennessee

IN RE: UNITED CITIES GAS COMPANY REQUEST FOR A RATE INCREASE
DOCKET NO. 92-02987

STIPULATIONS BETWEEN THE COMMISSION STAFF
AND UNITED CITIES GAS COMPANY

At the prehearing conference on August 27, 1992, in this
docket, the Administrative Judge instructed the parties to submit
a list of stipulation§'”§5d issues remaining in this docket.
Subsequént to the prehearing conference all issues have been
resolved as between the Commission Staff (Staff) and United
Cities Gas Company- (United Cities or Company). These
stipulations are not, however, necessarily joined in by the
Intervenor. As was anticipated at the prehearing conference, the
other party in this case, Associated Valley Industries
Intervention Group (AVIIG) did not participate in fhe development
of these stipulations.

Stipulations

1. Methodology and Underlving Principles.

The parties agreed at the outset, and it is specifically
understood that their settlement represents a negotiated
settlement in the public interest with respect to the various
rate matters described below. Neither United Cities, the

Commission, its Staff, nor AVIIG shall be prejudiced or bound

thereby in any other proceeding except as specifically provided




herein. Neither ﬁnited Cities, the Commission, its Staff, nor
AVIIG shall be deemed to'havé approved, accepted or agreed to any
concept, methodology, theory, or principle underlying or supposed
to underlie any of the matters provided for in said settlement
except as specifically provided.

°

2. Revenue Deficiency.

The Company's original rate request was for a rate increase
of $2,896,960. The initial filing incorporated an agreed-upon
capital structure and overall rate of return of 11.03%
(incorporating a return on equity of 12.60%), and this settlement
likewise incorporates these returns. " After extensive discussions
the Company and the Staff have agreed upon a revenue deficiency
of $1,700,000. The Company and Staff will prepare a joint
exhibit showing calculations of the revenue deficiency.

3. FAS 106 Costs.

The parties have agreed that United Cities will be
authorized to defer, as a regulatory asset, Other Postretiremént
Employee Benefits (OPEB) calculated in accordance with FAS 106,
in excess of the current cash basis. (This amount shall be
referred to as the deferred balance.) A generic proceeding will
be initiated no later than the first quarter of 1993 to determine
the manner in which these FAS 106 costs will be treated for
ratemaking purposes. In that proceeding the Commission will
decide whether an amount in excess of the current cash basis may

be recovered. United Cities will be éllowed to recover carrvying




i

chargegy on any portion of the deferred balance as determined
recoverable in the generic docket. Carrying charges will be
computed on the same basis as such charges are presently computed
for PGA balances.

4. Management Audit.

United Cities has agreed to a ﬁanagement audit on matters
other than purchased gas costs which are currently being audited.
Said audit shall be conducted by a nationally recognized
accounting or consulting firm. The consultant shall be selected
by the Commission upon recommendation of the Staff, with the
right of the Company to object to said recommendation. The -
Company will be involved in the selection of tﬁe finalist list
from which the Staff will make its recommendation, and any.
dispute between the Company and Staff during this process shall
be resolved by the Commission. The costs of this audit, as
specified in the consultant's contract, with carrying charges
computed on the same basis as such charges are presently computed
for PGA balances, shall be deferred until the Company's next rate

case. The audit shall begin on or after April 1, 1993.

5. Accumulated Deferred Federal Income Taxed (ADFIT)

ADFIT are currently reflected on the Company's books on a
Company-wide basis. The Company has agreed to separate future
accruals of the Tennessee portion of ADFIT. The Company and

Staff agreed to do a study to determine how, consistent with IRS




requirements, the current accrued balance will be separated to
identify portions attributable to Tennessee.

6. Weather Normalization Adjustment.

The parties have agreed that the WNA methodology shall
continue as specified in Docket No. 91-01712.

7. ""Depreciation Study.

The parties agree that the rates in the Company's
Depreciation Study, filed as Exhibit 11 to the original filing,
should be approved.

8. Tariff and Rate Design Issues.

a. The parties have agreed to the miscellaneous
charges included on the attached Schedule 2.

b. The Company cgrrently recovers 100% of margin loss
that occurs as a result of negotiatgd rates. The parties have
agreed to lower this recovery level to 90%.

C. The parties have agreed that the Company shall
recover 90% of margin loss resulting from customers shifting from
2-part rates, as discussed in the next subsection, to
interruptible rates. This recovery would be limited to only
.those customers eligible for the 2-part rate as of the effective
date of the Commission's order adopting this stipulation. This
margin recovery on such eligible 2-part rate customers will be in
effect until the effective date of the Company's next rate case.

d. The Company agrees to implement a 2-part, demand-

commodity rate schedule for those customers using 27,000 Mcf/year




or more. The commodity margin for this rate wiil be the
Company's current iﬁterruptible margin.

e. An equal percentage of the agreed-upon revenue
increase will be spread to all customers other than the demand-
commodity, interruptible, and transportation customers.

£. The Company- has agreéd to require. a one-time
contribution in aid of construction for telemetering eguipment
and applicable taxes from all new customers on its large firm

tariff and all transportation customers (new and existing).

g. Other agreed-to rates and/or tariff provisions
include: (1) an experimental school rate to encourage the use of
‘_ ~air conditioning equipment (Schedule 3), {2) an economic

development rate to encourage new gas load and to promote jobs
and industrial growth (SChedule“'4),‘ (3)= tariff provisions
applicable to mobile home parks, (4) balancing provisions
applicable to transportation customers which mirror the similar
provisions of the Company's upstream pipeline supplier.

9. Should the Commission modify the stipulatibns, the
parties reserve the right to present testimony on the wvarious
- issues raised in this case.

Respectfully submitted this o?zfday of September, 1992.

Z.// DZ%A A et foos grh

. k Irion, Attorney D. Billye Sanders
or United Cities Gas Company Assistant General Counsel
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IN RE: Docket No. 9998-U Proposed Negotiated Contract Between United Cities
Gas Company and . (Filed October 5, 1998;
amended March 8, 1999) :

Please be advised that in the Administrative Session on Tuesday, March 16, 1999, the Commission
considered and approved the "Negotiated Contract Between United Cities Gas Company (Company
or UCG) and (Customer)", subject to the conditions as set forth herein
this Order.

WHEREFORE, it is

ORDERED, that the Company shall recover forty percent (40%) of the lost revenue from firm
customers, thirty five percent (35%) from interruptible customers, the Company shall absorb the
remaining twenty five (25%); and it 1s

ORDERED FURTHER, that the following language must be added to the contract. “In the event
United Cities Gas Company elects to become subject to the provisions of O.C.G.A § 46-4-154,
either party may, by written notice thereof, terminate this agreement at the earlier of the final order
of the Georgia Public Service Commission in United Cities’ filing of election docket or the then
current termn of the agreement”; and it is

ORDERED FURTHER, that the Company shall file an amended contract; and it is

ORDERED FURTHER, that jurisdiction over this proceeding is expressly retained for the purpose
of entering such further order or orders as this Commission may deem just and proper, and it is

ORDERED FURTHER, that a motion for reconsideration, rehearing, or oral argument shall not
stay the effectiveness of this order unless expressly so ordered by the Commission.
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The above by action of the Commission in Administrative Session 0

Helen O'Leary
Executive Secretary

/5

Date

SW/HOL/DP

c: Jim Hunt, CUC

16, 1999.

Date

Page 2 of 2




P ééﬂ/e;’

BEFORE
THE PUBLIC SERVICE COMMISSION OF
' SOUTH CAROLINA
DOCKET NO. 87-428~G — ORDER NO. 88-473

May 16, 1988

IN RE: Annual Review of Purchased Gas Adjustments )
and Purchasing Policies of United Cities Gas ) ORDER
Company )

On August 14, 1987, the South Carolina Public Service
Commission (the Commission) issued its Order No. B87-900 whiéh
requires the annual review of the purchased gas adjustment and
the gas purchasing policy of United Cities Gas Company (the
Company.

A public hearing was held concerning these matters on
Wednesday, April 6, 1988 at 10:30 a.m. A Petition to Intervene
was filed by the Consumer Advocate of South Carolina. Testifying
on behalf of United Cities was William S. Culpepperngnd Bobby J.
Cline. Testifying on behalf of the Commission Staff was Brent L.
Sires. |

United Cities Gas Company serves approximately 4,300

Scustomers of Gg?fney, South Carolina. Natural gas sales to

industrial customers account for almost seventy-five (75%)
percent of total company sales in South Carolina. Approximately
fifty-six (56%) percent of this 75% is subject to alternate fuel
switching. The remainder of the Company's annual sales is to
residential and small commercial customers. The purpose of

United Cities' testimony in this proceeeding was to explain how




DOCKET NO. B7-428-G -~ ORDER NO. B88-473
MAY 16, 198R
PAGE 2

the Company's best cost "gas purchasing practice" makes lower
cost gas supplies available to its customers while maintaining
the security of supply for firm customers. United Cities' sole
interstate pipeline supplier to its Gaffney service area 1is
Transcontinental Gas Pipeline Corporation (Transcoi. The Company
purchases under Transco's small general service contract G-2,
which is a single part rate.

United Cities current contract is for maximum delivery of
6,700 Dth per day with additional storage gas available to meet
the Company's peak day firm regquirements. The Cémpany
historically has relied solely on Transco's natural gas supply
and has been contractually unable to purchase natural gas from
any other source. In the early part of 1982, Transco's commodity
cost of gas approached the market clearing levels of alternate
fuels, and the Company began to suffer load loss. In April of
1983, Transco, in an effort to compete with the alternate fuel
markeﬁ, enacted a special marketing program which was known as
the Industrial Sales Program (ISP). This program remained in
effect until May, 1985. Under the ISP, the quantities of gas
available from Transco to the distribution companies were based
on the availability of lower cost gas supplies to Transco and the

amount of fuel switchable load on the distributor's system.

-t

United Cities, being a small customer of Transco, was
eligible for minimum volumes. Volumes allocated to United Cities

were dedicated to the Company's customers, who otherwise would




due to non-competitive gas prices is ultimately borne by high

DOCKET NO. 87-428-G - ORDER NO. 88-473
MAY 16, 1988
PAGE 3

have switched to alternate fuel. With the advent of FERC Order
436, pipelines began opening their system for transportation of
lower cost gas- supplies... Transco, however, chose not to accept
the conditions imposed by Order 436, but continued transporting
under Section 311 for certain transactions that were
"grandfathered". U?ited Cities had_no transportation contract in
piéce, and was unaﬁle to purchase "spot" gas supplies until
August of 1986. During the period August 1986 through December,
1987, United Cities purchased approximatley 950,000 Dekatherms of
its customers natural gas requirements from sources other than
Transcontinental's traditional gas supply. The savings already
passed to the customers throuéh the purchased gas adjustment
totals approximately $1.1 million.

United Cities, as a small, sole supplied distributor, has

limited ability to reduce its gas cost. Nevertheless, United

-Cities has been able to purchase spot supplies from TEMCO and

realize some savings. Purchases of this lower cost gas has

enabled the Company to reduce gas cost paid by our customers, but

:also has saved the residential or captive customers dollars as a

result of retaining industrial load. Any loss of industrial load

priority customers. It is the Company's intent to purchase
competitive supplies of gas for all classes of customers.
The Company has been experiencing several problems with its

current PGA methodology and is proposing the revised PGA Rider to
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eliminate, or at least reduce, these precblems. First, the
current PGA is calculated every month, using one month of gas
cost. Thféméan, and does, cause a wide fluctuation of the PGA
factor from month to month. Second, the PGA factor is applied to
a customer's previous month;s consumption, while the base rate is
applied to the current month's consumption. This causes
confusion when the consumer tries to compute his monthly bill.

It is also confusing to the Company's own personnel and makes it
more difficult to administer the PGA. Third, due to the
combination of a fluctuating monthly PGA and the fact that the
Company does not know that PGA factor to be charged to a customer
until after the customer has consumed the gas, it is extremely
difficult to quote a price to industrial customers. Fourth, the
Company cannot compute the PGA until the needed volume data is
available from its pipeline supplier, Transcontinental Gas Pipe
Line Corporation, usually around the 6th the 7th day of ﬁhe
month. This creates a time crunch in preparing the PGA filing,
and causes a 2 to 5 day delay in the billing of United Citiés'
»éustomers.

The proposed PGA Rider will solve, or at least reduce, the
problems with the current Rider. The problem of the fluctuating
PGA can be solved by the uée of twelve months of historical
purchase and sales volumes in the PGA computation. The use of
twelve months of cost and volumes creates a smoothing effect, a

more constant average rate per therm. Also, the PGA factor will
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not be computed on a monthly basis, but as the suppliers change
rates or if there is a significant change in purchase and sales
volumes. This, too, will reduce PGA fluctuationi The PGA factor
under the new Rider will be applied to the current month's
consumption, not to the prévious month's consumption, which will
help a customer to better understand his billing, and will reduce
administrative burden on Company personnel. The more constant
PGA factor, computed less frequently,.applied to current gas
consumption, not gas already consumed, will enable the Company to
give more accurate price quotes to industrial customers,
Finally, the twelve month volumes used in the PGA computation
will have a thirty-day 1ag before the effective date of the PGA,
eliminate the need to call the pipeline supplier, remove the time
crunch in preparing the filing, and end the delay in billing
customers.

There are three other significant changes to tﬁe PGA Rider.
The first is that the Company is proposing to zero-base the PGA,
or in other words, remove all gas cost from base rates and '
.include all gas cost in the PGA. By zero-basing the PGA, the
base rates will contain only the gross margin approved by the
Commission and will eliminate the need of periodic filings to
restate the base”cost:;f gas. The rates charged customers will
be the same under either method, but by zero-basing, the
administrative burden by Commission Staff and Company personnel

will be reduced. The second change is the inclusion of language
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to allow the recovery of any surcharge levied by suppliers in the
PGA computation. This will eliminate the need for special
filings and will reduce the administrative burdeﬁ for Commission
Staff and Company personnel. The third, and final. change is the
inclusion of margin loss iﬁcurred from sales under negotiated
Rate Schedule 851 in the annual true-up, referred to in the PGA
Rider as the "Balancing Adjustment". The Company has been
fortunate in its ability to purchase cheaper spot market gas to
avoid the need of negotiating rates, but due to the uncertainty
of Transcontinental Gas Pipe Line remaining an "open access"
system, the Company is requesting the ability to recover any
future margin loss.
Mr. Sires testified that the Company's request to modify its

PGA Rider to alleviate these problems is warranted. The Gas
Department does not oppose the Company's request to remove all
gas costs from the base rates and include these gasmcosts in the
‘'PGA. This type of rate structure has previously been approved
for use by another gas company under this Commissiﬁn's
5urisdiction and there was no dissafisfaction expressed by the
Company's customers. Mr. Sires recommended, should the
Commission approve the Company's request, that the Company be
required to furnish its customers an explanation of the revised
billing format along with the first bills rendered containing the
revision. Also due to the continuing changes authorized by FERC

concerning the interstate transmission companies, he recommended
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that the Company's propoéal, allowing the recovery of supplier
surcharges, be incorporated in the Companv's PGA, as long as such
surcharges relate only to gas cost. It is Mr. Sires' opinion,
howeve¥, that all recoveries of such surcharges be subject to
Commission approval before inclusion in the PGA.

Mr. Sires also testified conce;pipqwthe Company's proposal
to recover any fﬁ£uré maréin 1$sses experienced by the Company.
The proposal by United is an attempt to avoid industrial revenue
margin losses and is consistent with the intent of the procedures

used by.our other gas Companies. However, the Gas Department is’
‘ of. the opinion that the proposed procedure should provide the
other customers on the system with sufficient protection against
any abnormai rate variations occurring as a result of their
having to make ﬁp the margin losses. If the Commission decides
in favor of the proposal, it is the Gas Department's
recommendation that a pfovision be added, as follows: to section
five (5) of the Company's Purchased Gas Adjustment Rider.
M=Margin losses incurred from sales under Rate
Schedule 851 to the extent that such losses do not
exceed the savings realized from the spot market gas
entering the system during the same period that the
margin losses were incurred. Margin losses do not
include revenue losses incurredehen no sales are
made to an industrial customer.
The Company shall file with the Commission documentation as
‘ needed to substantiate all changes of the PGA fa;:tor. The

Company is to file with the Commission, on a monthly basis, the.

following: 1) invoices from all suppliers; 2) any industrial
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revenue margin losses referenced in the M component of the
Purchased Gas Adjustment Rider; and, 3) any additional material
the Commission may need to monitor the revised Purchased Gas
Adjustment Rider.

after a thorough review of the record, the Commission finds
that the gas purchasing policies of Upited Cities Gas Company for
the period examined were reasonable. The Commission further
approves United's purchased gas adjustment clause with the
Commissién Staff's recommended modification as set out
hereinabove.

IT IS THEREFORE ORDERED:

1. That the gas purchasing policies of United are hereby
approved. | | -

2. That the proposed purchased gas adjustment clause of
United is hereby approved with the Commission Staff;s proposed
modification.

3. That this Order shall remain in full force and effect
until further Order of the Commission. |

BY ORDER OF THE COMMISSION:

CHhairman

ATTEST :

ECT

(Executive Director
(SEAL)




BEFORE N0V - 31398

THE PUBLIC SERVICE COMMISSION OF
~ SOUTH CAROLINA
DOCKET NO. 98-005-G - ORDER NO. 98-824
OCTOBER 26, 1998
INRE: Annual Review of Purchased Gas Adjustment ) ORDER
(PGA) and Gas Purchasing Policies of United )
Cities Gas Company. )
INTRODUCTION

This matter comes before the Public Service Commission of South Carolina
(“Commission”) on annual review of the Purchased Gas Adjustment (“PGA”) and Gas
Purchasing Policies of United Cities Gas Company, a Division of Atmos Energy
Corpo'ration (*“United Cities” or “Company”).

By letter dated April 13, 1998, the Commission’s Executive Director instructed
United Cities to publish one time a prepared Notice vof Filing concemning the review
scheduled before the Commission. The Notice of Filing indicated the nature of the
proceeding and advised all interested parties of the manner and time in which to file
appropriate pleadings for participation in the proceedings. United Cities was also
instructed to directly notify all of its customers who would be affected by the review
proceeding. United Cities submitted documentation indicating that it had complied with
the instructions of the Executive Director. A Petition to Intervene was received from the
Consumer Advocate for the State of South Carolina (“Consumer Advocate™).

A public hearing regarding the Company’s Purchased Gas Adjustment and Gas

Purchasing Policies was convened on October 8, 1998, at 10:30 A.M. in the
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Commission’s hearing room at Koger Executive Center, 101 Executive Center Drive,
Columbia, South Carolina. The Honorable Philip T. Bradley, Chairman, presided. Jerry
W. Amos, Esquire and Kevin A. Hall, Esquire represented United Cities. Mr. Hall
requested that Mr. Amos, a member in good standing in the North Carolina Bar, be
admitted pro hac vice to participate in the proceeding before the Commission. The
Commission granted the motion to admit Mr. Amos pro hac vice. Hana Pokomna-
Williamson, Esquire, represented the Consumer Advocate, and Florence P. Belser, Staff
Counsel, represented the Commission Staff.

United Cities presented the testimony and exhibits of Mark A. Martin, Rate
Analyst of Atmos Energy Corporation, United Cities Gas Company Division. The
Consumer Advocate did not present a witness. The Commission Staff presented Norbert
M. Thomas, Public Utilities Accountant, and Brent L. Sires, Utilities Rate Analyst, to
report the findings of the Staff.

FINDINGS OF FACT

Based upon the testimony and exhibits received into evidence at the hearing and
the entire record of these proceedings, the Commission now makes the following findings
of fact:

1. United Cities is a natural gas utility providing natural gas service in its
service area within South Carolina, and its operations in South Carolina are subject to the
jurisdiction of the Commission pursuant to S.C. Code Ann. §58-5-10, et seq. (1976), as

amended.
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2. United Cities’ presently approved PGA Rider mechanism was last
amended by Commission Order No. 94-1126, dated October 28, 1994, in Docket No. 94-
009-G. United Cities is operating its PGA Rider in compliance with Commission Order
No. 94-1126.

3. United Cities’ net Balancing Adjustrpent resulted in an over-recovery of
($140,872) in gas costs for the twelve months ended June 30, 1998.

4. The appropriate Balancing Adjustments for United Cities is ($30.0106) per
therm applicable to Firm customers and ($0.0041) per therm applicable to Optional or
Interruptible customers.

5. United Cities’ gas purchasing policies for the year under review were
prudent and reasonable.

EVIDENCE AND CONCLUSIONS
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 1.

The evidence supporting this finding concerning United Cities’ business and legal
status is contained in prior Commission Orders in the docket files of the (;gmmission of
which the Commission takes judicial notice. This finding of fact is essentially
informational, procedural, and jurisdictional in nature, and the matters which it involves
are uncontested.

EVIDENCE AND CONCLUSIONS FOR FINDING OF FACTS NOS. 2, 3, AND 4.

The evidence supporting these findings is contained in the testimony of Company

witness Martin and Staff Witnesses Thomas and Sires. In Order No. 94-1126 dated

October 28, 1994, the Commission approved the PGA Rider presently used by United
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Cities. (Testimony of Sires, p. 2, 1. 1 — 4; Testimony of Martin, p. 3, 11. 6 —8.) Staff
Witness Sires testified that his examination of the Company’s PGA filings indicated that
United Cities is operating the PGA Rider in compliance with Order No. 94-1126.
(Testimony of Sires, p.2, 1l. 4-7).

According to the testimony of Staff Witness Thomas, the Accounting Department
reviewed the calculations included ih the annual PGA true-up and traced amounts
included in the calculations to the books and records of the Company. A net Balancing
Adjustment of ($140,872) was computed for the twelve months ended June 30, 1998, and
the net balancing adjustments of (0.0106) per therm applicable to Firm customers and
(30.0041) per therm applicable to Optional or Interruptible cusiomers reflects an over-
recovery for the twelve months ended June 30, 1998. (Testimony of Thomas, p. 2, 11.7 -
20.) The activity included in the true-up computation for the period July 1997 through
June 30, 1998, included the following:

1. Invoice Gas Costs representing the monthly demand and commodity charges

associated with gas purchases - For the twelve months under review, Demand
Costs were $918,147 and Commodity Costs were $5,199,068. From these
amounts Storage Injections of (§723,578) were deducted, Storage
Withdrawals of $660,967 were added, margin losses of $179,714 were
included in accordance with the Company’s approved PGA, and net Cash-outs
from Transportation customers of ($15,784) were deducted for Total Invoiced
Commodity Costs of $5,300,387. (Testimony of Thomas, p. 2, 1. 21 —p.3, L.

15.)
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Firm Demand Costs Recovered, Optional Demand Costs Recovered and
Commodity Costs Recovered — For the twelve months ended June 30, 1998,
Firm Demand Cost Recoveries were $871,034, Optional Demand Cost
Recoveries were $183,420, and Commodity Cost Recoveries were
$5,379,520. These recoveries resulted in an over-recovery of Firm Demand of
($113,564), or ($0.0094).per therm; an over-recovery of Optional Demand of
($22,744), or ($0.0029) per therm; and an over-recovery of Commodity Costs
of (379,133), or ($0.0012) per therm. The total over-recovery for the review
period is ($215,441). (Testimony of Thomas, p.3, .16 - p.4, 1.9.).

Supplier Refunds — During the period under review, United Cities received
Supplier Refunds of $560. Computed interest on Supplier Refunds at 8.75%
was $54, for total Supplier Refunds with Interest of $614. United Cities
requested, and the Staff concurred, that this amount should be returned to the

ratepayers by increasing the over-collection for the period under review.

* (Testimony of Thomas, p. 4, 11. 10 - 16.).

Residual Balancing Adjustment — In accordance with the currently-approved
PGA for United Cities, a residual amount of $75,183 is included in the true-up
computation. This residual amount represents the amount remaining to be
collected from the net balancing adjustment for the twélve months ending
June 30, 1996. The amount reduces the over-collection for the period under
review. The net balancing adjustment at June 30, 1997, is currently being

billed and will continue through October 31, 1998. Any residual balance
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remaining will be included in the next annual review period. (Testimony of
Thomas, p.4,1. 17 -p. 5,1.3.).

Staff Witness Thomas testified that the balance at June 30, 1998, of ($140,872)
accurately stated and fairly represented the over-collection by United Cities for the
twelve months ended June 30, 1998, and that the proposed decrements, including
commodity, of ($0.0106) for Firm Customers and ($0.0041) for Optional Customers
should return the over-collection to ratepayers during the 12-month period beginning
November 1, 1998. (Testimony of Thomas, p. 5, 11. 4-13.).

| Therefore, based on the evidence presented, the Commission concludes that the
appropriate Balancing Adjustment for United Cities is ($0.0106) for Firm Customers and
(80.0041) for Optional or Interruptible Customers and that these Balancing Adjustments
will return the over-collection during the next twelve months.
EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT NO. 5.

The evidence supporting the Commission’s finding that United Cities’ Gas
Purchasing Policies were prudent is found in the testimony of Staff Witness Sires.
According to Mr. Sires, Staff is of the opinion that changes still occurring in the natural
gas industry require that United Cities continue to have the flexibility that is currently
inherent in its approved PGA rider. (Testimony of Sires, p. 6, Il. 1 — 8.). Mr. Sires also
stated that he concluded that United Cities has continued its attempts to obtain the best
terms available in negotiations with suppliers and in proceedings with the Federal Energy

Regulatory Commission (“FERC”). (Testimony of Sires, p. 7, 1. 3 — 10.). Mr. Sires also
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opined that United Cities is operating the PGA Rider in compliance with Commission
Orders. (Testimony of Sires, p.1,1.21 -p.2, L. 7.).

Mr. Sires further testified that United Cities has demonstrated prudent actions in
maintaining adequate supplies at just and reasonable costs. Mr. Sires pointed to several
areas in support of his conclusion. First, Mr. Sires stated that United Cities has not
experienced loss of sales to industrial customers v~;ith alternate fuel capabilities.
Secondly, Mr. Sires stated that United Cities’ forecasted firm Peak day requirements are
8,865 Dth and that United Cities’ has firm demand entitlements under contract with
suppliers of 9,005 Dth. Mr. Sires stated that the Utilities Department believes that United
Cities has made prudent decisions in meeting its supply requirements for its firm
customers’ demand entitlement and in competing in the competitive alternate fuel market.
(Testimony of Sires, p. 8,1. 8 —p. 10, 1. 16.).

Based on the evidence presented at the hearing, the Commission concludes that
United Cities’ gas purchasing practices and policies are hereby found to be prudent.

Therefore, based on the Commission’s Findings of Fact and Conclusion set forth
above, IT IS THEREFORE ORDERED THAT:

1. A Balancing Adjustment of ($0.0106) per therm appliéable to Firm
customers and ($0.0041) per therm applicable to Optional or Interruptible customers is
approved for United Cities for the next review period and shall be effective with the first
billing cycle in November 1998.

2. The Company’s Gas Purchasing Policies and Practices are hereby found to

be prudent.
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3. No changes are needed in the Gas Cost Recovery Procedures of United
Cities, and the present procedure shall continue.

4. This Order shall remain in full force and effect until further Order of thc_a

Commmission.

BY ORDER OF THE COMMISSION:

%@0 7 %M%/

Chairman

ATTEST:

7

Executlv irector

(SEAL)




Data Request:

' Sheet 1 of 2
Western Kentucky Gas Company
Case No. 99-070

KPSC Data Request #2 Dated August 19, 1999

DR Item 52 b-d
Witness: Gary Smith

Refer to the response to Item 51 of the Commission's July 16, 1999 Order.

b.

c.

d.
Response:

b.

The special contracts Western currently has produce average
margins of less than $.13 per Mcf. Discounts from tariff rates in
the form of "additional contract reformation” exceed $1 million.
How much of Western's load (in Mcf) not already served at less
than tariff rates is subject to competition or possible bypass? How
much net revenue was generated from these loads during fiscal
year 1998?

The proposed tariff rider does not include a starting point, or base
amount, reflecting the margins, or net revenues, derived from the
loads already served at less than tariff rates or those loads served at
tariff rates that are subject to competition or possible bypass. If a
base level, or starting point, from which to measure the "margin
losses" is not included in the tariff, explain why such an omission
will not result in an immediate loss calculation based on the
proposed formula.

Based on the revenues from existing contracts, discounts and rate
flexes, along with the revenues from loads that could be subject to
less than tariff rates in the future, provide the total dollar amount of
margins, or net revenues, for the forecast period that would reflect
the type of base level, or starting point, described in part (c.) of this
request.

Western cannot accurately quantify the total load that is subject to
competition or possible bypass.

As shown on Exhibit GLS-1, column (d), line 31, the volume
under special contract during fiscal year 1998 was 13,230,373 Mcf.
Contract volume adjustments of 101,730 Mcf were added in
column (f) of Exhibit GLS-1, and in the response to this, the
KPSC's second Data Request, Item 47 a, Western identified
2,781,219 Mcf served under tariff rates in fiscal year 1998, but
expected to be under special contract rates in the test year of 2000.




Sheet 2 of 2
Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 52 ¢
Witness: Gary Smith

Thus, the test year includes a total of 16,113,322 Mcf under special
contract rates. This represents 57% of Western's total industrial
sales and transportation deliveries during the test year.

One difficulty in assessing Western's test year volumes vulnerable
to physical bypass is that competitive conditions can change. For
example, individual customers, whose current consumption alone
would not appear to warrant their investment in bypass facilities,
could unexpectedly join forces with neighboring industries to
economically justify shared facilities.

Regardiess, however, of Western's inability to quantify this
vulnerability, it is our belief that, under current market conditions
and transportation rate schedules, the volumetric risk for bypass
threats among tariff customers is much less than those volumes
already served by Western under special contracts.

It is not Western's intent that the proposed Margin Loss Recovery
("MLR") Rider would result in the immediate loss described in this
question. Western's intent is to define the factor NGPM, the
"normally applicable distribution charge" (reference Original Sheet
29L of Western's proposed tariff) as the rate schedule applicable to
a specific customer in the test year of this Case. Prior to recovery
of losses through the MLR, it would be Western's responsibility to
provide necessary documentation to the Commission to support the
NGPM, as included in the test year for a specific customer.

Please refer to Westerns responses to the First Attorney General
Data Request, dated August 19, 1999, Items 112 and 159 for
various examples of the calculation of losses recoverable through
the proposed MLR.

Please refer to the responses to sub-parts (b) and (c) of this data
request Item.




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 52 e
Witness: Smith

Data Request:

Historically, between rate cases, Western’s shareholders have been at risk for 100
percent of lost margins due to competition, bypass, etc. and Western, in response to
competitive circumstances, has had to make rate concessions in several instances.
Explain how having shareholders at risk for only 10 percent of lost margins will provide
Western an incentive to maximize the revenues from its special contract, alternative fuel,
and potential bypass customers.

Response:

Western provides service to the public - residential, commercial and industrial
customers. That is, Western incurs fixed, joint and common costs to meet its public
service obligation to all classes of customers. Western’s shareholders have already
incurred risk once by making an investment to meet that obligation. Should the realities
of the market necessitate discounting in order to maintain some contribution in support of
these fixed, joint and common costs, there is no reason Western’s shareholders should
incur further risk. The beneficiaries of the discounting are all of the customers on whose
behalf all fixed, joint, and common costs are incurred. Consequently, the costs of
- discounting should be assigned to those receiving the benefits from discounting.

Nonetheless, Western has proposed fo bear 10% of these costs in lieu of none at
all. Western has made this proposal as an act of good faith that it will work to maximize
negotiated margins.
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 53 a-c
Witness: Smith

Data Request:

Refer to Item 52 of the response to the Commission’s July 16, 1999 Order.

a.

Response:

a.

Under the transition schedules for the pipelines when would Western
began collecting Gas Research Institute (GRI”) surcharges from its
customers?

How does Western intend to notify the Commission that it will begin to
make such collections?

GRI is involved in numerous research and development activities.
Provide the most recent GRI annual report that details its activities and its
levels of expenditures.

Western has been collecting GRI costs from its customers through the
GCA for many years. The GRI R&D Rider will gradually shift the
collection from the GCA to Western’s proposed distribution charge.
Western will make this transition according to the pipelines’ schedules;
that is, as billed by the respective pipeline. To begin collecting the GRI
R&D surcharge as Western has proposed, the Commission must first
establish a distribution charge for Western in this case. Western would _
then annually request an adjustment to the distribution charge coincidental
with the change in the applicable pipelines’ transition schedules.

It is important to note that if, as of 12/31/98, a pipeline had already
discounted its GRI surcharge to Western, then there is nothing to transition
for that pipeline. In Western’s case, Texas Gas Transmission and
Trunkline Gas Company have already discounted their price below the
level of the GRI surcharge.

Western will annually notify the Commission of the shift of GRI R&D
cost recovery from the GCA to the distribution charge through an
adjustment filing. As a GCA cost reduction associated with the GRI R&D
cost shift is filed, a corresponding increase in Western'’s distribution
charge will be filed at the same time.

See GRI 1998 Annual Report as attached.
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Adwsory Bodles
Gas Research Institute Vision

CORPORATE DESCRIPTION GRI headquartered in Chlcago manages a’
comprehensive research, development and commercmhzauon program.” L
for the natural gas mdustry The program has two components a. | '
[ cooperutlve program| to deliver technology, mformanon and techmcal
_ - services that can be widely applied to benefit the gas mdustry and’ .
' customers; and a ﬁmmercnal program], in which individual compa-
nies and consortia partner with GRI to develop technology, services
- “and information that’ meet business goals, improve competmveness and

beneﬁt customers.




FINANCIAL AND OPERATIMG OVERVIEW
[Financial Highlights | (in millions)

December 31, 1998 December 31, 1997

Total Revenues $153 $186
Total Managed Program $236 $291
NumberofMembers s 3,29 et e e i e

Number of Employees 149 187

|Operating Highlights |

*»> Adopted new performance measures that focus on customer
satisfaction, earned revenues, net margins, and new business contracts.
» Received Federal Energy Regulatory Commission (FERC) approval
of a settlement that provides $689 million for natural gas industry
RD&C during a seven-year transition to a voluntarily funded program.
» Introduced 30 new gas-related products, including a new process
for treating mineral-laden produced water: an optical methane
detector for rapid. mobile leak detection: and a low-NO,
combustor for gas turbines.
»  Conducted. with Board participation. an extensive business review
_ that led to implementation of a new Business Strategy and Plan.
»  Reorganized into three business units. each fully dedicated to
importnt customer groups.
» Expanded the marketing and sales staff to strengthen customer
focus and establish a new presence in Houston and Toronto.
>  Generated more than $12.5 million in new business in 19594,
% Successfully closed on nearly 40% of GRI Select®™ offerings,
one of several new commercial programs introduced to expand
customer choice.

3 Formed several new strategic alliances and partnerships with
complementary technical organizations.

»> Launched several state initiatives to obtain voluntary funding for
research that yields results of broad benefit to the gas industry

, and its customers.,

®» Established GRI Canada®™, an affiliate that was selected to manage
research programs funded by the Canadian natural gas industry.

i
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LETTER | vV
Nineteen ninety-cight was fast-paced, challenging, and eventful.

Early in the year, we reached a Settlement that continues tradi-

tional Federal Energy Regulatory Commission (FERC) surcharge-based +
funding at a declining rate from 1998-2004. £

By year-end, we had moved ahead rapidly on several fronts to :
transform GRI into the commercially oriented, voluntarily funded E
company it needs to become by 2005. 5

Throughout the year, our primary focus was on two demanding tasks: ,Z
»>  Continuing to provide good stewardship of our traditional research, h
development and commercialization (RD&C) programs by delivering f
gas-based technical solutions that provide benefits to customers and heip f
ensure that gas retains its dominant position in the energy market. !
»>  Implementing new business practices that will accelerate GRI's ;
transformation into a completely different organizaiion—capabie of v

obtaining sustained support and new revenues to develop valued

technology. This means competing. selling, and winning in the mar-

ketplace. Over the next two years, we plan to prove this can be done.

tute Annual Report ‘

- s

TR T R,

ROBERT B. CATELL
Chairman of the Board F

A
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»  Launched an initiative that seeks the support of municipal and investor-
owned utilities for maintaining their current GRI contributions—even as col-
lections of FERC surcharges are reduced. The early results from this initiative
have been encouraging. We are especially grateful to the American Public Gas
Association for its leadership in rallying the support of the nation's public
gas systems for voluntary funding of programs that meet their needs.
On the pages following this letter, we will share with you more

highlights of 1998 activities, including details of how we are
| Transforming GRI],[ Expanding Customer Choice|, and

| Leveraging Our Resources through New Alliances and Partnerships)
We also invite you to review pages 16-19, which document some of our
1998 successes in [ Delivering Technical Solutions |to our customers.

CONTINUING THE TRANSFORMATION

Transforming GRI into a customer-driven, commercially viable
business is our objective. GRI faces significant challenges as it reposi-
tions its business to earn new revenues, implement programs, form
new alliances for technical and information services, and achieve solid
returns on products and new ventures.

Meeting new financial goals is essential to our future success. For
example, one of the most demanding 1998 goals is to win $25 million
in new commercial and government business, nearly double the value
of new business captured in 1998.

Achieving these targets won't be easy. There are fewer resources to work
with than in 1998. Progress could also be impeded by the intense competi-
tion under way in energy markets, compelling the gas industry to focus
almost exclusively on near-term alternatives. Although most in the industry
see the need for more R&D with broad applications, funding for such work
continues to shrink. Industry time horizons are also shorter than they have
ever been, and technology needs are becoming more narrowly defined in an
increasingly fragmented industry. However, we are convinced GRI's mission
is an important one that has the support of the industry sectors.

In this changing environment, GRI's Board-approved Business
Strategy and Plan provides a direction and basis for guiding decisions and
creating a new, more business-focused culture at GRI. The Plan offers
GRI more flexibility in shifting its resources to meet the rapidly changing
needs of the industry and its customers. For example, in the course of
developing the Plan, we recognized that it is no longer realistic for GRI to
pursue broadly disseminated results through programs that are voluntarily
funded by only a portion of the industry. As a result, there will be fewer
resources focused on broad industry issues and more on the needs
explicitly stated by specific sectors in each segment of the industry.

‘We are confident that the GRI staff have the capabilities and resources
to overcome the obstacles. As an organization, we are looking forward to
being judged by new performance standards that are similar to those used by
our customers—market ixnpact, custbmer service, and revenue g'rowt.h.

Nineteen ninety-eight was marked by rapid change and significant
accomplishments at GRI. The foundation for future success is now in place.
The challenges are already being confronted in 1999, a year that will be criti-
cal as GRI continues the transition to a sustained technology business that
delivers targeted benefits to gas customers and participating investors.

I OJ 1998 Gas Research institute Annual Report l
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GRI for success

GRI moved ahead rapidly in 1998, breaking away from
traditional practices and setting in moticn initiatives to
anziorm GRi into an organization thatis more seif-ralian

and competitive in attracting revenuss for its commerciai
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‘ingand sales staff to help.
“promote and identify new
- business ‘opportunities.

s, 1

- . . v, . .
k'ormed S€\'€)‘&1 new s:mteglc dai.iances with z;ugnco LGCI‘LI)XCI{]

organizations.

Introduced a new commercial program, called GRI Selects™,
Revised GRI's research investment strategy to include options for

equity ownership and commercialization participation, instead of

just royalties and cost recovery.
Completed an extensive management review of operations,
structure and market potential.

Implemented new accounting and costing procadures.

MARKETING AND SALES
To help promote and identifv new business opportunities,

GRI brought in new expertise in marketing to staff its

| Corporate Marketing and Sales Services Center . As vice president,

Raymond Giese. formerly corporate manager of customer partnerships
at Waste Management Inc.. wiil iead GRI's expanded marketing and
sales effort. In addition, GRI assigned sales managers to complement
the technical and project management skills in each business unit.

The Center will identify specific customer needs and preferences.

develop new products and services that meet those needs, and

oversee marketing and sales plans to enisure customer acceptance

of these products and services.

One of the Center's most important accomplishments in 1998 was

to create a “Voice of the Customer” | program to systematically

collect and interpret the "messages” customers give GRI in various

ways. This feedback is being captured—along with up-to-date views of

customer interactions—in a companywide automated Customer

Information System that is being implemented. The database will

increase GRI staff effectiveness in identifying new products and

services of greatest interest to customers and developing successful

marketing and sales plans.

Meeting (L to R) are GRI’s
Patrick 0'Connor, sales
and marketing manager;

" William Burnett, executive |
“vice president; and
"Raymond Giese, vice

president of the Corporate
Marketing and Sales

< Services Center.’

8% ‘tc';'ry unding .
of GRI programs. -~
Participants.in this .
‘effort include (L to R) |
Chris Flood, GRI municipal?

icurs'tomer relations !
manager based at APGA;
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NEW BUSINESS UNITS
GRI's three new business units—the | Exploration and Production !
Business Unit.the, Pipeline| Business Unit. and the| Distribution and End-Use

Business Unit—will focus exclusively on developing and applying tech-

nologies of value to the industry segments they serve.

To support the refocused agenda of the business units.
GRI also made several leadership changes. including the
selection of Terry Neane (left). previously vice president of
worldwide sales and operations at Smith International Inc..

Houston, as vice president and general manager of the

Exploration and Production Business Unit.
As restructured. each business unit now has the tools and staff
requived to develop programs that meet the needs of their clients. These

arograms include:

A “eore” research program {funded through FERC-approved

surcharges) in which results are broadly beneficial to the industry sector

and its customers.

~ + Cemmerzial programs . in which individual companies or groups

rain provrietary and preferential benefits by volunrarily investing in
> < by K / >

projects that improve their competitiveness.
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Improved “delivery channels” are expected from three principal activities:

Corsortium-based RD&C programs and project management ser-
vices aimed at reducing operating costs or adding new gas-use applications.
z= Technical and information services that address short-term customer
needs. such as testing and certification of operating equipment, consulting
and engineering services on environmental issues, and market assessments.

i~ Licensing and royalties revenue from equity research investments
in new alliances and partnerships, created to develop and commercialize
new technologies and information products.

In 1998, GRI launched a number of activities in each area. The
following pages highlight some of these activities. Featured is a discussion of
the increasing number of options available that give customers more choice
for participating in programs, individually or through consortia. Also

detailed are several new alliances and partnerships.







_ EXPANDING

customer choice

A strong voice and more choice. Customers want both to
ensure that GR! programs meet their needs. GRI has
responded by making customer choice a principal tenet of
its Business Strategy and Plan.
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programs on hydrocarbon dewpoinring (in gas processing), gas production
from shale formations, and improved practices for gas-main excavation and
site restoration. Last year, nearly 40% of the offers presented through

GRI Select closed successfully.

» [Custom Technical Solutions |. GRI provides specialized project

management and technology transfer support to individual member
companies. Companies can tap into GRI to support their customers by
uiilizing GRI staff knowledge of new technology that meets both customer
needs (i.e., efficiency. productivity) and business objectives (.e.,
customer satisfaction, market development).

»> [Regional RD&C|. GRI also facilitates cooperative RD&C approaches

that address industry issues and trends, market needs, climate factors.

or energy supply issues specific to a given region. To better serve the
exploration and production community, three GRI regional technology
transfer agents operate out of Denver, Oklahoma City and Houston to
learn producers’ problems first hand and bring GRI solutions to the
table. These agents relay hot topics to GRI for development and deployment
of technologies that meet producers’ needs. GRI's regional customer

B Ve SonEd relations managers, located at the Pacific
: Coast Gas Association, Southern Gas
Association. Midwest Energy Association,
New England Gas Association, and
American Public Gas Association, work
closely with utilities and pipelines that are

members of these associations.

GRI facilitaf
RD&C approdche




GRI also offers

GRI/IGT alliance, provides a dedicated lab for product and materials
testing, engineering services and new product development. As part of
the laboratory’s effort, the [Utility Partners Program™| offers cus-
tomized, proprietary technical services to solve utilities’ operations

problems, provides project management for process or product imple-
mentation and conducts technical and economic feasibility studies.

»  Through the [Environmental Center for Site Management Solutions)|,
GRI and IGT have pooled their expertise and that of selected alliance part-
ners to give members a full range of products and services to help them make
the best and most cost-effective decisions on contaminated site management.
customers a variety of analytical tools that are valued for their usefulness.
»  Strategic planning and establishing budget priorities for the GRI
program and the gas industry require an understanding of the energy
future in which gas technologies must compete. To meet this need,

GRI compiles an annual| Baseline Projection of U.S. Energy |
[Supply and Demand |, which serves as (1) a planning tool for the gas
industry, (2) the strategic outlook used in the GRI planning cycle, and 3)a
GRI business development tool.

»  GRI provides [market intelligence ] on customer attitudes; energy
supply/demand/price trends; regulatory issues; and technology-related

Vs . o ,
policies of value to many players in today's energy market.

Over the past two decades, GRI has actively participated in the international natural gas

‘ R&D community, exchanging information, cofunding projects and transferring technology

with its 28 associate members and other worldwide technology leaders. Following are some
exciting new international activities:

»>  GRI created a [Global Technology Transfer Alliance to provide
North American company participants with first access to, and use of,
advanced foreign technologies to improve gas operations. Based on
licensing terms, GRI will move promising technologies to markets by
conducting development, testing and commercialization activities.

»>  In June 1998, GRI established to deliver high-
value technology, information, and technical services to gas and related
energy markets in Canada and North America through cooperative
RD&C endeavors. The objective of the affiliate is to work with the
Canadian natural gas industry to enhance the industry’s profitability
and success while satisfying its customers’ needs.

»  In January 1999, GRI became the operating agent for the

[ Intemational Energy Agency Center for Gas Technology Information |.
This center, supported with funding from 13 countries, provides

worldwide gas technology information.

l 1998 Gas Research Institute Annual Report
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~LEVERAGING

resources through new alliances, partnerships

GRI broke away from tradition in 1998. Alliances and
partnerships—once created exclusively to deploy and

commercialize GRI-sponscred technology—took on new forms.
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wood waste and gas in cogeneration boilers, with minimal emission of nitro-
gen oxides; and targeting the removal of market barriers to absorption cool-
ing. Funding is through the Public Interest Energy Research (PIER) pro-
gram, which encompasses most of the public interest electricity-related
R&D responsibilities once held by the state's electric utilities.

»>  In the Exploration and Production area, GRI has established six
[Joint Industry Partnerships| (JIPs), in which consortia hire GRI to
manage specific projects, and GRI provides cofunding to advance its core
program. JIPs differ from GRI Select™ offers, which are fully funded by
investors. JIPs launched in 1998 involve drill cuttings injection, fracture
imaging, produced water re-injection, and through-casing well logging.

»  Doors to the important Mexican market were opened when
[Petroleos Mexico | (PEMEX), the stere-cur.ed oil company, awarded a
contract to GRI and its partners, Pinnacle Technologies, San Francisco:
Branagan and Associates Inc., Las Vegas: and Geomechanics International,

Palo Alto. Clalif. The project involved applications of the latest U.S.-based

technologies to help redevelop a major gas-producing basin in northeast-
ern Mexico. The GRI program developed several of the technologies,
including hydraulic fracture mapping (using downhole tiltmeters and
microseismics) and FRACPRO®, a fracture treatment modeling.software.
»>>  GRl and the [National Aeronautics and Space Administration |

joined forces in a three-year program to develop an advanced robotics sys-
tem that will repair "live” natural gas lines from inside the pipe. A robotics
system would eliminate service interruptions caused by gas shut-off and
reduce disruptions from major excavations. Ultility savings from a robotics
system could be as high as 50 percent vs. conventional repair methods.
Development and testing will be at Carnegie Mellon University's National

Robotics Consortium, Pittsburgh, and Maurer Engineering, Houston.

Petroleos Mexico.awarded a f

contract to GR! and its ¥

partners to apply advanced
U.S.-based technology to
help redevelop a major
gas-producing basin in
northeastern Mexico. (L

to R) Mike Mayerhofer,
Pinnacle Technologies;
Steve Wolhart, GRI; and
Rich Peterson, Branagan

{ - and Associates.
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. Mountain View, Calif..

>  GRIand :ARCADIS Geraghty & Miller, Inc.
formed Acurex Energy Systems, a for-profit alliance, to commercialize gas

cofiring in stoker boilers. The alliance builds on the success of stoker cofiring

as demonstrated by GRI in more than a dozen installations for coal and wood
waste-fired boilers. Cofiring technology offers boiler operators significant
improvements in operations, efficiency and environmental impact while pro-
viding the gas industry with new loads that would not otherwise be available.
»>  GRI and the architect-engineering firm of [Daniel, Mann, |
“Johnson & Mendenhall”, (DMJM). Los Angeles. formed Global Energy

Partners LLC. a for-profit company, to otfer program management ser-

vices to public agencies that fund energy efficiency projects. Primary targets

are states with charges that fund public benefits programs as well as the

federal government and federal facilities managers.
» In 1598, GRI moved beyond its traditional role as a cofunding partner to become the
primary contracter on severcl prejects. This naw approach gives GR! another way to
aoply its advanced technical know-how and project management expertise.

For the first time. GRI became prime contractor on two projects with the

'U.S. Department of Energy (DOE)/|. traditionally a ccfunding partner.

Under one agreement, GRI is managing the DOE Clean Cities Technology

Initiative projects. This includes administering grants for programs that

advance natural gas transportation applications and related infrastructure

technology. Projects include an evaluation of the environmental impact of

converting 46 ferry vessels to compressed/liquefied naru
and New York City harbors, and development of advanced conversion
technology on a compressed natural gas shuttle bus for use at the 2002
Winter Olympics in Salt Lake City. GRI's second DOE contract is fora
multiyear program with John Deere, Mack Trucks Inc. and Cummins
Engine Company Inc. to develop a natural gas spark-ignited, lean-burn
engine that significantly improves fuel efficiency.

»> In 1998, the[Metropolitan Washington Council of Governments|

{ Advanced Vehicle Repiacement Progrum] selected GRI to manage an

ambitious project to replace high-pollution fleet and public transportation
vehicles, including cabs, buses and trucks, with alternative-fuel vehicles (includ'mg
natural gas), and to expand the supporting infrastructure. Public and fleet vehicles

serving Reagan National and Duiles International airpors are prime targess.

|
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¢ DELIVERING

technical solutions

During 1998, thirty GRI products, information and
technical services entered the market, designed to help
our customers break away from the competition.

Here’s a sample.
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KEEPING THE GAS FLOWING
More than 1.2 million miles of pipe carry natural gas from the wellhead to energy
customers. GRI progress on several fronts is helping ensure continued reliable, safe and
cost-effective gas delivery.

»  Brought to market in mid-1998 by Heath Consultants Inc., the

[Optical Methane Detector | (OMD™) sharply improves the productivity

of gas utility personnel who track down leaks from buried gas mains. A

utility van using the OMD can travel three to five times faster than con-

ventional mobile leak-detection systems. An infrared beam shining

across the front of the vehicle detects methane in concentrations as low as

I part per million, taking 10,000 measurements per second. The system
topped the list of '1998's Hottest New Products and Services’ compiled by

Gas Utilizy end Fipeline Industries ri:.

»  Inearly 1998, Allison Engine Company introduced a novel

[ dry low-NO,_combustor ! for use with the comnany’s 301K

gas turbine|. The 5,500-horsepower turbine is widely used for driving
compressors that move gas through the U.S. interstate pipeline network, as

well as for industrial power applications. Developed in collaboration with
GRI, the "dry” combustor design suppresses formation of nitrogen oxides
(NO,) to levels that meet most U.S. emission regulations. The combustor
does not use water injection or selective catalytic reduction, so costs of water
treatment, catalyst replacement and ammonia use are avoided.

»>  The gas industry uses more than 40,000 glycol dehydration (dehy)
units to remove unwanted moisture from raw natural gas. In the process,
traces of organic compounds are also removed. In 1998, the U.S.
Environmental Protection Agency (EPA) proposed new regulations requir-
ing control of dehy emissions, and GRI played a major role in shaping
those regulations. GRI developed software and information products that
resulted in less costly, yet still scientifically sound. methods to evaluate dehy
emissions and the effectiveness of dehy emission controls. A GRI software
product called [GRI-GLYCalc™ | came out of that research—a tool now
referenced in the EPA standard as an acceptable method for estimating both

dehy emissions and control efficiency. In addition, through consultation with
industry and regulatory officials, GRI developed technical reports that impacted

provisions in the standard regarding compliance monitoring and reporting.

This Iowfemiséioh gas
‘turbine powersa
‘dompressor that keeps
gas flowing at the
. Woodstock, HIl., station

of Coastal Corporation’s

4 ANR Pipeline Company.

1 David Van de Bogert (L),
station superintendent,
and GRI’s Mike Whelan dis-

‘cuss turbine performance.




:qtﬁe’chnc;lo'gy is reducing
: emissions at Comé&d’s

“Joliet, Ill., power plant,
"GRI's John Pratapas (Center)

checks FLGR operation

‘with ComEd’s boiler expert

Rich Meskimen (L)
and Jim Herzau, senior
fengineer, fossil planning.

MEETING ENERGY SERVICE NEEDS WITH MATURAL GAS

Customers want efficient, convenient and flexible energy service at a competitive price.
Two innovative products from GRI that meet these needs came to the market in 1998.

»>  Following five years of GRI-supported research, the
[True2Way " remote gas-meter interface| entered the energy market-

place to capitalize on the growing need for advanced, cross-functional gas,
electric power, and telecommunications services. The retrofittable elec-
tronic unit from Whisper Communications Inc., can exchange data with a
utility or energy provider to help reduce operating costs and enhance cus-
tomer service. More than one million of the units have been ordered by an
Illinois energy services company; and in early 1999, the meter interface
passed key customer compliance tests. GRI continues to support R&D on
the meter interface and on similar modules for individual appliances.
Obvious immediate applications are remote meter reading and evaluation
of customer gas-use profiles. In the longer term, other high-value services
are also likely: automated appliance turndown to aid in load management:
remote gas shutoff in emergencies; and continual monitoring of the physi-
cal condition of furnaces, water heaters and other appliances.

»  Operators of coal-fired power plants now have two more cost-
effective, gas-based options for meeting increasingly stringent limits on
emissions of NO,. In a process called gas reburning—pioneered by GRI in
the 1980s—15-20% of the coal heat-input is replaced by natural gas, inject-
ed above a boiler's main burners. This leads to chemical reactions in which
NO, in flue gases is chemically reduced by up to 75%. Burnout air injected
downstream completes the combustion process without reforming NO, .

In 1998, two companies brought new and improved variations of the
process to market: [Fuel-Lean Gas Reburning | (FLGR); and
[Amine-Enhanced Fuel-Lean Gas Reburning | (AE/FLGR™). ESA
Environmental Solutions LLC, and Fuel Tech, Inc., are co-licensees of
GRI-patented FLGR, which reduces NO, by 30-45%. Fuel Tech is the sole
licensee of AE/FLGR, which couples urea injection with FLGR for use in
boilers that require NO_ reductions of 60-75%.

I 1998 Gas Research Institute Annual Report
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In 1998, GRI accomplished two major initiatives that will serve
as the foundation for financial and operating strategies over the next
several years. The first initiative was the April 1998 Settlement with
the gas industry and the FERC, which provides long-term funding of
$689 million through 2004. This funding will enable GRI to continue
kev research programs as weil as tackle new programs of importance
to the gas industry.

Adter ihe Serdement, GRI, with the support of its Board of
Directors. launched the second initiative—a comprehensive strategic
assessment of its business operations and an evaluation of new oppor-
tunities and risks. The conclusion from this effort: GRI can continue
to serve as a member-based industry R&D organization if it can estab-
lish a new "voluntary” revenue base to offset the decline in funding that
will occur under the Settlement. GRI also concluded that meeting
demanding {inancial targets will require organizational changes that
will result in a more compelling value preposition, expanded customar
choice, and an organization with a stronger entx‘epreneurial spirit.

For 1998, GRI recorded net revenues of $153 million, after provid-
ing for a reserve of $31 million for pipeline refunds. Included were new
"voluntary” revenues of $3 million. earned on $40 million in new busi-
ness contracts signed in 1998. Total expenses were $139 million in 1998,

including about $112 million in research and development expenses.
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Robert Eady (R), vice presi- "
1 .dent and chief financial
S officer, heads GRI’s Financial
"% " and Business Operations. ‘

an Jefferis, group manager,
audit, directs corporate )
audit activities and business -
processes, while Michael ‘
Momot (Center) is group |
"manager.and assistant
controller of the financial
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]
As of December 31, 1998 and 1997

1997
ASSETS
Cash and Investments:
Program Funding :$°75,441,253 | $ 65,153,617
Pipeline Refund Obligation ~~".'~"_30,'986,"QS'8 18,100,000
Cofunding Obligation r112,938,925 3,268,332
Total Cash and [nvestments $109,360,266 $ 86,521,949
Receivables: .
FERC-Approved Funding ’$ '30,65|0,325‘ $ 35,641,360
Intrastate Funding 1,105,244 454,539
Interest - i486,628 719,790
Other 21,750,239 502,168
Total Receivables -$:33,992,436.| $ 37,317,857
Equipment and Leasehold Improvements:
Furniture and Equipment $ 10,140,552
1,012,746

Leasehold improvements

Less—Accumulated Depreciation
and Amortization

Net Equipment and Leasehold
Improvements

Other Assets
Total Assets

LIABILITIES AND

$ 11,153,298

(6,827,215)

$ 4,326,083

$ 1,888,263

$130,054,152

ACCUMULATED NET REVENUES

Direct Project Expenses Payable
Cofunding Obligation Payable
Accounts Payab!e and Accrued Expenses
Pipeline Refund Payable
Accumulated Net Revenues
Total Liabilities and

Accumulated Net Revenues

»> The accompanying notes are an integral part of these statements.

$ 29,979,588
3,268,332
8,652,298

18,100,000
70,053,934

$130,054,152
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For the years ended December 31, 1998 and 1997

REVENUES

1997

Interstate Pipeline Funding:
Gross FERC-Approved Funding
Less: Provision for 1996 Tier 1
Pipeline Refund (Note 3)
Less: Provision for 1997 Tier 1
Pipeline Refund (Note 3)
Less: Provision for 1998 Tier 1
Pipeline Refund (Note 3)

Net FERC-Approved Funding

Interest Income
Project Revenues

Intrastate Funding

Other Revenues
Total Revenues

EXPENSES

Research and Development Expenses:
Market Evaluation

Supply
End Use

Environment and Safety
Transmission and Operations

Basic Research
Other

General Expenses:

Salaries and Related

Business Transportation and Meetings
Purchased Materials and Services
Analytic Contracts

Other FERC Approved Expenses (Note 2)

Total Expenses

ACCUMULATED NET REVENUES

Net Revenues Over Expenses
Accumulated Net Revenues,

Beginning of Year 7
Accumulated Net Revenues, End of Year [-$. 84 ;

$194,711,630
299,913

(18,100,000)

5,772,898
:3,065,036"

217316

$176,911,545

5,289,695

2,039,201
1,844,029

$186,084,468

. $153,386,367.:

1$.13,556,539;
127,984,965
45,756,206

$ 3,901,216
31,610,902
50,408,270

9,028,236
21,275,113
15,023,216

71,566,203
. 2,654,336

$131,246,953

$ 13,404,172
1,055,442
9,219,525

956,863

'§-27,194,209

$ 24,636,002

$155,882,955

.$139,108,429".

$ 30,201,513

39,852,421

$ 70,053,934

» The accompanying notes are an integral part of these statements.
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For the years ended December 31, 1998 and 1997

1997
CASH FLOWS FROM
OPERATING ACTIVITIES
Net Revenues Over Expenses $ 14,277,938, 30,201,513
Adjustments to Revenues Over Expenses
for Non-Cash Expenses— . s
Depreciation and Amortization 1,089,189 1,542,140
Increase (Decrease) in Cash Resulting from
Changes in Assets and Liabilities -
Receivables < (1,833,381)
Other Assets - (504 994) 145,429
Direct Project Expenses Payable (12 910 618) 4,661,636
Cofunding Obligation Payable (329,407) (722,886)
Accounts Payable and
Accrued Expenses 3,701,560
Provision for Estimated
Pipeline Refunds (9,900,000)
Net Cash Provided by Operating Activities $ 27,796,010

CASH FLOWS FROM
LONG-TERM ACTIVITIES

Net Sales (Purchases) of Equipment

and Leasehold Improvements $ (3,148,055)

ACCUMULATED CASH

AND INVESTMENTS

Net Increase in Cash and Investments $ 24,647,956
Cash and Investments, Beginning of Year ; 61,873,993
Cash and Investments, End of Year ,3‘5,3,,-9.956.05:?6‘ G $ 86,521,949

> The accompanying notes are an integral part of these statements.

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Board of Directors of Gas Research Institute:

We have audited the accempanying statements of financial position of GAS RESEARCH INSTITUTE (an Illinois
Corporation, organized not-for-profit) as of December 31, 1998 and 1997, and the related statements of
revenues and expenses and cash flows for the years then ended. These financial statements are the
responsibility of Gas Research Institute's management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting princi-
ples used and significant estimates made by management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reasonabie basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Gas Research Institute as of December 31, 1998 and 1997, and its revenues and expenses and cash
flows for the years then ended, in conformity with generally accepted accounting principles.

Chicago, lllinois ARTHUR ANDERSEN LLP
February 10, 1999

l o | 1998 Gas Research Institute Annual Report |
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NOTES AL STATEME
v :

DESCRIPTION OF ORGANIZATION AND
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

| Description of Organization|

Gas Research Institute (GRI) was organized in 1976 and began
operations in 1977 as a not-for-profit scientific research organization
to plan, finance and manage applied and basic research and technological
development programs for the benefit of the natural gas industry and
its ratepayers. Activities are carried out independently or in cooperation
with sectors of the utility, manufacturing and petroleum exploration and
production industries, various scientific and educational organizations,
and federal and state government agencies. GRI's research programs
are in supply, operations and end use, with crosscutting research in
environment and safety. In addition, GRI works with researchers,
manufacturers and its member companies to develop gas technologies
and to transfer new products and information to the marketplace. See
Note 2 regarding GRI's gradual transition from funding comprised
primarily of revenues collected by the interstate pipelines under the
Federal Energy Regulatory Commission (FERC) funding mechanism,
to revenues directly from various sectors of the gas industry, federal and
state governments, as well as other sources.

[ Basis of Accounting]

GRI's books and records are maintained on the accrual basis of
accounting. Accordingly, GRI records revenues as earned and expenses as
incurred. The preparation of financial statements in conformity with gen-
erally accepted accounting principles requires management to make esti-
mates and assumptions that affect: (1) the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date
of the financial statements, and (2) the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from
those estimates. Certain amounts reported in prior years have been reclas-
sified to conform to the current year presentation.

[Cash and Investments]|

Cash and investments consist of bank deposits, money market funds,
demand notes, and other short-term investments.

| Equipment and Leasehold Improvements]

Equipment and leasehold improvements are recorded in the accounts
at cost. Furniture and equipment are depreciated using the straight-line
method over the estimated useful lives of the related assets, five years.
Leasehold improvements are amortized over the lesser of the life of the
improvement or the period of the office lease.




[ Classification of Expenses|

Research and development expenses include expenditures under the
various research and development contracts and a portion of management
expenses directly associated with these contracts. The balance of the GRI
expenditures, consisting of the remaining portion of the direct manage-
ment expenses as well as all non-direct costs and general overheads, such as
occupancy cost, are classified as general expenses in the accompanying
Statements of Revenues and Expenses.

@ RESEARCH PROGRAMS/FUNDING

Research and development projects are funded primarily by revenues
from interstate pipeline companies based on a rate approved by the FERC.
Funding for the 1998 program was approved by the FERC in Opinion No.
418 and further specified in the "Stipulation and Agreement Concerning
GRI Funding, dated January 21, 1998 (1998 S&A).” The 1998 funding
mechanism includes collection of the GRI volumetric/commodity and
average demand/reservation surcharges at the same rates as in 1997. In
addition, the 1998 funding mechanism provides for refunds to individual
pipelines in situations where the collection from such pipelines exceed 105
percent of specific targeted funding levels (Tier 1 refunds) and/or in the
event total revenues received for the year from the pipelines exceed the

amount approved by the FERC (Tier 2 refunds).

The 1998 S&A provides for long-term funding of $689,000,000
during the period 1998-2004, after which GRI will be funded solely on a
voluntary basis. Funding under the 1998 S&A is defined as gross interstate
pipeline revenues, less refunds plus interest income. The Tier 1 and 2
refund provisions apply only to 1998 revenues. The funding described
above is intended to be collected over six years beginning in 1938, with
collections in the seventh year, 2004, if required.

The FERC’s approval of the 1998 S&A has been appealed to the
United States Court of Appeals for the District of Columbia Circuit by a
group of local distribution companies ("East Coast Distributors™). GRI is
engaged in settlement negotiations with the East Coast Distributors in an
attempt to resolve their concerns. However, GRI cannot predict that these
settlement negotiations will be successful. While GRI anticipates that the
Court of Appeals would affirm the opinion of the FERC, the potential
does exist that the decision approving the S&A could be reversed and
remanded back to the FERC for further consideration.

On September 9, 1998, the FERC approved GRI's application for the
1999 RD&D Program and 1999-2003 Five-Year Plan. Pursuant to the 1998
S&A, the 1999 approved program provides for $132,000,000 of new obliga-
tions. In addition, the FERC approved a series of one-time costs to be
incurred in 1998 and 1999 associated with GRI's transition to a fully volun-
tary funding system as well as costs associated with the resolution and remedia-
tion of Year 2000 (Y2K) problems. These costs have been classified as “Other
FERC Approved Expenses” in the Statements of Revenues and Expenses.

PROVISION FOR ESTIMATED PIPELINE REFUNDS
As described in Note 2, the 1998 S&A provides that GRI make

refunds to individual pipelinés under certain circumstances. These refunds
are intended to mitigate the potential impact of cost-shifting from
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high-discounting regions of the country to low-discounting regions of the
country (Tier 1 refunds). In addition, if after issuing Tier 1 refunds GRI
still has net revenues in excess of the FERC-approved revenue target, GRI
is required to refund additional amounts so as to not exceed the FERC-
approved revenue target (Tier 2 refunds). At December 31, 1998, GRI had
provided a reserve against 1998 FERC-approved funding of $30,980,088
for the estimated refunds for the 1998 program to be made in 1999.

For 1997, the FERC approved GRI's request that it be relieved of the
50/50 balancing provisions of the funding mechanism and that the FERC
limit GRI's refund exposure to amounts collected above the requirements
of the proposed program. At December 31, 1997, GRI had provided an
estimated reserve against 1997 interstate pipeline funding of $18,100,000
for estimated refunds under these provisions to be made in 1998. The dif-
ference between the reserve provided as of December 31, 1997, and the
actual refund required, $249,305, has been reflected in the accompanying
Statements of Revenues and Expenses as a reduction of 1998 revenues.

The table below is a pro forma ﬁresentation of revenues for 1998 and 1997,
which reflects the refund activity in the year to which the related revenues apply.

REVENUES 1997

Gross FERC-Approved Funding $194,711,630

Less: Provision for 1997 Tier 1

Pipeline Refund (18,100,000)

Less: Additional 1997 Tier 1 Refund (249,305)
Less: Provision for 1998 Pipeline Refund [5#:(30, R -
Net FERC-Approved Funding 5$141,806;797,] $176,362,325

ACCUMULATED NET REVENUES/COMMITMENTS

Accumulated net revenues of $84,331,872 represent the cumulative net
excess of revenues over expenses under the FERC-approved program, as well
as the programs related to voluntary funding received in 1998. Accumulated
net revenues representing the cumulative net excess of revenues over expenses
under the FERC-approved program are available for use only in accordance

with the budget authorized under the FERC-approved program.

As of December 31, 1998, GRI had contractual commitments and
letters of intent outstanding for direct research project expenses of
approximately $86,000,000 ($54,000,000 for contractual commitments
funded from 1997 and prior years, and $32,000,000 for contractual com-
mitments under the FERC-approved 1998 program). In addition, GRI
expects to contractually commit up to an additional $45,000,000 relating
to the 1998 FERC-approved program.

The $131,000,000 of contract commitments outstanding, after the
remaining contracts under the 1998 program are awarded, will be funded
with 1998 accumulated net revenues and revenues of subsequent years.

@ INCOME TAX STATUS

GRI qualifies for tax-exempt status under Section 501(c)(3) of the
Internal Revenue Code as a scientific organization whereby only unrelated
business income, as defined by the Code, is subject to Federal income tax.




@ LEASE COMMITMENTS

GRI leases office facilities in Chicago, Ill.; Washington, D.C.; and
Arlington, Va. The office leases are subject to an escalation clause for
increased real estate taxes and lessor operating expenses.

Future minimum lease payments under all noncancelable leases as of

December 31, 1998, are as follows:

YEAR

1999 $ 2,668,000
2000 2,715,000
2001 ' 3,141,000
2002 3,057,000
2003 3,165,000
2004 and thereafter 6,339,000
Total $21,085,000

Total future minimum lease payments as shown above have not been
reduced by minimum sublease rentals of $6,899,733 due in the future
under noncancelable subleases.

Lease expense is recognized on a straight-line basis over the life of the

lease regardless of the payment schedule. Lease expense (net of sublease rentals)
amounted to $1,888,000 and $2,968,000 for 1998 and 1997, respectively.

@ RETIREMENT PLAN

GRI has a target money purchase plan whereby employees are eligible
to participate after one year of service. Retirement plan costs are funded

currently and amounted to $1,631,000 and $1,603,000 for 1998 and
1997, respectively.

POSTRETIREMENT BENEFITS

Employees retiring from GRI on or after age 55 with 10 or more con-
secutive years of GRI service receive postretirement medical and life insur-
ance benefits. A retiree’s spouse and eligible dependents are also eligible for
coverage. Eligible retirees age 55 to 65 receive the same benefits as current
active employees. These benefits include coverage under a comprehensive
major medical plan, subject to deductible and coinsurance provisions, and
life insurance coverage of 37.5% of final earnings up to a maximum of
$50,000. Eligible retirees age 65 and over receive medical benefits under a
coordinated program where the insurance carrier computes benefits and
reimburses the retired employee for covered expenses not paid by Medicare.
GRI reserves the right to amend or change the plan periodically. Net periodic
postretirement benefit cost includes the following components:
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NET PERIODIC POSTRETIREMENT
BENEFIT COST 1997
Service Cost—Benefits Attributed to

Service During the Period $ 360,257
Interest Cost on Accumulated

Postretirement Benefit Obligation 408,677
Net Amortization and Deferral ] (72,818)
Expected Return on Plan Assets ;q; (550,418)
Net Periodic Postretirement Benefit Cost  [AF$8(118;791) $ 145,698
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CHANGE IN BENEFIT OBLIGATION )| 1997
Accumulated Postretirement Benefit ‘E

Obligation, Beginning of Year %;: $6,417,153
Service Cost 397 360,257
Interest Cost 3 408,677
Plan Participants’ Contributions 21,356
‘Amendments (953,524)
Actuarial (Gain)/Loss 490,219
Change in Assumptions —
Benefits Paid (338,360)| .
Accumulated Postretirement Benefit

Obligation, &nd of Year $6,405,778
CHANGE IN PLAN ASSETS 1997
Fair Value of Plan Assets, Beginning of Year $8,000,079-
Actual Return on Plan Assets 1,733,195
Plan Participants’ Contributions 21,356
Benefits Paid (338,360)
Fair Value of Plan Assets, €nd of Year $9,416,270
Plan Assets in Excess of APBO $3,010,492
Unrecognized Prior Service Costs (1,077,064)
Unrecognized Net (Gain) (2,236,456)
Accrued Postretirement Benefit Cost $(303,028)
WEIGHTED-AVERAGE ASSUMPTIONS |3
AS OF DECEMBER 31 1997
Discount Rate 7%
Expected Return on Plan Assets 7%
Rate of Compensation Increase 5%

The amount of plan assets in excess of the accumulated postretirement
benefit obligation is a result of actual returns on plan assets in excess of
expected returns, changes in plan design and an overall reduction in the
workforce. The December 31, 1998, accumulated postretirement benefit
obligation was determined using an assumed health care cost trend rate
of 6% for 1998 and remaining years. The December 31, 1997,
accumulated postretirement benefit obligation was determined using an
assumed health care cost trend rate of 8% for 1997, decreasing by
1% each year until reaching 6%, at which point it was assumed to remain
constant. The health care cost trend rate assumption has a significant effect
on the amounts reported. For example, a 1% increase in the health care
trend rate would increase the accumulated postretirement benefit obligation
as of December 31, 1998 by approximately $165,000, and the net periodic
cost by approximately $221,000 for the year ended December 31, 1998.
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Norwich Department of Public Utilities,
Connecticut

Oak Ridge Utility District, Tennessee

Okaloosa County Gas District, Florida

Owatonna Public Utilities, Minnesota

Philadeiphia Gas Works, Pennsylvania

Rock Rapids Utilities, lowa
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In 1998, GRI redefined its value proposition—a statement of what
our customers want from us. Through an initiative called the Voice
of the Customer, GRI solicited input from customers and studied

“information from several other sources. The new value proposition
recognizes the critical needs of GRI’s customer base, while leverag-
ing the key strengths and core competencies of GRI.

Breakthrough Strategic Results with .

Competitive Financial Impacts :

Pursuit of targeted objectives that provide key leading
competitive advantages (market impact, organizational
~ capability, and innovative capacity) for our customers and

lead to cempetitive financial impacts (cost savings, revenue
growth, or margin enhancement).

. . Deliverables that are Reliable and Responsive
Delivery of products and services as promised {on schedule
~and within budget) and whlch are ready and cxvculable for
use by our customera

Depth Breadth and Objectivity of Expertise

Unrivaled depth and breadth of objective technical and
market expertise availabie through GRI staff and through
“an established network of industry contacts and - =
alliance partners. ' '

Exceptional Customer Service

Thorough understanding of, and attention to, the needs and
concerns of our customers as measured for each project, 'and‘ :
annually (as an indicator of corporate performance) as part -
;of the GRI Customer Satisfaction Index. S e <

lntegrlty in Every‘thmg We Do

Professional conduct and appecrance in all activities cmd
output, measured annually as part of the GRI Customer
Sctlsfactlon Index. -
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Data Request:

Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 54,a-b
Witness: Gary Smith

Refer to Item 54 of the response to the Commission's July 16, 1999 Order.

a.
b.
Response:
a.
b.

Explain how the amount of $77.57 million in "Total Annual
Residential Revenue, proposed margins," was reduced to $61.66
million in "Approximate Residential Margins, 11 months."

Provide an explanation for the use of 11 months and 10 percent in the
derivation of the estimate of $308,304 as the amount to be generated
annually from the proposed late payment charge.

I regret that in my response to the First KPSC Data Request, dated July
16, 1999, Item 54 (d), my calculations were based upon incorrect,
unrelated work notes. I have attached hereto a revised copy of the
response to KPSC DR # 1, Item 54 (d).

The "G-1 Sales Revenue, 4/00 through 12/00" was calculated at
proposed rates.

I will reply to the expected request for information on the use of 9
months and 10 percent in the derivation of the estimate of $308,304 as
the amount to be generated annually from the proposed late payment
charge.

As stated in testimony at page 24, lines 27-29, Western proposes to
implement the Late Payment Charge beginning April 1, 2000. This
would afford additional time for consumer education regarding this
new provision and would avoid implementation in mid-winter.
Therefore Western used nine months of G-1 Sales revenues to which
the proposed late payment fee would apply.

The 10 percent in the derivation of the estimate based on field arrears
reports, utilizing the total 2 months arrearage as the numerator and the
total current month billing as the denominator.




Sheet 1 of 1
REVISED

Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request Dated July 16, 1999
DR Item 54 d
Witness: Smith

Data Request:

Refer to Volume 1 of 10 of the Application, Tab 6, Proposed Tariffs, at Sheet No.
51, Special Charges.

d. Provide the amount of annual revenue that Western expects the
Late Payment Charge to generate. Include supporting calculations |
and sufficient narrative explanation to explain the calculations. |

Response:

. d. Please refer to the response to Data Request 57 (d), which provides
a workpaper that details the components of Other Revenue for the
Test Year, applying present and proposed rates. Included on that
attachment is Western's forecast of $308,304.

Western estimated the dollar value to which the Late Payment Fee
would be applied in the following manner.

i G-1 Sales Revenue, 4/00 through 12/00 - $61,660,819
; Assume Late Payment

applied to 10% of Total G-1 Revenues 6,166,082

5% Late Payment Charge $308,304
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request No. 2
DR Item 55 (a)
Witness: Daniel M. Ives

Data Request:

55.  Refer to the Direct Testimony of Daniel Ives and the response to Item 56 of the
Commission’s July 16, 1999 Order. -

a. The specific items of plant involved in new service installations are mains,
meters, services, and regulators. For which of these items does Western
expect the economic life to be shorter than the physical life? Explain why.

Response:

55 (a) Mr. Ives does not state that any particular item of plant will necessarily have an
economic life shorter than its physical life. But, if the Commission approves
Western’s proposed Premises Charge with a 15-year recovery period for the
Excess Investment, that recovery period would be shorter than the 30-50 year
physical lives of such assets. And, as Mr. Ives stated in response to Question
Number 56 of the Commission’s July 19, 1999 data request, another example of

 the use of economic.recovery periods shorter than physical lives is seen in the

IRS’ allowance of the use of MACRS accelerated depreciation for tax purposes.




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request No. 2
DR Item 55 (b)
Witness: Donald P. Burman

Data Request:

55. Refer to the Direct Testimony of Daniel Ives and the response to Item 56 of the
Commission’s July 16, 1999 Order.

b. For each of these four plant items, provide the lives Western is presently
using for purposes of calculating it’s per book depreciation.

Response:

55(b) The following lists the average service lives for the prior study/existing and the
current depreciation studies for Accounts 376 Mains, 380 Services, 381 Meters
and 383 Regulators as requested.

~ Average Service Life

Prior Study/
Account Existing Current Study
376 Mains 50 Years * 50 Years
380 Services 45 Years * 45 Years
381 Meters 30 Years 35 Years
383 Regulators 36 Years 35 Years

*Note: The average service life for the existing depreciation rate for these
accounts was not known when Deloitte & Touche performed the 1992
study and that is still the approved existing rate. However, Deloitte &
Touche did make an average service life recommendation in the 1992
study as well as in this current study and that is what is shown in this

table.




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request No. 2
DR Item 55 (c)
Witness: Daniel M. Ives

Data Request:

55.  Refer to the Direct Testimony of Daniel Ives and the response to Item 56 of the
Commission’s July 16, 1999 Order.
c. Provide the calculation used to derive the pre-tax rate of return shown on
Exhibit DMI-5, Schedule 1 of 2.

Response:

55 (c) See attached calculation.




Western Kentucky Gas Company
Response to Data Request No. 2
Public Service Commission of Kentucky
Question No. 55 (c)

Dollars
%s

Costs
Weighted

Composite Tax Rate

Pre Tax Rate of Return

Capital Structure and Cost Rates

Equity ST Debt LT Debt Total
$ 474,844,584 § 87,474,202 $ 386,620,973 $ 948,939,759
50.04% 9.22% 40.74% 100.00%
12.25% 5.57% 8.03%
6.13% 0.51% 3.27% 9.91%
= 40.36%

After tax Weighted Cost of Equity grossed-up for FIT & SIT + Weighted Cost ST Debt
+ Weighted Cost LT Debt

(6.13%/(100.00-40.36))+.51%+3.27%

= 14.06%




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request No. 2
DR Item 55 (d)
Witness: Daniel M. Ives

Data Request:

55.  Refer to the Direct Testimony of Daniel Ives and the response to Item 56 of the
Commission’s July 16, 1999 Order.
d. Provide schedules, in the same formats as Exhibit DMI-5, Schedules 1 and
2, showing the carrying costs and resulting premises charges based on
recovery periods of 240, 300, and 360 months.

Response:
55 (d) See attached schedules.




KPSCD/R 2

_ Question 55 (d)
Western Kentucky Gas Company
. Computation of Proposed Premises Charge
Assumptions
Excess Investment in Main $118.54 Per Customer’
Excess Investment in MSR $739.62 Per Customer’
Total Excess Investment $858.15 Per Customer’
Recovery Period 240 Months
Pre-Tax Rate of Return 14.06% As ReAquested2
Composite Tax Rate 40.36% State and Federal Tax
Demand Charge Per Month
Carrying Cost of Return of Excess
Investment’ Investment’ Cost
Main-Only $0.83 $0.70 $1.53
MSR-Only $5.17 $4.35 . $9.52
. Main & MSR $6.00 $5.05 $11.05
Notes:

1. From Exhibit DMI-4, Schedule 2, "Excess Investment" column.

2. Pre-tax return calculated from Witness Murry's cost of capital exhibit.

3. Retum of Excess Investment has been grossed up for taxes:
[Excess Investment/(1-Tax Rate))/240 months.

4. Carrying Costs assume equal monthly' repayment of the Excess Investment over the Recovery Period.
Carrying costs are computed on Exhibit DMI-5, Schedule 2.
Total cumulative carrying costs/240 months = carrying cost per month.

8/25/99
1:24 PM Lukens Consulting Group, Inc.
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KPSCD/R 2

Question 55 (d)
Western Kentucky Gas Company
. Computation of Proposed Premises Charge
Assumptions
Excess Investment in Main $118.54 Per Customer'
Excess Investment in MSR $739.62 Per Customer"
Total Excess Investment $858.15 Per Customer' |
Recovery Period 300 Months |
Pre-Tax Rate of Return 14.06% As Requested
Composite Tax Rate 40.36% State and Federal Tax
Demand Charge Per Month
Carrying Cost of Return of Excess
Return of Excess Excess Investment plus Carrying
Investment’ Investment® Cost
Main-Only $0.66 $0.70 $1.36
MSR-Only $4.13 $4.35 . $8.48
I Main & MSR $4.80 $5.05 $9.85
Notes:

1. From Exhibit DMI-4, Schedule 2, "Excess investment” column.

2. Pre-tax return calculated from Witness Murry's cost of capital exhibit.

3. Return of Excess Investment has been grossed up for taxes:
[Excess Investment/(1-Tax Rate)}/300 months.

4. Carrying Costs assume equal monthly repayment of the Excess Investment over the Recovery Period.
Carrying costs are computed on Exhibit DMI-5, Schedule 2.

Total cumulative carrying costs/300 months = carrying cost per month.

8/25/99
1:07 PM Lukens Consulting Group, Inc.
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KPSCD/R 2

Question 55 (d)
Western Kentucky Gas Company
. Computation of Proposed Premises Charge
Assumptions
Excess Investment in Main $118.54 Per Customer'
Excess Investment in MSR $739.62 Per Customer"
Total Excess Investment $858.15 Per Customer"
Recovery Period 360 Months
Pre-Tax Rate of Return 14.06% As Requested’
Composite Tax Rate 40.36% State and Federal Tax
Demand Charge Per Month
Carrying Cost of Return of Excess
Return of Excess Excess Investment plus Carrying
Investment’ Investment® Cost
Main-Only $0.55 $0.70 $1.25
|
MSR-Only $3.44 $4.35 - $7.79
Main & MSR $4.00 $5.04 $9.04
Notes:

1. From Exhibit DMI-4, Schedule 2, "Excess Investment" column.
2. Pre-tax return calculated from Witness Murry’s cost of capital exhibit.

3. Retumn of Excess Investment has been grossed up for taxes:
[Excess Investment/(1-Tax Rate))/360 months.
4. Carrying Costs assume equal monthly repayment of the Excess Investment over the Recovery Period.
Carrying costs are computed on Exhibit DMI-5, Schedule 2.
Total cumulative carrying costs/360 months = carrying cost per month.

8/25/99
1:10 PM Lukens Consulting Group, Inc.
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Western Kentucky Gas Company
‘ Case No. 99-070
KPSC Data Request No. 2
DR Item 55 (e)
Witness: Daniel M. Ives

Data Request:

55.  Refer to the Direct Testimony of Déniel Ives and the response to Item 56 of the

Commission’s July 16, 1999 Order.

e. Provide the calculations, along with a narrative explanation, of the
“Facilities Adjustment Charge” of $15.44 per year for all residential
customers that Mr. Ives suggests Western be allowed to implement if the
Commission rejects the proposed premises charge.

Response:
‘ 55 (e) See attached schedule.



Western Kentucky Gas Company
Response to Data Request No. 2
Public Service Commission of Kentucky

Question No. 55 (e)

If the Commission elects to implement the altemative "Facilities Adjustment Charge," it may be computed by estimating the
annual amount of Excess Investment associated with new Residential hook-ups that require main extension and a Meter,
Service Line and Regulator (MSR), and the annual amount of Excess Investment associated with new Residential hook-ups
that require MSR only. The combined annual Excess Investment is grossed-up for Federal and State taxes and then divided
by the estimated number of Residenfial customers in 2001 to produce the annual cost per Residential customer of $15.44,

as illustrated below:

Budgeted
Amount Annual
Excess No. of
Excess Investment Investment 1/ Connections 2/ Total
Main and MSR $858 1450 $1,244,100
MSR Only $740 250 $185,000
1700 $1,429,100

Tax Gross-up Factor (.5964) 3/
Annual Excess Investment - Grossed-up for Taxes $2,396,211
Number of Customers - 2001 4/ 155220
Annual Cost (incl. Tax) /All Residential Customers $15.44
Rolled-in Monthly Cost For All Residential Customers $1.29

No carrying charges are imputed as recoveries and expenditures are assumed to occur ratably.

1/ Refer to Exhibit DMI-5, Schedute 1 for Excess Investment.
2/ Refer to Exhibit DMI-6, Schedule 1 for budgeted number of New Residential Customers.

3/ Refer to Exhibit DMI 5, Schedule 2 for tax factor.

4/ Residential Customers 9/30/98 151820 (Exhibit DMI 2, Schedule 2)
1999 Additions 1700 (Exhibit DMI-6, Schedule 1)
2000 Additions 1700 (Exhibit DMI-6, Schedule 1)

165220




KUEERSE 80000 SERIES

RECYCLED® 10%P.CcW.




Data Request:

Response:

Western Kentucky Gas Company
Case No. 99-070

KPSC Data Request #2 Dated August 19, 1999

DR Item 56 a-d
Witness: Doggette

Refer to the Direct Testimony of David H. Doggette and the response to
Item 57 of the Commission’s July 16, 1999 Order.

a.

The survey of banks in Exhibit DHD-2 was limited to eight local
banks. Explain how these particular banks were selected for the
survey.

Considering how widespread Western’s service territory is, why
was the survey limited to eight “local banks”?

The proposed returned check charge is based on the premise that
Western incurs an administrative charge for processing bad checks
similar to the returned check charges imposed by the banks. What
attempt has Western made to determine the actual level of costs it
incurs to handle and process bad checks?

Has Western determined, or attempted to determine, the margin, or
mark-up above their costs, that the banks include in their returned
check charges?

This survey was not intended to be a random survey, but was
simply a survey of some of the primary banks in the Owensboro
area to determine a general level of the returned check charges
being applied in the market. All of the banks contacted are
represented in the survey.

The goal of the survey was to determine the general level of the
returned check charges. It was assumed that for this purpose a
random survey of banks throughout western Kentucky was not
necessary.

None. The goal was to identify general level of charges in the
market. There are several proposals in this case, including this
one, which seek to apply charges to penalize poor bill payment
practices by customers and, hopefully, to modify such behavior.
These proposals include the 5% Late Payment Charge and the
Seasonal Turn-On Charge, neither of which is cost based.

No.



Western Kentucky Gas Company
Case No. 99-070
. KPSC Data Request #2 Dated August 19, 1999

DR Item 56 e
Witness: Smith

Data Request:

Refer to the Direct Testimony of David H. Doggette and the response to
Item 57 of the Commission’s July 16, 1999 Order.

€. The proposed Seasonal Turn-on Charge is not cost-based but is
intended as a disincentive to customers disconnecting from the
system on a seasonal basis. Explain why such a charge requires a
higher “after hours” rate similar to those special charges that are
cost-based.

Response:

€. Western believes that consistently applying a premium for all
“After Hours” work will help to encourage customers to request
any service order activity during normal business hours. Western
does incur a greater cost, in overtime wages, to perform a Seasonal
' Turn-On “After Hours” than during normal business hours.
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 57
Witness: Betty Adams

Data Request:

Refer to the Direct Testimony of Betty L. Adams and the response to Item
67 of the Commission’s July 16, 1999 Order. Refer to the response identified as
DR 67(f), sheet 1 Of 2, compared with the response identified as DR 67(g),
Schedule C-2.1, sheet 4 of 10. The base period amount of “Shared Services
Billing” on DR 67(f) of $10,003,000 does not correspond with Administrative
Services Transferred on DR 67(g), ScheduleC-2.1, Sheet 4 of 10, Account 922, in
the amount of $9,050,095. The amounts provided for the forecasted year on DR
67(f), Sheet 2 of 2, and DR 67(g) Schedule C-2.1, sheet 9 of 10, account 922 are
in agreement. Explain and reconcile the differences in amounts for the base
period.

Response:

Please refer to DR 67(g) Schedule 2.1 sheet 5 of 10, line 5 which states the “Total
Operation and Maintenance Expense” to which I will reconcile the difference to DR

67(f).

Total O&M Expenses $ 86,733,301
Less Purchase Gas Cost (62,724,104)
$ 24,009,197
WKG’s O&M (_14,007,015)
Shared Services O&M $ 10,002,182

Most of the Shared Service costs are recorded in a/c 922, which is shown on the test year,
in full. But due to adjustments made, part of the cost was reflected in various other O&M
accounts.
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 58 a, b, ¢
Witness: Rebecca M. Buchanan

Data Request:

58.  Refer to Volume 10 of 10 of the Application, Tabs 3 and 5, the Direct
Testimony of Rebecca M. Buchanan, and FR 10(10)(c)2, Schedule C-2, and FR
10(10)(e), Schedule E.

a. Explain why the State and Federal Income Tax on Schedule E for the base period
1s mathematically correct, but does not agree to the Income Taxes for Base Year
Revenue and Expenses on Schedule C-2.

b. If FR 10(10)(c)2, Schedule C-2 as originally filed in the application would be
different if presented on the basis of FERC accounts, resubmit Schedule C-2
based on FERC accounts.

c. Provide calculations to support the income tax for the columns titled Base Year
Revenue & Expenses, Utility Budget Adjustments, SSU Billing Adjustments,
Forecasted Revenue & Expenses, and Ratemaking Adjustments on FR 10(10)(c)2,
Schedule C-2.

Response:

58a.) The Base Year amount of income tax shown on Schedule C-2 is from
Western’s budgeted Income Statement as presented in FR 10(9)(h)1, Volume 3 of 10,
under tab 7. This Income Statement contains items of “Other Income” that were included
for the budgeted calculation of income tax expense. Western’s operating budget did not
differentiate between “above the line” and “below the line” taxable income. Compare
this to the Schedule E income tax calculation. Schedule E calculates income taxes for
ratemaking purposes, which only includes operating income and interest expense, and
excludes the other “non-operating” income. |

Schedule C-2 shows, in a series of adjustments presented in the columns from left
to right, Western’s Base Year “budget plus actual” in the first column, then in the next

two currency columns, Western’s Utility budget adjustments and Shared Service (SSU)




budget adjustments. These adjustments are for the purpose of showing the difference
between the Base Year operating budget to the Forecasted Test Year operating budget.
The next column to the right, titled “Ratemaking Adjustments”, makes adjustments for
certain items typically disallowed for ratemaking, such as promotional advertising
expense, as well as a normalization of pension expense, depreciation expense and income
tax expense.

The adjustment amount of ($ 583,551), shown on Schedule C-2, line 15 “Income
Taxes”, within the “Ratemaking Adjustments” column, is the difference between
Western’s budgeted income tax expense for the Forecasted Test Year and the normalized
ratemaking Income Tax calculation on Schedule E for the Test Period, Fully Adjusted.
As explained above, Western’s Forecasted Test Year operating budget for Income Tax
expense considered non-operating income and was not adjusted for ratemaking purposes
(advertisements, club dues, etc.). The final column of Schedule C-2 shows Income Tax
expense of (§ 239,551) that is fully adjusted for budgetary changes between the Base
Year and Forecasted Test Year and well as normalized for ratemaking purposes.

58b.) There would be no change in Schedule C-2 if it were filed on the basis of
FERC accounts. There is very little difference in the NARUC chart of accounts and the
FERC chart of accounts. Please see the six page attachment titled “NARUC to FERC
Conversion Table”. Where there is a difference in the two systems, the accounts have
been outlined.

58c.) See response to 58a.) above. Schedule C-2.2, which is found in Volume
10, tab 3 of the filing, shows the monthly income tax expense (account 4090) for the base
year and the forecasted test year. The first six months of the base year is the per book
income tax expense, totaling $3,347,114. Thereafter, the income tax expense budgeted is
a simple calculation of the monthly budgeted “Net Income Before Taxes” multiplied by
the composite tax rate of 40.363%. For the second half of the base year, the income tax
budgeted is ($1,680,000). The total for the base year is the actual plus the budget:
$3,347,114 + ($1,680,000) = $1,667,114.  This is the amount of income taxes shown on
Schedule C-2, in the column titled “Base Year Revenue & Expenses”. The test year
income tax expense calculation is: NI before Tax $852,000 X 40.363% = $344,000

(see Schedule C-2 in the column titled “Forecasted Revenues & Expenses”). .




response to KPSC DR set #2,
Item # 58b.

Note: Differences between Naruc and Ferc are gutlined.

NARUC TO FERC CONVERSION TABLE

Ferc
Naruc Ferc Description
1010 1010 Gas plant in service
1020 1020 Gas plant purchased or sold
1060 1060 Completed construction not classified
1070 1070 Construction work in progress
1080 1080 Accumulated provision for depreciation of gas utility plant
1081 1081 Accumulated provision for depreciation of gas utility plant
| 1112 1110 JAccumulated provision for amortization and depletion of gas utility plant
1140 1140 Gas plant acquisition adjustments
1150 1150 Accumulated provision for amortization of gas plant acqulsmon adjustments
1170 1170 Gas stored underground-Noncurrent
1210 1210 Nonutility property
1220 1220 Accumulated provision for amortization of nonutility property
1230 1230 Investment in associated companies
1231 1231 Investment in subsidiary companies
1240 1240 Other investments
1280 1280 Other special funds
1310 1310 Cash
1340 1340 Other special deposits
1341 1341 Other special deposits
1350 1350 Working funds
1360 1360 Temporary cash investments
1410 1410 Notes receivable
1420 1420 Customer accounts receivable
1430 1430 Other accounts receivable
1440 1440 Accumulated provision for uncollectible accounts
1450 1450 Notes receivable from associated companies
1460 1460 Accounts receivable from associated compames
1510 1510 Fuel stock
1540 1540 Plant materials and operating supplies
1550 1550 Merchandise
1630 1630 Stores expense undistributed
1640 1641 Gas stored underground-Current
1660 1650 Prepayments
1740 1740 Miscellaneous current and accrued assets
1810 1810 Unamortized debt expense
1840 1840 Clearing accounts
1860 1860 Miscellaneous deferred debits
2010 2010 Common stock issued
2020 2020 Common stock subscribed
2070 2070 Premium on capital stock
2110 2110 Miscellaneous paid-In capital
2160 2160 Unappropriated retained earnings
2210 2210 Bonds
2240 2240 Other long-Term
2310 2310 Notes payable
2320 2320 Accounts payable
2340 2340 Accounts payable to associated companies
2350 2350  Customer deposits ‘
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response to KPSC DR set #2,
Item # 58b.

Note: Differences between Naruc and Ferc are outlined.

NARUC TO FERC CONVERSION TABLE

Ferc
Naruc Ferc Description
2360 2360 Taxes accrued
2370 2370 Interest accrued
2380 2380 Dividends declared
2410 2410 Ta xcollections
2420 2420 Miscellaneous current and accrued liabilities
2520 2520 Customer advances for construction
2530 2530 Other deferred credits
2550 2550 Accumulated deferred investment ta xcredits
[ 2620 2282 |Accumulated provision for injuries and damages
2710 2710 Contributions in aid of contruction
2820 2820 Accumulated deferred income taxes-Other property
2830 2830 Accumulated deferred income taxes-Other
3010 3010 Organization
3020 3020 Franchises and consents
3030 3030 Miscellaneous intangible plant
3254 3254 Plant rights-Of-Way
3280 3280 Field measuring and regulating station structures
3290 3290 Other structures
3320 3320 Field lines
3330 3330 Field compressor station equipment
3340 3340 Field measuring and regulating station equipment
3400 3400 Land and land rights
3420 3420 Extraction and refining equipment
3440 3440 Extracted product storage equipment
3450 3450 Compressor equipment
3520 3520 Wells .
3651 3651 Transmission plant-Land and land rights
3660 3660 Structures and improvements
3662 3662 Transmission Plant
3670 3670 Mains
3680 3680 Compressor station equipment
3690 3690 Measuring and regulating station equipment
3710 3710 Other equipment
3740 3740 Distribution plant-Land and land rights
3750 3750 Distribution plant-Structures and improvements
3753 3753 Improvements
3760 3760 Distribution plant-Mains
3761 3761 Mains - Steel
3762 3762 Mains - Plastic
3770 3770 Distribution plant-Compressor station equipmeht
3780 3780 Distribution plant-Measuring and regulating station equipment-General
3790 3790 Distribution plant-Measuring and regulating station equipment-City gate check stations
3795 3795 Mea&Reg St Eq Cty Ck Sta
3798 3798 Meas&Reg Stat Equip
3800 3800 Distribution plant-Services
3810 3810 Distribution plant-Meters
3820 3820 Distribution plant-Meter installations
3830 3830 Distribution plant-House régulators
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response to KPSC DR set #2,

Note: Differences between Naruc and Ferc are gutlined. Ttem # 58b.

NARUC TO FERC CONVERSION TABLE

Ferc
. Naruc  Ferc Description
3840 3840 Distribution plant-House regulator installations
3850 3850 Distribution plant-Industrial measuring and regulating station equipment
3870 3870 Distribution plant-Other equipment
3890 3890 General plant-Land and land rights
3900 3900 General plant-Structures and improvements
3903 3903 Improvements
3904 3904 Air Conditioning Equip
3909 3909 Improv Leased Premises ,
3910 3910 General plant-Office furniture and equipement
3913 3913 Office Machines
3920 3920 General plant-Transportation equipment
3930 3930 General plant-Stores equipment
3940 3940 General plant-Tools, shop and garage equipment
3950 3950 General plant-Laboratory equipment
3960 3960 General plant-Power operated equipment
3963 3963 Ditchers
3964 3964 Backhoes
3965 3965 Welders
3970 3970 General plant-Communication equipment
3971 3971  Comm Equip-Mobile Radios
3972 3972 Comm Equip-Fixed Radios
3980 3980 General plant-Miscellaneous equipement
. 3990 3990 General plant-Other tangible property
3995 3995 Mainframe Hardware
3996 3996 Pc Hardware
3997 3997 Pc Software
3998 3998 Application Software
3999 3999 Mainframe Sys Software
4030 4030 Depreciation expense
4042 4042 Amortization of underground storage land and land rights
4043 4043 Amortization of other limited-Term gas plant
4060 4060 Amortization of gas plant acquisition adjustments
4080 4081 Taxes other than income taxes, utility operating income
4090 4091 Income taxes, utility operating income
4150 4150 Revenues from merchandising, jobbing and contract work -
4160 4160 Costs and expenses of merchandising, jobbing and contract work
4170 4170 Revenues from nonutility operations
4190 4190 Interest and dividend incom
| 4200 4191  JAllowance for other funds used during construction
4210 4210 Miscellaneous nonoperating income
4220 4211 Gain on disposition of property
4252 4250  JMiscellaneous amortization
4260 4265 Other deductions
4261 4261 Dues & donations
. 4270 4270 Interest on long-Term debt
4280 4280 Amortization of debt discount and expense
4300 4300 Interest on debt to associated companies
4310 4310 Other interest expense
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response to KPSC DR set #2,
Item # 58b.

Note: Differences between Naruc and Ferc are outlined.

NARUC TO FERC CONVERSION TABLE

Ferc
Naruc  Ferc Description
4380 4380 Dividends declared-Common stock
4800 4800 Residential sales
4830 4830 Sales for resale
4870 4870 Forfeited discounts
4880 4880 Miscellaneous service revenues
4890 4890 Revenues from transporation of gas of others
4900 4900 Sales of products extracted from natural gas
4930 4930 Rent from gas property
4950 4950 Other gas revenues
7230 7230 Fuel for liquefied petroleum gas process
7280 7280 Liquified petroleum gas
7330 7330 Gas mixing expenses
7350 7350 Miscellaneous production expenses
7410 7410 Production-Maintenance of structures and improvements
7420 7420 Maintenance of production equipment
7500 7500 Production and gathering-Operation supervision and engineering
7510 7510 Production maps and records
7520 7520 Gas wells expenses
7530 7530 Field lines expenses
7540 7540 Field compressor station expenses
7550 7550 Field compressor station fuel and power
7560 7560 Field measuring and regulating station expenses
7570 7570 Production and gathering-Purification expenses
7580 7580 Gas well royalties :
7590 7590 Production and gathering-Other expenses
7610 7610 Production and gathering-Maintenance supervision and engineering
7620 7620 Production and gathering-Maintenance of structures and improvements
7640 7640 Maintenance of field lines
7650 7650 Maintenance of field compressor station equipment
7660 7660 Maintenance of field measuring and regulating station equipment
7670 7670 Production-Maintenance of purification equipment
7690 7690 Maintenance of other equipment
7700 7700 Products extraction-Operation supervision and engineering
7710 7710 Products extraction-Operation labor
7720 7720 Gas shrinkage -
7730 7730 Production-Fuel '
7740 7740 Power
7770 7770 Gas processed by others
7840 7840 Products extraction-Maintenance supervision and engineering
7860 7860 Maintenance of extraction and refining equipment
7980 7980  Other exploration '
8000 8000 Natural gas well head purchases
8010 8010 Natural gas field line purchases
8030 8030 Natural gas transmission line purchases
8040 8040 Natural gas city gate purchases
8060 8060 Exchange gas
8070 8070 Purchased gas expenses
{ 8080 8081  |Gas withdrawn from storage-Debit
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response to KPSC DR set #2,
Item # 58b.

Note: Differences between Naruc and Ferc are outlined.

NARUC TO FERC CONVERSION TABLE

Ferc
Naruc Ferc Description
| 8090 8082  |Gas delivered to storage-Credit
8110 8110 Gas used for products extaction-Credit
8120 8120 Gas used for other utility operations-Credit
8130 8130 Other gas supply expenses
8140 8140 Storage-Operation supervision and engineering
8160 8160 Wells expenses
8170 8170 Lines expenses
8180 8180 Compressor station expenses
8190 8190 Compressor station fuel and power
8200 8200 Storage-Measuring and regulating station expenses
8210 8210 Storage-Purification expenses
8230 8230 Gas losses
8240 8240 Storage-Other expenses
8250 8250 Storage well royalties
8260 8260 Storage-Rents
8310 8310 Storage-Maintenance of structures and improvements
8320 8320 Maintenance of reservoirs and wells
8330 8330 Maintenance of lines
8340 8340 Maintenance of compressor station equipment
8350 8350 Maintenance of measuring and regulating station equipment
8360 8360 Processing-Maintenance of purification equipment
8400 8400 Other storage-Operation supervision and engineering
8410 8410 Other storage expenses-Operation labor and expenses
8420 8420 Other storage-Rents
8430 8431 Other storage-Maintenance supervision and engineering
8440 8432 Other storage-Maintenance of structures and improvements
8450 8433 Maintnenance of gas holders
8470 8435 Maintenance of liquefaction equipment
8480 8436 Maintenance of vaporizing equipment
8500 8500 Transmission-Operation supervision and engineering
8510 8510 System control and load dispatching
8530 8530 Transmission-Compressor station labor and expenses
8540 8540 Gas for compressor station fuel
8560 8560 Mains expenses )
8570 8570 Transmission-Measuring and regulatmg station expenses
8580 8580 Transmission and compression of gas by others
8590 8590 Transmission-Other expenses
8600 8600 Transmission-Rents
8610 8610-»  Transmission-Maintenance supervision and engineering
8620 8620 Transmission-Maintenance of structures and improvements
8630 8630 Transmission-Maintenance of mains
8640 8640 Transmission-Maintenance of compressor station equipment
8650 8650 Transmission-Maintenance of measuring and regulating station equipment
8660 8660 Transmission-Maintenance of communication equipment
8670 8670 Transmisison-Maintenance of other equipment
8700 8700 Distribution-Operation supervision and engineering
8710 8710 Distribution load dispatching
8720 8720 Distribution-Compressor station labor and expenses
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response to KPSC DR set #2,
Item # 58b.

Note: Differences between Naruc and Ferc are outlined.

NARUC TO FERC CONVERSION TABLE

Ferc
Naruc Ferc Description

8740 8740 Mains and services expenses
8750 8750 Distribution-Measuring and regulating station expenses
8760 8760 Distribution-Measuring and regulating station expenses-Industrial
8770 8770 Distribution-Measuring and regulating station expenses-City gate check stations
8780 8780 Meter and house regulator expenses
8790 8790 Customer installations expenses
8800 8800 Distribution-Other expenses
8810 8810 Distribution-Rents .
8850 8850 Distribution-Maintenance supervision and engineering
8860 8860 Distribution-Maintenance of structures and improvements
8870 8870 Distribution-Maint of mains
8890 8890 Maintenance of measuring and regulating station equipment-General
8900 8900 Maintenance of measuring and regulating station equipment-Industrial
8910 8910 Maintenance of measuring and regulating station equipment-City gate check stations
8920 8920 Maintenance of services
8930 8930 Maintenance of meters and house regulators
8940 8940 Distribution-Maintenance of other equipment
8950 8950 Distribution-Maintenance of other plant
9010 9010 Customer accounts-Operation supervision
9020 9020 Customer accounts-Meter reading expenses
9030 2030 Customer accounts-Customer records and collections expenses
9040 9040 Customer accounts-Uncollectible accounts '
9050 9050 Customer accounts-Miscellaneous customer accounts
9090 9070 Customer service-Supervision
9100 9080 Customer service-Operating assistance expense
9110 9090 Customer service-Operating informational and instructional advertising expense
9120 9100 Customer service-Miscellaneous customer service
9150 9110 Sales-Supervision
9160 9120 Sales-Demonstrating and selling expenses
9170 9130 Sales-Advertising expenses
9180 9160 Sales-Miscellaneous sales expenses
9200 9200 A&G-Administrative & general salaries
9210 9210 A&G-Office supplies & expense
9220 9220 A&G-Administrative expense transferred-Credit
9230 9230 A&G-Outside services employed . -
9240 9240 A&G-Property insurance
9250 9250 A&G-Injuries & damages
9260 9260 A&G-Employee pensions and benefits
9270 9270 A&G-Franchise requirements
5280 9280 A&G-Regulatory commission expenses
9290 9290 A&G-Duplicate charges-Cr
9301 9301 A&G-General advertising expense
9302 9302 Miscellaneous general expenses
9310 9310 Aé&G-Rents

[ 9320 9350  JA&G-Maintenance of general plant
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Data Request:

Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 59
Witness: Betty Adams

Refer to the Direct Testimony of Betty L. Adams and the response to Item
68 of the Commission’s July 16, 1999 Order. Included with this response are
comparisons of budget to actual year-to-date reports for FY 1998, 1997, 1996,
1995 and 1994 referenced as “RESP-10". These reports contain data for only 11
costs or “element groups.”

a.
b.
c.
d.

Response:
a.
b.
c.
d.

Are the costs or “element group” on these budget reports broken down
further on other budget to actual comparison reports?

If yes, provide these reports for FY 1998 and for the months-to-date
since then with a cumulative total beginning October 1998 through the
most recently completed month of accounting records. Also, provide a
brief explanation of all variances, both favorable and unfavorable, for
the lesser of $5,000 or 5 percent.

If yes, provide a schedule combining the year-to-date actual per the
RESP-10, the Shared Services Billing, depreciation, and any other
costs to determine operating and maintenance expense for FY 1998
and for the months-to-date with a cumulative total beginning October
1998 through the most recently completed month of accounting
records.

If no, explain in detail how Western monitors the underlying account
element data for accuracy in budgeting. Also, what form of variance
analysis does Western use for management reporting? Provide this
variance analysis for FY 1998, 1997, 1996, 1995 and 1994 or such
periods as are referenced in subpart “b”.

No

N/A

N/A

WKG'’s upper management group monitors only the elements groups.
Please reference my testimony, volume 2, tab 4, page 6 starting at line
7 and AG Data request 174 .
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Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 60 a. b. c.
Witness: Gruber

I- Western Kentucky Gas Company

Data Request:

60.  Refer to the Direct Testimony of Betty L. Adams and the response to Item 68 of
the Commission’s July 16, 1999 Order.

a. Since authorized employees have exceeded actual employees every year from
1994 through 1998, explain the basis for including 100 percent of authorized
employees for rate-making purposes in the forecasted period.

b. What measures does Western propose to use in filling the 15 open positions that

are shown when comparing the Testimony of Conrad E. Gruber and the response

. to Item 62 or the Commission July 16, 1999 Order, which reflects a total of 267
employees compared to the forecasted level of 2827

c. What are the expected benefits from the addition of the planned operating and

maintenance employees that Western’s customers will receive that they have not

been receiving?

Response:

a. Authorized employees have exceeded actual employees four of the past five
years. The ratio of actual employees to authorized complement has averaged
99.13% for those five years as shown in KPSC DR 1 item 70. The basis for
including the authorized employees for rate-making purposes is that those
employees are needed for the organization to accomplish it’s work load in an
expeditious and efficient fashion for the forecasted period.

b. Our original intent was to begin hiring at the beginning of FY2000; however,
. Western’s current earnings situation and the uncertainty of the outcome of this




case makes the filling of these positions and the filling of these needs difficult
given these circumstances.

The vacant positions are primarily distributed between service(7) and
construction(S) jobs. These vacancies being held have resulted in less responsive
service and more limited construction capacity in the areas that have fewer
employees than necessary, we have not sacrificed safety! Additionally positions
in engineering, supervision and sales are vacant, degrading our ability to perform
in those areas as well. These vacancies are detailed in KPSC DR 1 item 70.




Western Kentucky Gas Company
Case No. 99-070
. KPSC Data Request #2 Dated August 19, 1999
DR Item 61
Witness: Betty Adams

Data Request:

Refer to Volume 4 of 10 of the Application, Tab 4, FR 10(9)(m), and the
Direct Testimony of Donald P. Burman. In the NARUC accounts individual
elements of functional expense are shown in the chart of accounts at FR 10(9)(m)
as follows: directors retirement benefits, service awards; employee incentives;
meals and entertainment; membership fees; community relations & trade shows;
and sports activities: '

a. Are any amounts for the above individual elements of functional
expenses included in the base period or forecasted period?

b. If yes, provide amounts for both the base period and forecasted period
as applicable, and explain why these types of expenses should be
recoverable for rate-making purposes.

c. If no, explain why these types of expenses are included as “above the
line accounts” in the chart of accounts.

Response:
a. Yes, they are included in the base and forecasted periods for schedules

that contain total O&M expense.

b. Refer to FR 10(10)(c)2, Volume 10 of 10, Tab 3, for how the rate
making adjustments were made.

c. N/A




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 62
Witness: Betty Adams

Data Request:

Does Western’s bottom-up budget process for the annual operating and
maintenance budget include providing budgeting personnel with any reports
comparing, for instance, the most recently completed fiscal year budgeted
amounts and actual results, as well as the present operating budget, for a reference
point in establishing a new budget?

a. If yes, provide such completed documentation from the “element
group” account level for FY 1999, 1998, 1997, 1996 and 1995.

b. If no, explain in detail what reports management uses to evaluate the
budget for accuracy of inputs, and provide documentation in the way
of comparative reports from the “element group” account level for FY
1999, 1998, 1997, 1996 and 1995.

c. If no comparative reports are available from the budgetary input
process, explain in detail how Western’s budget process can be relied
upon for accuracy, evaluation of trends and other analysis for periods
past the immediate budget period.

Response:

Yes, please refer to AG Data Request #172b and my testimony in Volume
2, tab 4, page 4, starting at line 27 for explanation of budgeting process.

a. These documents are not retained as permanent records.

b. N/A
c. N/A







Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 63
Witness: Betty Adams

Data Request:

Does Shared Service’s bottom-up process for the annual operating budget include
providing budgeting personnel any reports comparing, for instance, the most recently
completed fiscal year budgeted amounts and actual results, as well as the present
operating budget, for a reference point in establishing a new budget?

a. If yes, provide such completed documentation from the most detailed
account level for FY 1999, 1998, 1997, 1996 and 1995.
b. If no, explain in detail what reports management uses to evaluate the

budget for accuracy of inputs, and provide documentation in the way of
comparative reports from the most detailed account level for FY 1999,
1998, 1997, 1996 and 1995.

. If no comparative reports are available from the budgetary input process,
explain in detail how Shared Service’s budget process can be relied upon
for accuracy, evaluation of trends and other analysis for periods past the
immediate budget period.

Response:

No, overall accuracy of budget input at the detailed account level is the
responsibility of the officers and other managers directly responsible for the
individual shared service units, and is not typically reviewed by budget personnel
or senior officers.

a. N/A

b. Prior to 1999, summarized budget levels were compared to prior
period statistics by corporate function for purposes of budget
department and senior officer review.

c. Starting with the FY 1999 budget, the budget department and Shared
Services Board began reviewing shared services budgets at a more
detailed cost center level with comparisons to prior periods.
Additionally, all individual units are now required to make
presentations to the Shared Services Board and to the budget
department in which more detailed comparisons, by cost type, were
presented. The budget department, as well as senior management,
reviews overall the reasonableness of the budgets, considering prior
year amounts, known changes, complement levels, special projects,
etc. However, responsibility for account-by-account budget accuracy
remains with individual unit managers.
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Data Request:

Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 64
Witness: Betty Adams

Refer to the Direct Testimony of Betty L. Adams and the response to Item
72(a) of the Commission’s July 16, 1999 Order.

a.
b.
c.
Response:
a.

Does Western’s response that its billing system prior to June 1, 1999

did not provide accounts receivable aging mean that management did
not otherwise have an aging schedule created for periodic evaluation

of revenue collectibility?

(1) If yes, provide a detailed explanation of how Western
determined the uncollectible accounts to write off?

(2) If no, provide any aging schedules created for the FY 1998 and
1997, with an explanation of any coding identifying customer
classes.

(3) Provide a detailed explanation of Western’s uncollectible
account determination policy, with procedures on how
accounts 60, 90 or 120 days and older are pursued for
recovery.

Provide monthly accounts receivable aging schedules since June 1,
1999 and monthly uncollectibles written off for those months’ activity.
Provide the calculation supporting the derivation of the 0.4 percent of
revenue factor used in the gross revenue conversion factor at Volume
10 of 10 of the Application, Tab 8, FR 10(10)(h), Schedule H. Include
support for the combination of uncollectilbles and revenue from
different customer classes in determining a composite factor.

Yes, we did not have an aging schedule for all of the WKG’s
customers in total. Each supervised location received a report of the
customers in their area listing all accounts by name and amount that
were not current.

1. No accounts could be written off as uncollectible until the
customer had been disconnected either by non-payment
(according to KPSC Rules & Regulations) or voluntary. The
accounts were and will continue to be written-off
systematically.

2. N/A




3. Seeresponse a and 1 above concerning the policy and
collection report.

b. The monthly accounts receivable aging schedule currently lists each

C.

account, by name, amount etc. which is for all 179,000 plus customers.
Attached you will find a sample of our new reports which are in
development. No accounts have been written-off since June 1, 1999
due to our conversion to the new billing system.

Refer to KPSC-1, DR 40.
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Western Kentucky Gas Company
Case No. 99-070
. KPSC Data Request #2 Dated August 19, 1999
DR Item 65
Witness: Betty Adams

Data Request:

Refer to the Direct Testimony of Betty L. Adams and the response to Item 83(a)
of the Commission’s July 16, 1999 Order.

a. Provide a summary of Shared Services “Combmed Direct & Billed” total
monthly expenses as allocated by division on the exhibit in the response to Item 83(a),
“April’s Financial Statements,” bottom of the page marked “(32).” Prepare this summary
for fiscal year 1998 and for the months since then with a cumulative total beginning
October 1998 through the most recently completed month of accounting records.

b. Are any non-regulatory expenses allocated to regulated divisions or any
regulatory expenses allocated to non-regulated divisions? If so, explain the reasons for
the allocations and the allocation processes.

Response:

a.

hared Serv1ces Comblned Dlrect & Bllled Expense Western portion (000 s)

. S RS e ) S b R i
SSU O&M 6,107 765 710 1 062 705 980 467 761 646 | 6,096 <
Depreciation 570 128 128 134 134 134 134 134 473) 453 '
Taxes Other 150 11 15 10 15 8 53 17 16 145 {
than Income
Total SS 6,827 904 853 1,206 854 1,122 654 912 189 | 6,694
Charges

b. The response to both questions is no.




Western Kentucky Gas Company
‘ Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999

DR Item 66
Witness: Betty Adams

Data Request:

Refer to Volume 10 of the Application, Tab 3, FR 10(10)(c)2.1., and the
Direct Testimony of Rebecca M. Buchanan.

a. For NARUC account 923, outside services employed, provide a
schedule of actual and projected expenses by vendor that exceed
$7,500 directly paid or billed to Western, or allocated by Shared
Services. Give a brief explanation of the service to be provided.

b. For NARUC account 925, injuries and damages, provide a schedule of
actual and projected expenses beginning with total workers
compensation, then by vendor, that exceeds $10,000 directly paid or
billed to Western, or allocated by Shared Services. Give a brief
explanation of the expenditure, other than the amount of workers
compensation.

. Response:

a. Listed below are the vendors that have received payment for services
above $7,500 from October through March 1999.

Legal Services:

Ward & Anderson $24,457
English, Lucas & Priest 8,916
Sheffer, Hutchinson & Kinney 22,863

Consulting Services
Paul Rabb $15,399

b. Listed below are the vendors that have received payments for services
above $10,000 that have been expensed from October through March

1999.
Workers Comp. $ 50,298
3™ Party Damages 12,000
Lawsuit settlement amortization 164,110
Excess Property Damage 23,323
Prepaid Liaibility Amortization 64,392
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Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 67
Witness: Betty Adams & Rebecca M. Buchanan

Data Request:

67.  Refer to Volume 10 of the Application, Tab 4, FR 10(10)(d)2.2, Schedule
D-2.2 and the Direct Testimony of Betty L. Adams. The explanation for “ADJ 1,”
budgeting adjustment, includes “an adjustment of the credit for pension due to FASB 87
in the base year.” Is this a result of an accounting method change? If yes, explain the
change. If no, is it similar to the “Ratemaking Adjustment” on FR 10(10)(c)2, Schedule
C-2, in Volume 10 of the Application, in the amount of $771,992 referenced to Schedule
F-2.37 Are these adjustments duplicated in both the base period and forecasted period?

Response:
67. “ADJ 1,” of FR 10(10)(d)2.2, Schedule D-2.2, in Volume 10, Tab 4, is not

the result of an accounting method change. Nor is it similar to the “Ratemaking
Adjustment” on FR 10(10)(c)2, Schedule C-2. “ADJ 1” is a budgetary adjustment that
reflects the difference between the base year actuarial estimate for pension and the test
year actuarial estimate for pension.

Western wishes to clarify that the Ratemaking Adjustment for pension expense,
that is included in FR 10(10)(c)2, Schedule C-2, in Volume 10, Tab 3, is in the amount of
$853,000, not $771,992. Adjustments for both employee gifts and pension expense
appear in the same cell on Schedule C-2. $771,992 is the net effect of these two
adjustments. The detail in this cell is ($81,008) for removal of employee gifts & awards,
and $853,000 for normalization of pension expense. The column titled “Sched. Ref.”
indicates Schedule F-2.3 should be referenced (for the employee gifts & awards). Also
appearing in the “Sched. Ref” column on this line is the double asterisk “ * * ” symbol.
A note at the bottom of Schedule C-2, preceded by the double asterisk “ * * ”” symbol,

refers to the testimony of Mr. Donald P. Burman for a discussion of the Pension Expense

adjustment.




Western Kentucky Gas Company
Case No. 99-070
KPSC Data Request #2 Dated August 19, 1999
DR Item 68
Witness: Burman

Data Request:

Refer to the Direct Testimony of Donald P. Berman. Provide Atmos’s or
Western’s most recent actuarial report for its pension plan.

Response:

Please see attached copy of the Actuarial Valuation Report as of
January 1, 1998 for the Plan Year ending December 31, 1998 and Taxable Year ending
September 30, 1998, as prepared by Ernst & Young LLP.




Actuarial Valuation Report
as of
January 1, 1998
for the Plan Year ending
December 31, 1998
and Taxable Year ending
September 30, 1998

Prepared for
Western Kentucky Gas
Retirement Plan

_ Prepared by:

ElIf FRNST & YOUNG LLP

2121 San Jacinto Street, Suite 1500
Dallas, Texas 75201
October 1998




HIGHLIGHTS

This report has been prepared by Ernst & Young LLP to:

Q  Present the results of a valuation of the Western Kentucky Gas Retirement Plan as of
January 1, 1998, '

O  Review Plan experience for the year ended December 31, 1997;

Q  Provide to the plan sponsor the permissable range of contributions under the Plan for the
year ending December 31, 1998; and

Q  Provide reporting and disclosure information for financial statements, governmental
agencies and other interested parties.

The following table summarizes important contribution information.

" . [ Plan Year Ending
Contribution | - 12/31/98 | 12/31/97

Minimum Required § - $ -

Maximum Tax Deductible - -

Due to the current funded status of the Plan, the minimum required contribution and maximum
tax deductible contribution are both zero. Under current regulations, the Plan is not required to
make any quarterly contributions for the 1998 or 1999 Plan years.

£ll ERNST & YOUNG LLP




SUMMARY OF PRINCIPAL VALUATION RESULTS

A summary of principal valuation results from the current valuation and the prior valuation
follows. Any changes in actuarial assumptions, actuarial cost methods, and plan provisions
between the two valuations are described on the following page.

Actuarial Valuation as of
January 1, January 1,
Summary of Costs 1998 1997
Normal Cost $535,437 $638,527
Range of Contributions (Payable at year-end)
Minimum Required $ - $ -
(Percentage of compensation) (0.0%) (0.0%)
Maximum deductible $ - $ -
(Percentage of compensation) (0.0%) (0.0%)
Assets and Actuarial Present Values
Market Value of Assets $56,016,878 | $49,414,504
Actuarial Value of Assets $49,871,082 | $44,067,411
Actuarial Accrued Liability $32,970,076 | $31,248,766
Unfunded Actuarial Accrued Liability $ - |3 -
Actuarial Present Value of Accumulated Plan
Benefits $29,996,322 | $28,032,200
Vested Present Value of Accumulated Plan
Benefits $29,217,924 | $27,108,431
Summary of Data
Number of Participants in Valuation
Active Participants 331 370
Participants Transferred out of Plan 16 17
Participants with Deferred Benefits 124 108
Participants Receiving Benefits 243 220
- Total 714 718
Active Participant Statistics
Total Compensation* $11,814,714 | $12,981,450
Average Compensation* h) 35,694 |$§ 35,085
Average Age 451 453

Annualized for new participants.

Ell ERNST & YOUNG LLP




EFFECTS OF CHANGES

During 1997, certain displaced employees were eligible for enhanced benefits if they attained age
53 with at least eight years of service or if they attained age 58 with at least three years of service
at a certain date. The enhancement was an additional two years of benefit service used to calculate
their retirement benefit. Early retirement was “extended” to participants younger than age 55 to
allow immediate commencement of reduced benefits. This enhancement increased the actuarial
accrued liability by $653,097.

There have been no other changes in actuarial cost methods, actuarial assumptions, or plan
provisions since the January 1, 1997 valuation.

Sl ERNST & YOUNG LLP
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HIGHLIGHTS

This report has been prepared by Ernst & Young LLP to:

®

Present the results of a valuation of the Western Kentucky Gas Retirement Plan as of
January 1, 1998;

Q  Review Plan experience for the year ended December 31, 1997,

Q  Provide to the plan sponsor the permissable range of contributions under the Plan for the
year ending December 31, 1998; and

Q  Provide reporting and disclosure information for financial statements, governmental
agencies and other interested parties.

The following table summarizes important contribution information.

o Plan Year Ending
* Contribution |  12/31/98 12/31/97
Minimum Required $ - $ -
. Maximum Tax Deductible - -

Due to the current funded status of the Plan, the minimum required contribution and maximum
tax deductible contribution are both zero. Under current regulations, the Plan is not required to
make any quarterly contributions for the 1998 or 1999 Plan years.

El) FRNST & YOUNG LLP




SUMMARY OF PRINCIPAL VALUATION RESULTS

A summary of principal valuation results from the current valuation and the prior valuation
follows. Any changes in actuarial assumptions, actuarial cost methods, and plan provisions
between the two valuations are described on the following page.

Actuarial Valuation as of
January 1, January 1,
Summary of Costs 1998 1997
Normal Cost $535,437 $638,527
Range of Contributions (Payable at year-end)
Minimum Required $ - $ -
(Percentage of compensation) (0.0%) (0.0%)
Maximum deductible $ - $ -
(Percentage of compensation) (0.0%) (0.0%)
Assets and Actuarial Present Values R
Market Value of Assets $56,016,878 $49,414,504
Actuarial Value of Assets $49,871,082 | $44,067,411
Actuarial Accrued Liability $32,970,076 | $31,248,766
Unfunded Actuarial Accrued Liability $ - |93 -
Actuarial Present Value of Accumulated Plan
Benefits $29,996,322 | $28,032,200
Vested Present Value of Accumulated Plan
Benefits $29,217,924 | $27,108,431
Summary of Data
Number of Participants in Valuation
Active Participants 331 370
Participants Transferred out of Plan 16 17
Participants with Deferred Benefits 124 108
Participants Receiving Benefits 243 220
Total 714 718
Active Participant Statistics
Total Compensation* $11,814,714 | $12,981,450
Average Compensation* $ 35694 |$ 35085
Average Age 451 453

* Annualized for new participants.

El ERNST& YOUNG LLP




EFFECTS OF CHANGES

During 1997, certain displaced employees were eligible for enhanced benefits if they attained age
53 with at least eight years of service or if they attained age 58 with at least three years of service
at a certain date. The enhancement was an additional two years of benefit service used to calculate
their retirement benefit. Early retirement was “extended” to participants younger than age 55 to
allow immediate commencement of reduced benefits. This enhancement increased the actuarial
accrued liability by $653,097.

There have been no other changes in actuarial cost methods, actuarial assumptions, or plan
provisions since the January 1, 1997 valuation.

Ell ERNST & YOUNG LLP




SECTION 1

FUNDING RESULTS

Section 1.1

Section 1.2

Section 1.3

Section 1.4

Section 1.5

Unfunded actuarial accrued liability as of valuation date.
Development of actuarial gain or loss during the year.
Normal cost as of valuation date.

Breakdown of current liability for contribution purposes as well as certain
disclosure data required for Schedule B of Form 5500 reporting.

Determination of tax contribution requirements including the minimum required
and maximum deductible contributions.

-5- El ERNST& YOUNG LLP




SECTION 1.1

UNFUNDED ACTUARIAL ACCRUED LIABILITY

The actuarial accrued liability is the present value of projected plan benefits allocated to past

service in accordance with the actuarial funding method being used.

January 1, 1998

January 1, 1997

1.  Actuarial Accrued Liability
(a) Active Participants

Retirement Benefits $10,202,262 $12,861,614
Withdrawal Benefits 955,434 895,120
Disability Benefits 428 496 425,675
Death Benefits 460,707 562,868
Total $12,046,899 $14,745277
(b) Participants with Deferred Benefits 2,157,378 1,863,883
(c) Participants Receiving Benefits 18,765,799 14,639,607
(d) Actuarial Accrued Liability
(a) + (b) + (c) $32,970,076 $31,248.767
2.  Actuarial Value of Assets $49,871,082 $44,067.411
3. Unfunded Actuarial Accrued Liability
(1)d) - (2); not less thanzero~ - | § - |s -

Ell ERNST& YOUNG LLP




SECTION 1.2

ACTUARIAL GAIN (LOSS)

The actuarial gain (loss) is comprised of both the liability gain (loss) and the actuarial asset gain
(loss). Each of these represents the difference between the expected and actual values as of
January 1, 1998.

1.  Expected Actuarial Accrued Liability

(a) Actuarial Accrued Liability at January 1, 1997 $31,248,767
(b) Normal Cost at January 1, 1997 638,527
(c) Interest on (a) + (b) to end of year 2,710,420
(d) Benefit payments for the plan year ending December 31, 1997,
with interest to end of year 2,365,011
(e) Expected Actuarial Accrued Liability at January 1, 1998
@+ @®)+(c)-(d) $32,232,703
2.  Actuarial Accrued Liability at January 1, 1998* $32,316,979
3.  Liability Gain (Loss) (1)(e) - (2) $ (84,276)
4. Expected Actuarial Value of Assets
(a) Actuarial Value of Assets at January 1, 1997 $44,067 411
(b) Interest on (a) to end of year 3,745,730

(c) Contributions made for the plan year ending
December 31, 1997 _

(d) Interest on (c) to end of year -
(e) Benefit payments for the plan year ending December 31, 1997,

with interest to end of year 2,365,011

(f) Expected Actuarial Value of Assets at January 1, 1998
@+ @®)+(c)+(d)-(e) $45,448,130
S.  Actuarial Value of Assets as of January 1, 1998 $49 871,082
6.  Actuarial Asset Gain (Loss) (5) - (4)(f) $ 4,422 952
7. Actuarial Gain (Loss) (3) + (6) $ 4,338,676

* Prior to enhanced retirement plan amendment.

-7- Ell ERNST & YOUNG LLP




SECTION 1.3

NORMAL COST

The components of normal cost under the Plan’s funding method are as follows:

Components- January 1, 1998 January 1, 1997
Retirement Benefits $438,820 $533,779
Withdrawal Benefits 56,993 58,748
Disability Benefits 18,613 17,498
Death Benefits 21,011 28,502
Expenses - -

- Total Normal Cost |  $535,437 - $638,527
-8-
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SECTION 1.4

CURRENT LIABILITY AND FORM 5500 SCHEDULE B REPORTING

The current liability is determined in accordance with IRC Section 412(1). The current liability
under RPA ’94 is valued using an interest rate, for 1998, not less than 90% nor more than 106%
of the four-year average of thirty-year Treasury Bond rates.

Current liability is used in the calculation of the minimum required and maximum tax deductible

contributions.

The actuarial present value of accrued benefits for plan participants under RPA ’94 disclosed on
the 1998 Form 5500 Schedule B is summarized as follows:

RPA 94
Current. .
.- | Liability as of
‘| Number |January 1, 1998

Vested Benefits

Active Participants* 306 $10,420,195
Participants with Deferred
Benefits 124 3,032,884
Participants Receiving Benefits 243 20,532,338
Total Vested Benefits 673 $33,985,417
Nonvested Benefits 41 993,059
Total =~ = 714 | $34,978,476
Value of benefits accruing during the year $ 951,040
Expected benefit payments during the year $ 2,459,017
Assumed rate of interest 7.17%

Estimated investment return on actuarial
value of plan assets for the year ending
December 31, 1997, as required on the
1998 Schedule B 18.81%

* Includes all liabilities for transfers out of the plan.

-9- El ERNST & YOUNG LLP




SECTION 1.5

CONTRIBUTIONS

Section 412 of the Internal Revenue Code sets forth minimum funding standards.
Section 404(a)(1) of the Internal Revenue Code describes the limitations on tax-deductible
contributions to a pension trust. Since deductibility can be affected by factors not considered here,
we recommend that the Company reviews the tax consequence of any contribution to be made.

On the basis of the valuation as of January 1, 1998, and relying upon final and proposed IRS
regulations (where appropriate), this section shows a determination of the minimum contribution
required for the plan year ending December 31, 1998, and the maximum tax deductible
contribution for the tax year ending September 30, 1998.

A summary of results is as follows:

""" Minimum Maximum Tax
Required Deductible
(End of Year)
Contribution $ - $ -

Section 416 of the Internal Revenue Code specifies additional requirements for plan qualification.
This could affect benefit accruals and funding if the present value of benefits for key employees
equals or exceeds 60% of the present value of benefits for all employees. Such a plan is said to be
Top-Heavy. We performed no special test regarding the portion of accumulated benefits
attributable to key employees. However, we expect that the Western Kentucky Gas Retirement
Plan is not Top-Heavy due to the large number of rank and file participants.

-10- Ell ERNST & YOUNG LLP




SECTION 1.5

A. MINIMUM REQUIRED CONTRIBUTION AND FUNDING STANDARD ACCOUNT

The Funding Standard Account is used to determine whether the Plan meets the minimum funding

requirements under ERISA. The Funding Standard Account for the plan year ending

December 31, 1997, and the determination of the minimum required contribution for the plan year

ending December 31, 1998, are as follows:

B Plan Year Ending -
. B T - December 31, December 31,
~ -Funding Standard Account - 1998 ' 1997
Charges
(a) Prior Year Funding Deficiency $ ~ $ -
(b) Normal Cost for Plan Year 535,437 638,527
(c) Amortization Charges - -
(d) Interest on (a), (b), and (¢) 45,512 54,275
(e) Additional Funding Charge - -
(f) Additional Interest Charge due to
Late Quarterly Contributions - -
(2) Total Charges ' | $ 580,949 $ 692,802
Credits
(h) Prior Year Credit Balance $ 812,839 $ 749,160
(i) Employer Contributions - N/A
(3) Amortization Credits - -
(k) Interest on (h), (i), and (j) 69,091 63,679
() Miscellaneous Credits
(1) Full Funding Credit before Current Liability 580,949 692,802
(2) Additional Credit due to Current Liability - -
(3) Waived Funding Deficiency - -
(m) Total Credits $1,462,879 $1,505,641
Credit Balance (Funding Deficiency) (m) - (g) ~ NA $ 812,839
Minimum Required Contribution (g) - (m), notless - | -~ '
than$-0- - oD $ 0 $ 0

-11-

El ERNST & YOUNG LLP




SECTION 1.5

B. QUARTERLY CONTRIBUTIONS

The quarterly contribution requirement for the current year is based on the lesser of’

Q 90% of the minimum required contribution for the current plan year (as of
the beginning of the year) or

Q 100% of the minimum required contribution for the prior plan year (as of
the end of the prior year).

These contribution requirements are determined before any reduction of the minimum funding
credit balance. A credit balance may be used to offset the quarterly payments but only if the credit
balance is based on actual contributions received by the trust.

Since the required contributions for the prior plan year and current plan year were $0 before

considering the credit balance, quarterly contributions are not required for the current plan year or
for the following plan year.

-12- _ Ell ERNST& YOUNG LLP




SECTION 1.5

C. ADDITIONAL FUNDING CHARGE FOR UNDERFUNDED PLANS

Certain underfunded plans are required to make additional contributions to reduce the
underfunding. There is no unfunded current lability; therefore, this requirement does not apply to
this plan,

1. RPA 94 Current Liability at January 1, 1998 $34,978,476

2.  Adjusted Assets at January 1, 1998
(Actuanal Value of Assets minus Credit Balance) 49,058,243

3. Funded Current Liability Percentages (2) + (1) 140.25%

4. Unfunded Current Liability
(1) = (2), not less than zero $ -

-13- Ell ERNST & YOUNG LLP




SECTION 1.5

' D. FULL FUNDING LIMIT AND FULL FUNDING CREDIT

Development of Estimated Assets for Full Funding Limitation Purposes

Maximum Tax-
Deductible
, Contribution
_ .| Minimum Maximum Unfunded
e o : .. .| Required "|Tax-Deductible. Current
igi‘?;-‘FbrPurpogg;of: © .= = Contribution| Contribution Liability

1. Value of Plan Assets as of
January 1, 1998, based on
(a) Lesser of actuarial value

and market value $49,871,082 | $49,871,082 N/A
(b) Actuarial value N/A N/A 349,871,082

2. Credit Balance in Funding Standard
Account as of January 1, 1998 812,839 N/A N/A
3. Estimated Benefit Disbursements 2,458,122 2,458,122 2,459,017

4. Investment Return at 8.5%

' (a) Item (1) less item (2) for one year 4,169,951 4,239,042 4,239,042
(b) Item (3) for one-half year 102,340 102,340 102,377
(c) Total: (a) - (b) 4,067,611 | 4,136,702 4,136,665

5. Contribution Adjustments
(a) Contributions included in (1) that have
not been deducted
(b) Contributions not included in (1) that
have been deducted
(c) Total contribution adjustment: (a) — (b)
6. Estimated Assets as of December 31, 1998: ‘
M-Q-@)y+@c)-)e) - $50,667,732 | $51,549,662 | $51,548,730

-14 - El ERNST & YOUNG LLP




SECTION 1.5

. D. FULL FUNDING LIMIT AND FULL FUNDING CREDIT (CONTINUED)

Full Funding Limitation — Minimum Required Contribution Basis

(a)
®)
©
@

©

(@)
®)
©
GY)

(e)

@)
o v

©
d)
(e
®

()
®)
©

(a)
(b)
()

1. RPA '94 Current Liability

RPA ’94 Current Liability, 1/1/98

RPA 94 Normal Cost to end of Plan Year

Expected Benefit Payments During Year

Interest (7.17%) to 12/31/98 on

(i) Items (a) and (b)

(ii) Item (c) for 1/2 Year

RPA '94 Current Liability 12/31/98, (a) + (b) - (c) + (d)(i) - (d)(ii)

2. OBRA '87 Current Liability

OBRA ’87 Current Liability, 1/1/98

OBRA ’87 Normal Cost to end of Plan Year

Expected Benefit Payments During Year

Interest (7.44%) to 12/31/98 on

(i) Items (a) and (b)

(ii) Item (c) for 1/2 Year

OBRA ’87 Current Liability, 12/31/98, (a) + (b) - (¢c) + (d)(i) - (d)(ii)

3. 100% Actuarial Accrued Liability Full Funding Limit (PUC)

Actuarial Accrued Liability, 1/1/98

Value of assets, 1/1/98

(i) Lesser of actuarial and market value

(i) Credit Balance

(iii) Plan Assets, (i) — (ii)

Normal Cost, 1/1/98

Subtotal, (a) - (b) (iii) + (¢), minimum 0

Interest (8.5%) to 12/31/98

Full Funding Limit based on Actuarial Accrued Liability, (d) + (e)

4. 150% OBRA ’87 Current Liability Full Funding Limit

150% OBRA 87 Current Liability, 12/31/98

Estimated Assets, 12/31/98

Full Funding Limit based on 150% OBRA ’87 Current Liability,
(a) - (b), minimum 0

5. 90% RPA ’94 Current Liability Full Funding Limit

90% RPA ’94 Current Liability, 12/31/98

Estimated Assets, 12/31/98

Full Funding Limit based on 90% RPA *94 Current Liability,
(a) - (b), minimum 0

6. Full Funding Limit for Minimum Required Contribution,
lesser of (3)(f) and (4)(c), but not less than (5)(c)

$34,978,476
951,040
2,459,017

2,576,146
86,630

$35,960,015

$33,318,310
884,164
2,458,122

2,544,664
89,802

$34,199,214

$32,970,076

49,871,082
812,839
49,058,243
535,437

$51,298,821
50,667,732

$ 631,089

$32,364.014
51,548,730

-15-
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SECTION 1.5

D. FULL FUNDING LIMIT AND FULL FUNDING CREDIT (CONTINUED)

Full Funding Limitation — Maximum Deductible Contribution Basis

(@
®
(©)
d

(¢)

(a)
)
©
(d)

()

(@
®)
©
(@
(e
4]
(8

(a)
®)
©

@

1. RPA 94 Current Liability

RPA ’94 Current Liability, 1/1/98

RPA '94 Normal Cost to end of Plan Year

Expected Benefit Payments During Year

Interest (7.17%) to 12/31/98 on

(i) Items (a) and (b)

(ii) Item (c) for 1/2 Year

RPA '94 Current Liability 12/31/98, (a) + (b) - (c) + (d)(i) - (d)(i1)

2 OBRA ’87 Current Liability

OBRA '87 Current Liability, 1/1/98

OBRA 87 Normal Cost to end of Plan Year

Expected Benefit Payments During Year

Interest (7.44%) to 12/31/98 on

(i) Items (a) and (b)

(ii) Item (c) for 1/2 Year

OBRA ’87 Current Liability, 12/31/98, (a) + (b) - (¢) + (d)(i) - (d)(ii)

3. 100% Actuarial Accrued Liability Full Funding Limit (PUC)

Actuarial Accrued Liability, 1/1/98

Lesser of Actuarial and Market Value of Assets

Contributions included in (b), but not yet deducted

Normal Cost, 1/1/98

Subtotal, (a) — (b) + (c) + (d), minimum 0

Interest (8.5%) to 12/31/98

Full Funding Limit based on Actuarial Accrued Liability, (e) + (f)

4. 150% OBRA °87 Current Liability Full Funding Limit

150% OBRA ’87 Current Liability, 12/31/98

Estimated Assets, 12/31/98

Full Funding Limit based on 150% OBRA '87 Current Liability,
(a) - (b), minimum 0

5. 90% RPA '94 Current Liability Full Funding Limit

90% RPA ’94 Current Liability, 12/31/98

(b) Estimated Assets, 12/31/98
(¢) Full Funding Limit based on 90% RPA *94 Current Liability,
(a) - (b), minimum 0

6. Full Funding Limit for Maximum Tax Deductible Contribution,
maximum of (5)(c) and lesser of (3)(g) and (4)(c)

$34,199,214

51,549,662

51,548,730
1

$34,978,476
951,040
2,459,017

2,576,146

86,630
$35,960,015

$33,318,310
884,164
2,458,122

2,544,664
89,802

$32,970,076
49,871,082

$ 535437

$51,298,821

$32,364,014
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SECTION 1.5

E. AMORTIZATION SCHEDULE FOR MINIMUM FUNDING STANDARD

All bases were eliminated due to the existence of a credit under IRC section 412(c)(6) in the prior
year. Since the assets (minus the credit balance) exceeded the actuarial liability plus normal cost
for the year, no gain (loss) base was established nor were bases established due to changes in the
plan provisions, which would be offset by the full funding credit in the current year.

As a result of the full funding limitation, the basic funding formula of CFR section 1.412(c)(3)-
1(b)(1) cannot be met.
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SECTION 1.5

F. MAXIMUM TAX DEDUCTIBLE CONTRIBUTION

The maximum tax deductible contribution is the sum of the normal cost plus amortization of
various bases over 10 years. Each base represents a change in the actuarial accrued liability
established when the plan was initially adopted or subsequently amended, or when actuarial gains
and losses were recognized, or when actuarial assumptions were changed. The maximum is
limited to the full funding limitation for the year, but not less than the level of the unfunded
current liability.

1. Normal Cost as of January 1, 1998 $ 535,437
2. Limit Adjustments as of January 1, 1998 -

3. Interest to September 30, 1998 33,784

4. M+(2)+ ) $ 569,221
5.  Minimum Required Contribution -
6. Larger of (4) or (5) . $ 569,221
7.  Full Funding Limitation

(a) ERISA

(b) OBRA ’87

(c) RPA’94

(d) Lesser of (a) or (b), but not less than (c)

N O o/ n
!

8. Alternate IRC Section 404 Maximum
(a) Projected RPA ’94 Current Liability $35,960,015
(b) Projected Assets 51,548,730

(c) Unfunded Current Liability as of December 31, 1998
(a) — (b), but not less than zero $ -

9. Maximum Tax Deductible Contribution for taxable year
ending September 30, 1998, lesser of (6) or (7)(d),
but not less than (8)(c) $ -

Any contribution in excess of this amount may be subject to a nondeductible excise tax.
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SECTION 1.5

. G. AMORTIZATION SCHEDULE FOR MAXIMUM CONTRIBUTION

No 10-year amortization bases currently exist.
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SECTION 2 ACCOUNTING RESULTS

. Section 2.1  Information pertaining to the actuarial present value of accumulated plan benefits
as required under FAS #35.
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SECTION 2.1

FAS #35 INFORMATION
A. ACTUARIAL PRESENT VALUE OF ACCUMULATED PLAN BENEFITS

The actuarial present value of vested and nonvested accumulated plan benefits was computed on
an ongoing plan basis in order to provide required information under Financial Accounting
Standards Board Statement No. 35. In this calculation, a determination is made of all benefits
earned by current participants as of the valuation date, and the actuarial present value is then
computed using demographic assumptions and an assumed interest rate. Assumptions with
respect to future salary and Social Security increases and accrual of future benefit service are not
necessary for this purpose.

Accumulated Plan Benefits - [January 1, 1998|January 1, 1997

Vested Benefits

Active Participants* $ 8,294,747 $10,604,941

Participants with Deferred Benefits 2,157,378 1,863,883

Participants Receiving Benefits 18,765,799 14,639,607
Total Vested Benefits _ $29,217,924 $27,108,431
Nonvested Benefits 778,398 923,769
Total Accumulated Plan Benefits - $29,996,322 $28,032,200
Assumed Rate of Interest 8.50% 8.50%
Market Value of Assets Available for
Benefits $56,016,878 $49 414,504

*Includes transfers out of plan
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SECTION 2.1

B. STATEMENT OF CHANGES IN ACCUMULATED PLAN BENEFITS

A statement of changes in the actuarial present value of accumulated plan benefits follows. This
statement shows the effect of certain events on the actuarial present value shown on the previous

page.

‘Actuanal Present Value of Accumulated Plan Benefits as of
_____ _ January 1,1997 ‘ : $28,032,200
Increase (decrease) during the year attributable to:
Benefits accumulated $ 1,293,299
Increase for interest due to the decrease in the discount period 2,288,209
Benefits paid (2,270,483)
Plan amendment* 653,097
Change in actuarial assumptions -
Net increase (decrease) $ 1,964,122
' Actuarial Present Value of Accumulated Plan Beneﬁts as of
January 1,1998 - R . $29,996,322

*Enhanced retirement program

The benefits valued include all benefits—retirement, preretirement death, disability, and vested
termination—payable from the Plan for employee service as of the valuation date. Benefits are
assumed to accrue (accumulate) in accordance with the plan provisions.

The actuarial present value of accumulated plan benefits shown in this report is calculated using
the same actuarial assumptions used for funding purposes. The values shown may not correspond
to those determined for reporting and disclosure purposes under the requirements of SFAS #87 or
to those used for disclosure on the Schedule B of Form 5500.
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SECTION 3 PLAN ASSETS

In this section we present information regarding plan assets as reported by the plan administrator
or trustee. The plan assets represent the portion of total plan liabilities which have been funded as
of the valuation date.

Section 3.1 Value of assets at December 31, 1997.

Section 3.2 Record of contributions.

-23- Ell ERNST & YOUNG LLP




SECTION 3.1

VALUE OF ASSETS AT DECEMBER 31, 1997

Based upon the information furnished by the trustee, the change in assets over the valuation year
ending December 31, 1997, is summarized as follows:

1. Assets at January 1, 1997

2.  Contributions and Disbursements

a. Contributions
b. Benefit Payments
c. Expenses

d. Total

3. Investment Income
a. Interest and Dividends

b. Change in Appreciation (realized and

unrealized)
¢. Total

4.  Assets at December 31, 1997

5. Approximate Rate of Return
Developed as follows:
1997 Appreciation

1996 Appreciation
1995 Appreciation

** Amount to be reported on Schedule B of Form 5500.

$ 7,100,379
3,997,392
7,807,258

Actuarial Market
Value Value
$44.067 411 $49.414,504
$ - $ -
(2,270,483) (2,270,483)
(327,541) (327,541)

$ (2,598,024)

$ (2,598,024)

$ 18,905,029
= 3

$ 6,301,676

-24.

$ 2,100,019 $ 2,100,019
6,301,676* 7,100,379
$ 8,401,695 $ 9,200,398
$49,871,082 $56,016,878
18.81%** 18.38%
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SECTION 3.2

. RECORD OF CONTRIBUTIONS

There were no contributions made for the 1997 plan year.
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SECTION 4 BASIS OF VALUATION

In this section, the basis of the valuation is presented and described. The census of participants,
actuarial basis, and provisions of the Plan are the foundation of the valuation, since these, along
with plan assets, are the present facts upon which benefit payments will depend. The valuation is
based on the premise that the Plan will continue in existence.

Section 4.1  Participant data used for the actuarial valuation.
Section 4.2 Actuarial basis for the valuation.

Section 4.3  Summary of plan provisions.
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SECTION 4.1

A. COUNT OF ACTIVE PARTICIPANTS

WESTERN KENTUCKY GAS COMPANY
EMPLOYEE AGE AND SERVICE DISTRIBUTION AS OF JANUARY 1, 1998

Years of Service

Age |UnderS5| 59 |10-14 | 1519 | 20-24 | 25-29 | 30-34 | 35-39 | 40+ | Total
Under 2§ 2 1 3
2529 | 5 1 6
30-34 10 7 8 25
3539 | 8 9o | 20 | 28 2 67
40-44 | 10 8 | 10 | 25 | 25 2 80
45-49 | 5 4 6 19 7 1 49
50-54 9 4 9 16 7 45
55.59 1 3 2 9 4 10 5 9 43
60-64 2 3 2 1 13
65-69

70-74

75+

Total 41 | 33 | 55 73 61 | 38 15 14 1 | 331
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SECTION 4.1

B. AVERAGE COMPENSATION

WESTERN KENTUCKY GAS COMPANY
AVERAGE SALARY DISTRIBUTION AS OF JANUARY 1, 1998

Years of Service
Age |UnderS| 59 | fo-14 | 1519 | 2024 | 2520 | 30-3¢ | 3539 | 40+ | Total
Under 25 | 23,682 | 21,648 23,004
2525 | 27,931 | 27,99 27,941
“.30:34 | 28,591 | 36,773 | 33,140 32,337
530 | 25,054 | 28,033 | 35925 | 34,008 | 37,146 32,840
| 24948 | 28,620 | 28,804 | 39,551 | 39,958 | 33,054 35,254
1 30,245 | 49,464 | 30,102 | 46,274 | 37,549 | 35397 | 39,408 37,881
4 36,296 | 30,459 | 30,123 | 37,027 | 45,933 36,301
5550 | 59,280 | 37,532 | 26244 | 20337 | 29,679 | 36,238 | 62,791 | 55,062 41,372
6064 36,240 | 34,696 | 41,022 | 39,809 | 24,588 | 37,096
65-69
70-74 -
75+ -
Total | 27,642 | 33,206 | 33,298 | 36,347 | 36,869 | 36,126 | 50,463 | 49,615 | 24,588 | 35,694

*Information for single participant cells is undisclosed.
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SECTION 4.1

C. PARTICIPANT STATISTICS

Summary of Inactive Participants as of Amount of Monthly
January 1, 1998 Number Benefit
Participants Receiving Benefits 243 $198,338
Participants with Deferred Benefits 124 $ 35,780
Statistics for As of January 1, 1997
A‘c'tivei'_?;;f:g-;‘t . o o o . Average
_Participants” | - Number' |  Age Service Earnings
Continuing 359 45.6 18.6 $35,168
New 11 344 1.6 32,351
“Total =~ . o 370 S 483 182 $35,085
Statistics for - As of January 1, 1998
 Active C _ _ Average
Participants Number Age Service Earnings
Continuing 324 453 18.0 $35,963
New 7 35.0 1.5 23,260
Total 331 45.1 17.7 $35,694
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SECTION 4.2

ACTUARIAL BASIS
VALUATION OF LIABILITIES

1. FUNDING METHODS

Liabilities and contributions shown in the report are computed using the Projected Unit
Credit method.

The objective under this method is to fund each participant’s benefits under the plan as
they would accrue, taking into consideration future salary increases. Thus, the total
pension to which each participant is expected to become entitled at the assumed retirement
age is broken down into units on a service-to-service ratio basis, each associated with a
year of past or future credited service. Changes are made for changes in the rate of
accrual. When this method is introduced, there will be an Initial Liability for benefits
credited for service prior to that date, and to the extent that the hability is not covered by
Assets of the plan, there is an Unfunded Liability to be funded over a chosen period in
accordance with an amortization schedule.

A detailed description of the calculation follows:

An individual’s accrued benefit for valuation purposes on any date (i.e., a valuation date)
related to a particular separation date is the accrued benefit described under the plan but
determined:

(1)  With the compensation (as projected with the salary scale) that would be used in
the calculation of the benefit on that separation date, and

(2)  With the covered compensation (taking into account expected future increases)
that would be used under the terms of the plan in the calculation of the benefit on
that separation date.

The benefit deemed to accrue for an individual during a plan year is the excess of the
accrued benefit for valuation purposes at the end of the plan year over the accrued benefit
for valuation purposes at the beginning of the plan year. Both accrued benefits are
calculated from the same projections of final average compensation and Covered
Compensation to the various anticipated separation dates.
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SECTION 4.2

An individual’s accrued liability is the present value of the accrued benefit for valuation
purposes at the beginning of the plan year, and the normal cost is the present value of the
benefit deemed to accrue in the plan year. Since probabilities of mortality, disability,
termination, and possible retirement are used at each age, the accrued liability and the
normal cost for an individual are the sum of the component accrued liabilities and normal
costs associated with the various anticipated separation dates and events. These accrued
liabilities and normal cost reflect the accrued benefits as modified to obtain the benefits
payable on those dates, and the probability of the individual separating on those dates.

The plan’s normal cost is the sum of the individual normal costs, and the plan’s accrued
liability is the sum of the accrued liabilities for all participants under the plan.

2, VALUATION PROCEDURES

a No benefits are projected to be greater than the limitation currently imposed by
Section 415(b)(1) of the Internal Revenue Code, in accordance with the
requirements of Section 404(j) of the Code.

Q No earnings are projected to be greater than the limitation currently imposed by
Section 401(a)(17) of the Internal Revenue Code ($160,000).

Q No actuarial accrued liability is held for nonvested, inactive participants who have
a break-in-service, or for nonvested participants who have quit or been terminated,
even if a break-in-service had not occurred as of the valuation date.

Q The wages used in the projection of benefits and liabilities were the greater of
considered earnings for the preceding plan year (increased at the assumed rate of
4.0%) and rates of pay as of the valuation date. Benefits were calculated based on
actual earnings to the extent available, with the valuation salary scale used to
develop earnings for other years.
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SECTION 4.2

3.

METHOD FOR ACCUMULATED PLAN BENEFIT VALUES

The Unit Credit Cost method was used for valuing accumulated plan benefits. The
Accrued Liability is calculated at the valuation date as the present value of benefits
credited with respect to service to date.

ACTUARIAL ASSUMPTIONS
Economic Assumptions

Investment Return

— Funding Calculations 8.5% per annum, compounded annually. We
have assumed that the trust’s investment
income (and appreciation) will cover
expenses and, in addition, will yield the rate
indicated above.

— Current Liability OBRA ’87: 7.44%
RPA '94: 7.17%
Earnings Progression 4.0% per annum, compounded annually.

Social Security Increases
Wage Base Increases 4.0% per annum, compounded annually.

Cost-of-Living Increases 4.0% per annum, compounded annually.
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SECTION 4.2

Demographic Assumptions

Retirement Age

Retirement Rates

Age 55 with five years of service.

Annual Rates of

Retirement Per 100

Attained Age Eligible Participants
55 5
56 5
57 5
58 5
59 10
60 10
61 15
62 40
63 30
64 30
65 100

Mortality Rates

Active participants and
nondisabled pensioners

Disabled pensioners

Disability Rates

Separation Rates

1983 Group Annuity Mortality Table. See
table below for sample values.

See table below for sample values.

Graduated rates. See table below for sample
values.

Graduated rates. See table below for sample
values.
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SECTION 4.2

Sample Annual Decrement Rates Per 100 Participants
Mortality
Attained Healthy : Disabled Disability
Age | Males | Females | Males | Females | Males | Females | Separation
20 .04 .02 - - .05 .05 16.72
25 .05 .03 75 .80 .06 .07 12,07
30 .06 .03 1.11 1.15 .06 .09 8.60
35 .09 .05 1.49 1.45 .07 16 6.35
40 12 .07 2.11 1.65 .10 26 473
45 22 10 2.86 1.83 20 40 3.49
50 .39 .16 3.78 2.27 41 .58 2.76
55 .61 25 5.03 2.84 .69 .78 2.19
60 92 42 6.32 333 1.18 1.15 1.43

Marital Status at Benefit Eligibility
Percentage married

Age difference

Provision for Expenses

Assumed Age of Commencement
of Deferred Vested Benefits

S. ACTUARIAL VALUE OF ASSETS

Males: 85%; Females: 85%

A husband is assumed to be three years older
than his spouse.

None.

Age 62.

Three-year moving market average. Asset value is increased each year by contributions,

dividends, interest, and average annual market change in the three years ending on the
valuation date. It is decreased by benefit payments and expenses. The resulting value will
not be less than 80% nor more than 120% of the market value of assets.

6. CHANGES IN ACTUARIAL ASSUMPTIONS

Other than changes to the current liability interest rates, there have been no changes in the

actuarial assumptions since prior valuation.
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SECTION 4.3

SUMMARY OF PLAN PROVISIONS

EFFECTIVE DATE OF PLAN AND PLAN YEAR

January 1, 1947. The plan was restated as Western Kentucky Gas Retirement Plan on January 1,
1988. The plan year is January 1 through December 31.

ADMINISTRATION

The plan is administered by a Retirement Committee appointed by the employer. Trustee for the
funds is Bankers Trust.

EMPLOYEES INCLUDED

All regular, full-time employees are included on the first day of the month following completion of

one year of service.

EMPLOYEE CONTRIBUTIONS

Employee contributions are not required or permitted.

BENEFIT SERVICE

Prior to January 1, 1988, each plan year in which the employee completed 1,000 hours. After
January 1, 1988, service is based on continuous employment.

COMPENSATION CONSIDERED

Prior to 1988 and as a Minimum for the 1988 Year

Regular basic earnings at January 1 of each plan year. Full-time sales personnel will have their
commissions included in their regular basic earnings.
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SECTION 4.3

Beginning in 1988

Regular wages or salary, including overtime, premium pay, and amounts specifically elected by
the employee to be reduced from salary under Section 401(k) of the Internal Revenue Code, but
excluding living and automobile allowances, reimbursement for expenses, bonuses or any other
special payments.

The benefit accrued to December 31, 1988, is not affected by earnings limitations. For the benefit
accrued between 1988 and December 31, 1993, compensation is limited to $200,000 annually for
1989, $209,200 for 1990, $222,220 for 1991, $228,860 for 1992, and $235,840 for 1993. For
benefits accruing after 1993, compensation for all years is limited to $150,000, increasing for
years after 1993 in accordance with Section 401(a)(17) of the Internal Revenue Code.

NORMAL RETIREMENT BENEFIT

At age 65, provided he has five years of vesting service, a member may retire and receive an
immediate monthly benefit payable for life. The benefit is the greater of the Old Plan Formula
determined as of December 31, 1992, or the New Plan Formula.

Old Plan Formula: Greater of I or II determined as of December 31, 1992.

I.  The greater of A or B, determined at December 31, 1988, plus C based upon benefit service
after December 31, 1988.

A (1.+2)

1. a1 2/3% of average monthly compensation, multiplied by years of benefit
service earned prior to January 1, 1988, minus

b. 1 2/3% of monthly primary Social Security multiplied by benefit service
(not to exceed 30 years) at normal retireme