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CHAIRWOMAN HELTON:
Good morning. We're here.in the matter of the tariff
filing of Columbia Gas of Kentucky, Inc., to implement
a small volume gas transportation service, to continue
its gas cost incentive mechaniéms, and to continue its
customer assistance program, Case No. 99-165. Could I
have the appearances of the parties, please?

MR. TAYLOR:
Madam Chairman and members of the Commission staff, for
the applicant, Richard S. Taylor, 315 High Street,
Frankfort, Kentucky 40601, and Amy L. Koncelik, 200
Civic Center Drive, P. O..Box 117, Columbus, Ohio
43216-0117.

MR. MARTIN:
My name is Anthony Martin. I'm appearing on behalf of
the Community Action Council for Lexington-Fayette,
Bourbon, Harrison, and Nicholas Countiesk My address
is P. O. Box 1812, Lexington 40588.

MR. DOSKER:
John Dosker on behalf of the Stand Energy Company. My
address is 1077 Celestial Street, Cincinnati, Ohio,
Rookwood Building, Suite 110, 45202.

MR. BROOKS:
Appearing on behalf of LG&E Corp., Douglas Brooks. My

mailing address is P. O. Box 32010, Louisville,
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Kentucky 40232.

CHAIRWOMAN HELTON:
Ms. Cheuvront, are you going to enter an appearance?

MS. CHEUVRONT:
No, ma'am.

CHAIRWOMAN HELTON:
Thank you. Staff?

MR. GOFF:
James R. Goff, staff attorney.

CHAIRWOMAN HELTON:
Before we begin testimony, is there any member of the
public that would like to make a public comment?
Hearing none, I would give the witnesses the same
admonition that we have been giving recently in cases
and that is, if you could, please answer yes Or no to
the question and then if you would like to give an
explanation you may do so, but, to the extent possible,
please say yes or no first. Mr. Taylor, call your
first witness.

MR. TAYLOR:
Amy is going to

CHAIRWOMAN HELTON:
Okay.

MS. KONCELIK:

One administrative matter, Madam Commissioner, Columbia
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would like to file its Proof of Legal Notice. It has

already been marked as Exhibit No. 1.

CHAIRWOMAN HELTON:

Thank you.

COLUMBIA GAS EXHIBIT 1

MS. KONCELIK:

Columbia would like to call Stephen Byars.
WITNESS SWORN
The witness, STEPHEN R. BYARS, after having been
first duly sworn, testified as follows:

DIRECT EXAMINATION

BY MS. KONCELIK:

Mr. Byars, can you state your name and spell your last
name for the record, please?

Stephen R. Byars. The last name is B-y-a-r-s.

And by whom are you employed and in what position?

My title is Director of External Affairs for Columbia
Gas of Kentucky.

Did you prepare testimony that was prefiled in this
docket on July 16 of this year?

Yes, I did.

And do you have a copy with you of that testimony?

Yes, I do.

MS. KONCELIK:

I believe that's been marked as Exhibit No. 2.
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Q. Do you have any corrections or revisions to that
testimony?

A. No.

Q. And, if I were to ask you the questions contained in

your prefiled testimony, would your answers be the same

today?
A. Yes.
MS. KONCELIK:
I move now
subject to

CHAIRWOMAN HELTON:

So ordered.

CHAIRWOMAN HELTON:
Mr. Goff?
questions?

Goff?

BY MR. GOFF:

for the admission of Exhibit No. 2

cross examination by the other parties.

COLUMBIA GAS EXHIBIT 2

I'm sorry. Do the other parties have

I just assumed there were none. Mr.

CROSS EXAMINATION

Q. Mr. Byars, I'm going to ask you several questions

concerning your

testimony and the other Responses to

the Commission's Data Requests that were filed in this

case, and you were marked as the witness on those

questions in the Data Response. If you do not under-

stand the question that I've asked, you know, please
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ask me to repeat it, and I'll try to do that. The
small volume transportatidn program that you have
outlined herein calls for a 60 day marketer's
moratorium after the tariffs have been approved. It
says that ". . . the plan and materials would be
developed, " and that was for the educational part,
"prior to the start of the moratorium so as to be
available at the outset." At this point, has Columbia
been developing the plans and materials?

No, we have not. Really, the reason we have not
prepared in great detail and gone in advance and
prepared the educationai materials is we're waiting to
see what happens in this progeeding, whether there's
actually an Order that would approve the case or
approve the proposed program and exactly what it will
look like.

Based upon what you said, do you have the time frame
for that education plan development after the
moratorium? Do you have a time plan for that
development after it has been approved?

We think we can get that up and running pretty quickly.
As we've indicated before, we would anticipate using a

public relations consultant to help us particularly in

media placement and maybe some design of some of the
materials. We believe that we could probably get the
8
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materials done in a month or six weeks prior to the
actual 60 day education moratorium.

In the Responses and testimony, a couple of issues have
surfaced as to customer confusion and transparency.
Could you explain to the Commission Columbia's
definition of transparency?

This idea of transparency really came about when taking
a look at designing the program and designing it in a
manner that will be successful. I don't think anyone
wanted to go through this process and ultimately have a
program that was doomed a failure from the start, and
we felt that really what we're talking about here is
the issue of using a surcharge on the customer bill to
recover stranded costs versus a more transparent
method, and transparent, from our perspective, is one
that will help make the decision of a customer clearer,
and we believe that a surcharge would cause confusion.
Customers don't know what a stranded cost is. Those of
us in this room kind of view that as something that is
part of our normal every day vernacular. When somebody
uses that term, we know what they're talking about. We
thought a surcharge would be confusing to the customer
and would probably kill the program even before it got
started.

You use a recovery pool. How would that be superior to
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a surcharge in terms of this price transparency?

The methods of the revenue opportunities as indicated
in the application that are designed for stranded cost
recovery, by and large, will be transparent to the
customer. There won't be surcharges on the bill, and
we believe that will facilitate success of the program.
It will allow customers to make a clear comparison
between Columbia's sales rate and a marketer's gas cost
offer, and we think that is important. There's
education, as we all know, that is involved in getting
the customers up to speed on what Customer Choice even
is prior to this progfam beginning, and we think that
the less confusing this is, the simpler the program is
for the customer to understand a clear comparison
between A and B, the better off we are, and we think
that those methods of stranded cost recovery, those
revenue opportunities, are transparent to the customer
and will help facilitate enrollment in the program for
customers.

I take it you think that Columbia believes that
confusion would result if it was listed as a surcharge.
Yes.

Is that a fair statement?

Yes, and I should add that's something that, as we

developed this program with the other Collaborative

10
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members and the Collaborative discussed the various
methods of stranded cost recovery, the Collaborative
felt strongly that a surcharge would be confusing to
the customer. Again, most customers won't know what a
stranded cost is, won't have any idea what pipeline
capacity contracts are, and things like that, and we
believed strongly - and the reason we filed the program
the way we did, with no opposition from anyone from the
Collaborative, was that we thought the surcharge would

be confusing and would prevent customers from

ultimately participating in the program.

Do you think that would also be less attractive to the
customers if it was mentioned as a surcharge?

I think that's a fair assessment.

I']1]l refer you to the July 2 Data Request, Question 5.
Your Response indicated that Columbia and the
Collaborative discussed various options for these
revenue opportunities, but it seems that only the
surcharge was mentioned. What other options were
considered?

Really, you only have so many different options of
stranded cost recovery. We talked in real general -
well, T shouldn't say general terms, but you have
really two general approaches as options for stranded

cost recovery, one being a surcharge on the bill, which

11
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we discussed at length and the Collaborative dismissed.
The other one were the various options employed as
revenue opportunities in the model in the proposed
program. There were various discussions about how each
of those itéms work in the proposed program, but, I
guess, in general, yoﬁr optioﬁs are fairly limited.

You either go with a surcharge or you try to find a
revenue stream from some other avenue that can be used
to recover stranded costs.

Also, in that same Data Response, Item 11, the second
paragraph of your Response which has to do with rates,
does that statement meaﬁ that Columbia believes that,
once rates are found to be fair, just, and reasonable,
they remain so regardless of changes in the industry or
economic conditions?

We believe that this program does not change anything
to do with Columbia's base rates. This program offers
simply a gas cost alternative for its customers. The
delivery portion or the base rate portion of Columbia's
rates will not change, and we say primarily because we
will be providing the same services for Choice
customers as we provide for sales customers. So that
statement was really designed to say that we don't see
any reason, through this program, that this would have

anything to do with a review of Columbia‘'s base rates.

12

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

The second sentence of that paragraph states that "Good
management practices employed to provide quality
service in a highly competitive environment should not
be scrutinized simply because they result in higher
returns." Can'you tell us what you mean by, or define
for us, good management practices, and do they in any
way relate to rates?

I don't think that it relates to this program. Again,
we don't see that the Customer Choice filing has any
effect on base rates whatsoever. We still are
proposing in the program to proVide all the same
services to our Choice customers as we provide to sales
customers.

Do you have an offer of definition of good management
practices as contained in the Response?

Do I have a definition of good management practices?
Yes, sir.

T think the statement was, again, trying to make the
point that - I apologize for repeating myself, but I'm
not sure there's any other way to answer the question.
Really, the entire paragraph was designed to make the
point that we didn't believe that the proposed program
warranted a review of base rates.

This Customer Choice program for small volume

customers, the captive customers that provided nearly

13
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90 percent of Columbia's retail revenues in '98,
reference that. What was the highly competitive
environment that you referred to?
I'm sorry. You've lost me. Are you referring to a
statement soméplace in this question?
Yes. You referred to a highly competitive environment,
and, considering that nearly 90 percent of, you know,
Columbia's retail revenues in '98 were from captive
customers, what is that you're referring to?
Well,_.
Is that only to‘the
I'm sorry.

small Choice program or
Now, we're in a highly competitive environment already
and have been for several years. When a new
subdivision is built - we live and work in a very high
growth area. There's an awful lot of construction and
there's an awful lot of competition for that business.
When a residential subdivision is developed or a
commercial entity is developed or an industrial
development is developed, we compete for that business,
and I haven't fdund the exact statement where you're
referring to that, but I'm pretty sure that's what I
was referring to.

I refer you also to that Item 11. In the Request, it

14
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was asked, "Has Columbia considered outright absorption
of stranded costs up to a certain level of earnings?"
I think your Response was you did not consider an
outright absorption. Is that your total Response to
the Request regarding absorption?

Yes. We took seriously when the Commission's Order in
Administrative Case 367, last year, the case that
closed out the unbundling collaborative, made it very
clear that any proposal for a Customer Choice program
should be taken or developed with the use of a
collaborative, and we used that apprbach, and we
discussed various methods of stranded cost recovery.
Before actually sitting down with the Collaborative, we
made it very clear that we didn't have too many
preconceived ideas of how this should be shaped, but
one was that we believed that Columbia needed to be
able to recover stranded costs and that was an'item
that we discussed with each Collaborative member
individually prior to actually assembling the group as
a full Collaborative and that was one of the
preconceived ideas or goals or objectives of the
program that we went into from day one, and we haven't
wavered from that.

Also, as part of that Request regarding a return on

equity, does the rest of the Response address that

15
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second part of the Request regarding what a fair return
on equity would be under current conditions?
Could you tell me which paragraph in my Response you're
referring to?
Well, it would be under the first paragraph. You
talked about stranded costs, and I was wondering if the
rest of that paragraph is in response to the question
on fair return of equity.
I think the rest of that paragraph is primarily in
response to making the pointvthat a measurement of fair
return on equity and the feco&efy of stranded costs are
two different issues; thét the question of what
Columbia considers to be a fair return on equity really
doesn't have anything to do with the proposed program.
Again, referring to Question 11 and the last paragraph
of that Response, is it Columbia's position that the
results of its financial performance in the form of
higher returns should attach only to shareholders
rather than be shared between shareholders and
ratepayers?
Can you repeat the question?
In the last paragraph of that Response,
Uh-huh.

is it Columbia's position that the results of its

financial performance in the form of higher returns

16

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272

—————— |



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

» © » O » 0 P

should attach only to shareholders rather than be
shared between shareholders and ratepayers?

The statement in that paragraph refers to that those
two items that are referred to earlier in the Response
really have nothing to do with base rates and goes back
to the point we're trying to make and respond in this
Response from the beginning is that we didn't believe
that a review of rates as part of this filing was
necessary.

Let me refer you, then, to Question 10 of that same
Data Request. Has Columbia made any attempt during the
past four years, '95 tb '98,;to share with its rate-
payers any of the financiai benefits reflected in those
higher returns?

No.

When Columbia was planning the Customer

I apologize

I'm sorry.

Do you mind if I add to my previous response?

No. Go ahead.

I apologize. Part of the reason that some of those
returns are where they are are due to the gas cost

incentive program, and the sharing mechanism with the

gas cost incentive program, part of those, the sharing
mechanism, 65 percent of the dollars generated from

17
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that program are shared with customers.
And the adjustments that are in the record will reflect

that; is that correct?

‘Adjustments in

That have been filed in the record would reflect the
revenue impact on that; ié that correct, those records
that have been filed?

Yes.

Okay. When Columbia began planning the Customer Choice
program and determined that the program should be
revenue neutral to Columbia, did Columbia take into
consideration its current level of earnings?

Yes.

Has this same approach been taken in these Customer
Choice programs implemented by Columbia in other
jurisdictions?

You mean the objective of revenue neutrality?

Yes, and taking into consideration the earnings.

The other programs, to the best of my knowledge, do not
have a downside. 1In other words, Columbia is not
absorbing stranded costs. I believe that at least one
of the programs in other programs in Columbia
jurisdictions includes an upside, a potential for
increased revenues by the Columbia jurisdiction.

Did those other plans adopted by those other

18
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jurisdictions contain the proposed provisions that
would make the plan revenue neutral?

Could you restate the question, please?

Did the plan adopted by the Commissions in other
states, other jurisdictions, contain all of the
provisions that would make the plan revenue neutral?
Did it contain all the provisions? I apologize. I'm
not sure I understand.

I'm sorry. These provisions that are contained herein,
which you, I think, just addressed, did they contain
those provisions?

You mean the identical provisions?

Yes, sir.

No.

No. I want, again, to refer you to both of the two
items we have been talking about, Items 10 and 11 of
this Data Request. The Response; again, to Item 11,
reflects that, in '96, '97, and '98, the returns on
equity were enhanced by using revenues from non-
traditional sources. The Response to Item 11 of the
second Data Request - now, that would be the one of
July 30, 1999, and you can see that that refers you
to Responses of Items 10 and 11 of that first
Request

I'm sorry, Mr. Goff. Which number?

19
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No. 11 of the
Of the July 30°?

July 30 Data Request.
Okay.
The Response to that Item 11 of that second Data
Request of July 30 showé the impact of eliminating
those nontraditional revenue sources. If I read that
correctly, those results show that the '96 return is
reduced by .5 percent to 15.6 percent. The '97 return
is reduced by 1.4 percent to 15.9 percent, and the '98
return is reduced by 4.7 percent to 14.5 percent. Now,
with those adjustments, the returns on equity for the
five years beginning in '94 were, for 1994, 7.7 per-
cent - well, you can read those down through there
without having to lengthen the record any. Can you
explain the increase of nearly 5 percent from '94 to
'957
I'm sorry; I can't. I didn't work for the company
then.
Okay. What about a 3 percent increase from '95 to '96?
I can only speculate.
Well, I'm not sure if we want you to speculate too much
but
I'm not sure that I want to.

With that in mind, can you go ahead and give us some

20
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answer on that, sir?

A. I'm sorry. I really can't
Q. Okay.
A. . . . without speculation. I'm sorry.

COMMISSIONER GILLIS:
Is there someone heretthat can that will be
testifying later? |

A. No, sir.

MS. KONCELIK:
If you would like to propose another Data Request,
then we can get that in writing to the person at

the company who could answer it.

MR. GOFF:
Okay. I'll come back to that later. Excuse me
just a moment, if I might have a second.
CHAIRWOMAN HELTON:
While they're discussing, can you give us a time
frame on when you will have the Data Request back?
MS. KONCELIK:
Probably within, I guess, two weeks, if that would
be okay.
CHATIRWOMAN HELTON:
If you can get it sooner, it would help.
MS. KONCELIK:
Yes, and I might add it would probably be helpful
21
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to have something in writing so my notes aren't

the

CHAIRWOMAN HELTON:

MS.

MR.

MS.

MR.

I was going to suggest to Mr. Goff, at the break,

that staff give you exactly what it is they want.

KONCELIK:

Thank you.

GOFF:

None of the other witnesses you think would be

able to clarify this for us at this time?

KONCELIK:

I don't believe so.
Mr. Byars, I know you said you're not familiar with
that, but would it surprise you that those increases
came right after general rate cases?
I am aware that we had a rate case in 1994.
Okay. Are you familiar with Phase I of the settlement
in that case?
Not in intimate detail at all.

Okay.

GOFF:

Excuse me just a second.

CHAIRWOMAN HELTON:

Commissioner Gillis has some questions while

they're conferring.
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COMMISSIONER GILLIS:

I've got just a couple.

EXAMINATION
BY COMMISSIONER GILLIS:
Q. Mr. Byars, what is your definition of stranded costs?
A. Really two forms. Stranded cost is kind of an all

encompassing term that we've used in the application,
and it really encompasses two different things. The
primary driver of stranded costs and the largest number
included in the Financial Model are

I just want a definition.

A. Okay. Stranded costé would be those costs incurred by
the development of‘and the implementation of the
Customer Choice program that would not have occurred
had not the Choice program occurred.

Q. In the context of utility regulation, I thought that
stranded cost, the generic definition, was that that is
regulatory imposed costs-that cannot be recovered after
deregulation. I thought that was what we, in the
industry, viewed as stranded costs. It would be a loss
in value of something that you cannot recover, and I'm
having a hard time because isn't part of your
definition the reduction in some of your pipeline
contracts that you may have to pay for or some other

costs such as that?
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Yes, sir.

And, even though you have that capacity, won't you be
able to use that for someone else perhaps?

I'm going to probably refer that question to witness
Scott Phelps from bur Gas Sgpply Department who can
probably answer that question better than I can.
Generic other costs, is that the only one that we're
talking about, or are there others that go into the
stranded cost that you have computed in the
application?

We have also included what we would term to be
transition costs into this overall stranded cost number
that's in the Financial Model. Transition costs would
be those costs that have to be borne in order to
transition such as education costs.

So that's not really a stranded cost in the accepted
definition?

Using the definition that you used, I wouldn't term it
as a stranded cost. We termed it as a transition cost

in our application, and, in the Financial Model, just

for clarity sake and brevity, we have included it in
the band of stranded costs, that category.
So that those are costs that you're going to incur,
just additional costs that you're going to incur to
enter a Choice program, either pipeline or printing
24
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costs, I guess, maybe other things; is that right?

A. Overall education costs, yes, sir.

Q. Okay. So those are nothing that regulation has imposed
on you to create, neither of those?

A. Those were items that were part of the discussion and
the development of the program with the Collaborative
that we thought were critical to the ongoing success of
a Customer Choice program.

Q. And I'm not disagreeing with that. I'm just trying to
determine stranded cost and what it is and what is

outside the bounds of what I thought it was.

A. Uh-huh.
EXAMINATION
BY CHAIRWOMAN HELTON:
0. Are there stranded cost definitions in Columbia Gas

programs in other states?

A. I honestly don't know. I apologize.
I was interested to see if those was a definition of
assets that become uneconomic in a competitive
environment or if they are, as you are describing them,
part of them, at least two of the ones, are transition
costs.

A. Uh-huh. I think I understand your question. I can't
answer for sure how those are defined in the other

programs. I do know that the other Columbia

25

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272

R




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

jurisdictions have had to - the development of the
programs have caused these same kinds of costs,
education costs and information technology costs, those
kinds of things, and those were part of their overall
plan going forward. I don't know exactly how they were

defined as to whether they were stranded costs or not.

CHAIRWOMAN HELTON:

Okay.

EXAMINATION

BY VICE CHAIRMAN HOLMES:

Q.

I have a couple of questions, and I apologize for
having to step out of the room. If some of them have
been asked, then you can-jgst let me know. Who were
the members of the Collaborative that you had spoke
about?

The members were the Attorney General's Office, the
Community Action Council, and the City of Lexington,
the Lexington-Fayette Urban County Government, and we
also relied heavily on input given to us by FSG which
is a marketer subsidiary of Wisconsin Power and Light.
So were the marketers a member of the Collaborative or
they just advised you?

They were an invited member of the Collaborative, but,
because they were not based in Kentucky, they were not

able to physically be present at the Collaborative

26

CONNIE SEWELL
COURT REPORTER

1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

meetings, but we did rely on their advice, still.

So did the marketer or I guess it was the FSG, did they
provide you any background information or data on the
best utilization for stranded costs or did they go into
that in any aspects of it?

The way it actually turned out working was that the
Collaborative worked out some of the details of the
Financial Model that's included in the program, the
proposed program, and we consulted with FSG to get
their reaction on how ;hat was completed, and they
signed off and thought that was an appropriate
approach.

You talked about the program.was designed to be revenue
neutral in terms it would recover your stranded costs,
and you talk about the band, I guess the $3 million
plus or minus band, where the - if it's less than - if
you lose money up to $3 million, Columbia will recover
that portion; if it's over $3 million, then Columbia
gets to keep up to $3 million, I think. Is that it?
The deadband, as we refer to it, was designed so that
there wouldn't be some kind of a complicated true-up
mechanism at the end of the program. The Financial
Model is designed so that stranded costs and the
revenue opportunities put in place to recover those

stranded costs will match exactly, but we all
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acknowledge that that's unlikely that will be an exact
match. We were then faced with the situation of what
happens at the end of the program, what happens on
October 31, 2004, if there's an imbalance one way or
the other, and the concept of the deadband was
developed so that, if coSés wére overrecovered, then
Columbia would take those; if they were under-
recovered, then Columbia would eat those, and we felt
that the $3 million deadband was sufficient enough so
that that overrecovery or underrecovery would fall
within that band.

So, if it goes over $3 ﬁilliqn, then that's returned to
the customers?

Yes.

Okay. What if it goes more than $3 million on the
negative side, if you lose?

The way we've approached it in our application is that
there would have to be some kind of a true-up
mechanism, should that happen, to make it whole.

You talked about codes of conduct for marketers and
affiliates. Have you developed a set of codes
currently or are you proposing any?

In the application, there is a code of conduct and
standard of conduct, both; one for Columbia's marketing

affiliate to adhere to and the other one for all
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marketers to adhere to.

And, as I understand, the Attorney General has taken no
position or what is the AG's position?

The Attorney General was very clear, when we first
invited them to the Collaborative, in that they would
like to be involved in the development of the process,
but they were clear that they did not intend to support
a program like this. They wanted to be involved in the
development and that the two possible outcomes were
either one where they would intervene and actively
oppose the application or one where they would take no
position whatsoever,land they've obviously taken the
second position. |

Community Action has proposed that they will aggregate
the CAP customers. Are those customers - will they
have the ability to - if they choose not to be
aggregated by Community Action, can they opt out of
that or they don't have a choice?

I don't know that we've completely addressed that, to
be honest with you. You might refer that question to
Mr. Burch. I think it was the intent, though, that, if
the Community Action Council were able to aggregate
those customers and save money for each of those
customers on their gas bills, that that would be an

appropriate approach.
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‘ 1| Q. One more question, on the deadband, has the other
2 Columbia programs, do they have a similar deadband?
3 What has been the history of those? You know, has it
4 been a plus or minus or where has it fallen?
5| A. I honestly don't know if there has been a deadband
6 approach. I'm not awaré of bne. That was something
7 that we developed within our Collaborative, but, if one
8 has one, it would be too early to tell what the history
9 was anyway.

10|| VICE CHAIRMAN HOLMES:
11 Thank you. That's all.

12 CHAIRWOMAN HELTON:

13 Mr. Goff?

. 14 CROSS EXAMINATION CONTINUED
15 BY MR. GOFF:
16( Q. Mr. Byars, you said you were not intimately familiar
17 with that settlement in Columbia's last rate case, Case
18 No. 94-179. Are you aware that there was a $6 million
19 increase that went into effect November 1 of 1994 as a
20 result of that settlement?
21 A. Yes.
22 Q. And are you also aware that Phase II of the settlement
23 provided for an additional increase of $2.25 million to
24 go into effect October 1 of 19952
25 A. Yes.
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And, as a Phase III of that settlement, an additional
increase of $1 million to go into effect October 1 of
'967?

Yes.

Well, based upon that, would»it be correct to say that,
to the large extent, Columbia's higher returns in
recent years can be attributed to the rate increases
from that case, Case 94-179?

I hate to be disagreeable, but I would really rather
have us respond to that with the appropriate personnel.
And let me ask you this; do YOu believe that Columbia's
management practices contributed to those increases?
Again, I would like to refer to the appropriate
personnel to provide the appropriate response. Sorry.
Okay. Who would you refer us to as the appropriate
personnel?

We'll go to our financial people to be.able to look at
the numbers and that's where we'll start.

Do you know what the earnings were for the 12 months
ended April of '99?

I don't. Sorry.

Do you know what Columbia's earnings were for the most
recent period reported?

I don't. I apologize. I know we give the Commission

numbers 12 month ended, kind of on a rolling basis,
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1 but, quite honestly, that's not how we look at the

2 numbers internally. We operate on a calendar basis,

3 and I know the those numbers are reported to the

4 Commission that way, but those aren't numbers that I'm
5 familiar with.

6 COMMISSIONER GILLIS:
7 Is someone else here that can answer that?
8 A. I don't know.

9 COMMISSIONER GILLIS:

10

11

12

13

14

15

16

17
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Is there someone else that's going to talk about
the application that would know?
Witness Cooper mighﬁ be abie to respond to that
question, but I don't know if she has the number off
the top of her head or not. We can certainly get it,

obviously. I just don't know if we have it.

COMMISSIONER GILLIS:

In time for this hearing?
Probably not. We can get it to respond, though. I
apologize. We just don't have those numbers. I don't
have that number bff the top of my head.
Mr. Byars, would you accept that earnings were
13.8 percent, subject to check?
Subject to check.

Subject to check. Okay.
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MR. TAYLOR:
For when?
MR. GOFF:
The most recent period.
COMMISSIONER GiLLIS:
1998.
CHAIRWOMAN HELTON:

April of 1999.

MR. GOFF:
April of 1999.
A. Twelve months ended April, '997?
Q. Yes, sir. As regards the Customer Choice program, if

the program costs are minimized and revenue
opportunities are maximized, Columbia would stand to
gain up to $3 million in additional earnings over the
course of the Customer Choice program. In con-
sideration of Columbia's current level of earnings, why
do you believe it is fair to the customers of Columbia
to pay all the stranded costs of the program and up to
$3 million more?

A. That's kind of a multiple part question. Let me start,
first, I guess, with the deadband itself. The deadband
is not designed to be a reward for Columbia. The
deadband was designed simply to avoid a complicated

true-up mechanism at the end of the program when that

33

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

exact match doesn't occur. The second part of that
gquestion implies or maybe more than implies that
Columbia needs to pick up stranded costs for some
reason. We believe very strongly that this program
offers a gas cost alternative for our customers and
that Columbia - the prbgram was not designed for
Columbia to benefit directly from the implementation of
this program. When you design a program like this,
you're faced with some very basic questions, one of
which is who pays for stranded costs, and the second of
which is how do they do it, and we think that the
approach developed by the Collaborative is a good one.
We think that it will be one that will encourage
participation by customers because of the easiness of
them understanding comparisons between Columbia's offer
and a marketer's offer. We think it's fair. We think
it is a darn good model, and I guess, as evidenced by
the fact that the application has received no
opposition, we would take that as a vindication that
that's the case.

To the extent that Columbia is collecting more through
the proposed revenue opportunities than it would under
the normal recovery of costs through these mechanisms,
are customers experiencing a rate increase under this

program?
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1 A. No.

2| Q. Could you elaborate just a little bit on that?

3l A. I'm not exactly sure how.

4 Q. As an example, under the proposed revenue OppoOr-

5 tunities, Columbia's customers would have received

6 incentive credits through the GCA under existing

7 incentive mechanisms; right? Under this proposal, that

8 income would néw be used to offset stranded costs of

9 Columbia.

10)| A. Stranded costs of the program.

1 Q. Okay. So, in effect, the customers are really

12 realizing an increase in rates while Columbia's

13 revenues are neutral? Is that

14 A. I would disagree.

15 Q. All right, sir.

16 A. It might help if I could provide a little perspective

17 on how we developed the Financial Model itself. When

18 you sit down and try to create a program like this, you

19 kind of look at some basic objectives, first, and one

20 that we thought was very important was, if we're going

21 to do it, we might as well do it right and that means

22 provide an opportunity for customers to save money on

23 their gas bills. One of the main ways you do that is

24 by giving as much flexibility to the marketers as you

25 can to allow them to bring their own capacity to the
35
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market to serve customers. When you do that, that's
obviously when the stranded costs kick in and that's
when those number have to be recovered. We believed -
you know, at that point, it comes down to how the
stranded costs are recovered and again how they're done
or how they are recovered, and we looked at - or who
and how. As I said before, this is a program that we
believe customers will benefit from. We also took some
encouragement by the Commission's Order in the
Administrative Case 367 where the Commission supported
the concept of Customer Choice and also saw that there
would be benefits through’innovation in products and
services to customers that competition inevitably
brings. We were encouraged by those statements and
also agree with them. So, at that point, you decide
the best way to actually recover the stranded costs.
The Collaborative looked at a surcharge, discussed how
a surcharge might affect the success of the program,
and decided early on that that did not make sense; that
that would discourage participation by customers. So
then we switched our focus to look at a different set
of dollars or a different set of revenue stream by
which we could use to recover stranded costs. The gas
cost incentive program provided the best opportunity

for that, and it also provided an obligation on
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Columbia's part to actually go out and make these
transactions occur. The gas cost incentive dollars or
the dollars that come from those programs, the
transactions don't just happen and dollars just don't
happen. Columbia has to dedicate resources and
actually has to go éut'and make deals happen to
generate the dollars from the gas cost incentive
program. For that reason, we thought it was a natural
to simply take the existing gas cost incentive program
and fit it within the Financial Model of our Customer
Choice program and that was a way for Customer Choice
to succeed, and it was.the best way that we felt for
the program to work in a beneficial manner. I think,
too, it's important to understand that it's a
transition period. We're talking about a few short
years. If we were designing the way a gas purchasing
program might work from the ground up, I don't think
this is where you would start, but transitioning from a
completely regulated market to a competitive market,
there are some hard decisions that have to be made, and
the Collaborative believed that this was the best way

to make that transition to a competitive market.
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EXAMINATION BY COMMISSION

COMMISSIONER GILLIS:

What would you say to someone who makes the comment as
far as having the option of changing gas suppliers when
someone says, "I don't want the confusion, and I don't
want the additional costs"? What would you say to
them?

I would say that the beauty of this program is that, if
a customer chooses to remain with Columbia as a sales
customer, they have that option and that we designed
the program so they won't be overly burdened or they
will not incur any'additional charges as a result of
the program. So this truly is a free choice on the

customer's part.

VICE CHAIRMAN HOLMES:

So a customer that elects to stay with Columbia will
not see an increase in costs as compared to that
customer there?

We designed the program very carefully with those
customers who did not choose to go with the marketer in

mind; (1) to make sure they didn't see a surcharge on

their bill and (2) that they would not have to be
burdened with paying for some of the demand charges
left over by customers going to the Customer Choice
program.
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1 CHAIRWOMAN HELTON:

2 But, in their rates, their base rate may not increase

3 but do they not lose the opportunity through the GCI of
4 any revenue opportunities that is split between

3 shareholders and customers?

6 A. Yes. |

7 VICE CHAIRMAN HOLMES:

8 Will they see an increase in costs in terms of the

9 technology in advertisement or the marketing of the

10 program to cover those costs?

11 A. Really, that's obviously rolled into all of Customer
12 Choice, the entire plan, the Financial Model. We

13 designed the program, really, so that Choice customers
14 pick up a greater share of those stranded and

15 transition costs than do customers that decide just to
16 remain with Columbia. Again, it kind of comes down to
17 deciding who should pay - there's going to be, in

18 transition, who should pay and what's the best way to
19 do it to facilitate a competitive market.

20 CHAIRWOMAN HELTON:

21 Mr. Goff?
22
23
24

25
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CROSS EXAMINATION CONTINUED

BY MR. GOFF:

Q.

Mr. Byars, the potential then exists for Columbia's net
income to increase if the revenue opportunities exceed
the stranded costs; is that correct?

Yes, and the reverse would also be true.

Why is this more reasonable to the customers of
Columbia than an approach were Columbia's stockholders
would at least share a portion of the stranded costs.
The company's shareholders are not going to receive
benefit from the implementation of this program. So we
did not believe - and, at the risk of repeating myself,
the application that was submitted didn't receive any
opposition from this either. We believed that this was
the appropriate way to facilitate the transition to a
competitive market.

EXAMINATION

BY COMMISSIONER GILLIS:

Q.

But I thought you just said that the shareholder is not
going to benefit. Is that what I just heard you say?
Yes.

So, if Columbia's shareholders are not going to
benefit, customers are not going to benefit much, and
it's going to be confusing, why bother?

If I implied that the customers were not going to
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benefit or customers were going to be confused, I
didn't mean to do that.

Well, I asked that question awhile ago and didn't hear
a response as far as the confusion portion of it. So I
was just assuming that the confusion stood.

I apologize. Somebody could make that statement. I
guess I took your question that somebody may make that
statement, that this is confusing, and my initial reply
really should be to that person that this program is
not confusing. We have designed it in a manner that a
customer can make a clear comparison. We're actually
going to provide materialé Where they can compare
apples to apples. Here's a marketer's offer, and
here's Columbia's sales rate. So I don't believe that
the program will be confusing to customers. I also
think that there will be a benefit for customers. I
think there are opportunities for customers to save
money on their gas bills, and we agreed with the
statement made in the Commission's Order in
Administrative Case 367; that their competition brings
other kinds of benefits through innovations and
products and services and things like that. So I
apologize. I didn't mean to imply that I thought it
would be confusing to customers or there would not be

any benefit to customers.
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CROSS EXAMINATION CONTINUED
MR. GOFF:
I have an Exhibit. I would like to have it noted
as Staff Exhibit No. 1.
CHAIRWOMAN HELTON:
So ordered.
STAFF EXHIBIT 1
Q. Mr. Byars, this handout shows, for a period of 1983 to
1994, with case number, when the application was filed
and Colqmbia's overall rate of return on base rate as
calculatéd in the application. From 1983 to 1990,
Columbia filed six rate cases. Apparently, the overall
rate of return was not good, and it impacted its
ratepayers. With Columbia's higher returns in recent
years, it appears the benefits of its financial
performance have been enjoyed by its shareholders. Why
is this so? Why is there a discrepancy here?
A. I'm not sure I understand the question. I apologize.
MR. TAYLOR:
Madam Chairman, I would like to point out also, if
you want to go back to all of these records, I
find this a little bit irrelevant, but, if you
want to go back to all those records, you'll find
that Columbia Gas never made what this Commission

gave them on its allowed rate of return. 1In
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fact,
CHAIRWOMAN HELTON:
We have that information in a database, Mr.
Taylor.
MR. TAYLOR:
All right.
CHAIRWOMAN HELTON:

We have ready access to it.

Q. You're not familiar with this? You can't
A. I didn't understand the question. I apologize.
Q. Okay. It shows, from these cases, your rate of return

was not very good - okay? - and that it impacted your
ratepayers, but, with Columbia's higher rate of
returns, in recent years, it has only benefited the
shareholders. Can you explain that?

A. I don't understand. I guess you say that these only

impacted ratepayers?

Yes, sir.
A. What do you mean by that statement?
Q. These filed cases showed your overall rate of return

was low. Do you understand what we're saying there?

A, Yes.

Q. All right. These other returns in Question No. 11, the
Response, show that there was a greater return. Do

those rates of return only inure to your shareholders?
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Were they shared by the ratepayers?

A. You're saying - the question really doesn't have
anything to do with what you handed out, I guess. What
you're referring to are the returns on equity in the
last few years, and you'fe asking whether the

shareholders benefited from those returns?

Yes.

A. Yes, they did.

Q. They did. Did the ratepayers benefit from those
returns?

A. I think you can say that the fact that, between 1983

and '94, we came in for a rate case seven times and we
haven't been in in the last. few Years has benefited the
ratepayer, our customers, we call them. We have not
increased rates since 1994, in the '94 case.
CHAIRWOMAN HELTON:
Mr. Goff, could I ask a clarifying question, since
you've entered this into the record?
MR. GOFF:
Yes, ma'am.
CHAIRWOMAN HELTON:
Is this correctly labeled "R-O-R," or is this ROE?
MR. GOFF:

R-0-R, rate of return.
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CHAIRWOMAN HELTON:
And, in the information that you are referencing
which was Questions 10 and 11, is ROE; is that
correct?
MR. GOFF: |
Yes.
CHAIRWOMAN HELTON:
Okay.
MR. GOFF:
Excuse me just a moment.
CHAIRWOMAN HELTON:
Okay. Since he needs a minute, we'll take a ten
minute break.
OFF THE RECORD
MR. TAYLOR:
Madam Chairman, just for the record, if I could, I
would like to also enter the appearance of Stephen
B. Seiple as the Senior Attorney for Columbia Gas,
who sits on my right. His address is the same
address I gave you earlier in Columbus, Connie.
CHAIRWOMAN HELTON:
Thank you. Mr. Goff, proceed.
MR. GOFF:
Thank you, Madam Chairman.

A. Before you proceed,
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Go ahead, sir.

the number that was subject to check, I did not
have the opportunity to actually check it, but we will
for a later date.
All right, sir. Mr. Byars, you assume in Columbia's
last case in which it was allowed return on equity in
1989 was 13 percent. Do you have any knowledge of that
or disagree with that?
I have no knowledge of that and also fail to see the
relevance to the case.
Well, let me ask you this; are you familiar with
Regulatory Research Associates reports as to national
averages of rates of return on equity?
I am not.
You're not familiar with that? Would any other of your
staff members that are going to testify here today be
familiar with that?
No.
Okay. Are you familiar that Columbia's rate of return
on equity has been above the national average for at
least the last four years?
I'm not, but, again, I fail to see the relevance to the
case.
If it were true that Columbia's return on equity were

above the national average as much as 2 percent or
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A. No. The program that has been proposed, at the risk of

A. Yes, ma'am, that's correct. Through October 31, 2004,

3 percent, would Columbia consider absorbing any of the

costs of the Customer Choice program?

repeating myself, we took very seriously the charge in
the Order of the Commission in Administrative Case 367
to develop this program with the support in a
collaborative setting, and we've done that. We have
submitted it to the Commission, filed an application
with no opposition. We think this is a darn good
program, one that will facilitate Customer Choice in
Kentucky, and we see no reason to make major overhauls
to it. |
COMMISSIONER GILLIS:
And what's the total amount of your transition
costs, as you call them Columbia stranded costs,
but the transition costs? What's the total per
year for that?
CHAIRWOMAN HELTON:

Thirty-two million over five years, I believe.

it will be just shy of $32 million.

Q. Did Columbia, within the Collaborative, consider
Columbia's weather normalization adjustment mechanism
in place, insulating it largely from weather

fluctuations that it could absorb any cost with that
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mechanism in place?

No. I don't see any relevance with weather
normalization at all. Again, that's a base rate item
and we've stated on the record numerous times that this
is not a base rate case. This is simply offering a gas
cost alternative that déesn't exist today.

Mr. Byars, the Commission has before it several
performance-based ratemaking cases involving LG&E and
KU. In those cases, the companies that I've just
mentioned were cited as superior cost performers for
being low cost providers of electricity while
maintaining quality service. The Response to Item 11
of the Commission's first Data Request - that would be
of July 2 - refers to Columbia providing quality
service and maintaining high customer satisfaction
ratings. I'll let you find that. Does Columbia
conduct surveys of its customers to measure customer
satisfaction?

Yes.

Do those surveys include any questions regarding
Columbia's rate levels?

I'm not familiar with the individual questions that are
asked. Again, I fail to see the relevance to the case.
Well, do you have those surveys? Can you furnish the

Commission a copy of them or at least your findings
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A. Sure.

them?

MS. KONCELIK:

CHATRWOMAN

MR. GOFF:

Madam Commissioner, we could provide those. I'm
sure we have those,Abut,.as Mr. Byars has stated,
we fail to see the reievance of that. Unless
there are surveys regarding the Choice program or
what customers think about the implementation of a
Choice program, we fail to see what the relevance
would be in this case.

HELTON:

I believe that.customer satisfaction has to do
with whether the customer is already pleased with
the service that they are getting, and I see no
reason why Columbia wouldn't want to provide a
survey that would show that customers are
satisfied with their current service. That
doesn't mean that they might not like other
options to their current service but a level of
satisfaction with current service certainly goes

to the credibility of the company.

I have another which has been labeled "Staff Hand-
out No. 2" and would like to have that marked as

staff Exhibit No. 2 for purposes of identifi-

49

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




. 1 cation.
2 CHAIRWOMAN HELTON:
3 So ordered.
4 STAFF EXHIBIT 2
5 Q. This handout reflects the results of a rate survey of
6 the five major LDCs operating in Kentucky: Columbia,
7 Delta, Union Light, Heat and Power, Western, and LG&E.
8 That survey indicates, at current rates, the customer's
9 bill based on the usage of 10 Mcf per month and the gas
10 component of each company's per Mcf rate. This survey
1 indicates a higher bill for Columbia custdmers than for
12 customers of any of the other LDCs. Can you explain
13 why Columbia appears to have the highest residential
. 14 rates among Kentucky's major LDCs?
15| A. It's really outside the area of my expertise.
16 Q. Okay. All right. Mr. Byars, let me refer you, again,
17 back to the Data Request which would be the first
18 Request of July 2, 1999, Item 21, and that last
19 sentence states that Columbia's base rates and, as a
20 result, its proposed transportation service rates have
21 already been cost-justified and approved by the
22 Commission. Now, let me refer you to the Commission's
23 " second Information Request of July 30 and that would be
24 Item 19 of that Request in which you stated that the
25 Commission approved Columbia's rates as fair, just, and
‘." 50
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reasonable in Case 94-179. Can you tell us in what
fashion the rates were cost-justified being that that
was a settlement case?

As far as I'm concerned, if the Commission approves
rates as fair; just, and reasonable, then they're cost-
justified.

But you have no information that you can share with us
to show how those rates were cost-justified in that
case; is that correct?

Beyond the Commission's Order that said these rates are
fair, just, and reasonable, no.

You were asked previously about stranded costs. What
would Columbia's position be with regard to imple-
menting the Customer Choice program without the
provision for recovery of stranded costs in the way
that Columbia has proposed in this program or, I guess,
in the tariff?

I'11 answer that question the same way that I answered
it before, and I apologize in advance for repeating
myself, but we took direction from the Commission on
how a program like this should be developed. We took

that seriously, and we filed an application with no

opposition. We don't see any reason to make major

overhauls to the program because we think it's a darn

good one the way it is.
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Q. Could you tell us, in other jurisdictions served by
Columbia distribution companies, how stranded costs
have been recovered?

A. Various mechanisms have been used. The largest of the
Coiumbia distribution companies of the five is Columbia
of Ohio, and one of their primary mechanisms for
recovery in stranded costs is a gas cost incentive
program that is very similar to the program that we
have inserted within the proposed program.

EXAMINATION BY COMMISSION

VICE CHAIRMAN HOLMES:

Did Ohio use a surcharge for implementing the gas cost
incentive program?

A. The initial pilot program, which was only in the City
of Toledo, used a surcharge on customers to recover
stranded costs, but that was changed when the program
was rolled out to all their customers statewide.

COMMISSIONER GILLIS:

Do you have the same pipeline recovery charge included
in your transition costs in Ohio as you do here?

A. Yes.

COMMISSIONER GILLIS:

" Is there any provision for true-up, and, if you recover
those costs in other ways, is there a true-up to offset

that transition cost?
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A.

I'm not sure I understand the question.

COMMISSIONER GILLIS:

BY MR.

If you have pipeline capacity that you released that
you're now recovering, as you say, through the stranded
costs, if you're able to sell that to someone else or
to recover that cost in another manner, is that revenue
offset against this transition cost in Ohio?
I apologize. I'm not intimately familiar with it.
Scott Phelps, one of our witnesses, could answer that
question better than I could. I apologize.
CROSS EXAMINATION CONTINUED

GOFF:
Could you tell us, to your knowledge, if all the
recovery mechanisms in those other jurisdictions
provided for recovery of 100 percent of the costs from
the ratepayers?
I'm not intimately familiar with each and every
program. To my knowledge, there is something in place
in each jurisdiction that will allow for recovery of
stranded costs.
You don't know how that's divided?
I don't know all the details, the intimate details, of
each individual program.
Mr. Byars, could you explore that and furnish the

Commission with maybe a brief synopsis of how those
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jurisdictions' recovery mechanisms provide for the
recovery of those costs?

We can do that. I would like to preface or it's too
late to preface, but I would like to add to that by
saying that, when we developed the program for Columbia
Gas of Kentucky, we did look at items of the other
programs developed in other Columbia jurisdictions, and
we tried to take elements that worked and tried to
eliminate elements that didn't appear to have worked
yet, but, in the end, the proposed program, the one
that has been filed, is a program that has been
designed for Columbia Gas ahd Columbia Gas of Kentucky
customers. It's a comparison and a contrast of
Columbia of Kentucky's program with the other four
jurisdictions. It might be kind of an apples to apples
comparison. There are concerns expressed here by
Collaborative members. It might not have been concerns
of customers in other jurisdictions or vice versa. So
I just want to make that point on the record, that
we'll be happy to provide that information but it may
be comparing apples to oranges a little bit.

EXAMINATION BY COMMISSION

COMMISSIONER GILLIS:

But you would agree that it would not be right for

Kentucky customers to pay for costs that you're also
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. 1 getting from another source in case you're able to sell

2 that capacity release somewhere else?

3 A. There's no way that we're - any place in the

4 application we're not trying to double dip. We're not
5 trying to overrecover stranded costs.

6 VICE CHAIRMAN HOLMES:

7 But you're going to or are you going to, at this point,
8 because you have provided the last resort, going to

9 maintain or reserve that capacity?

10 A. We will maintain capacity to serve ;hose customers that
11 remain

12 VICE CHAIRMAN HOLMES:

13 Who remain with you; right.

. 14 A. . . . as sales customers, and we obviously have to
15 maintain the integrity of our distribution system as
16 well, as the supplier of last resort, to make sure
17 that, if a marketer did not bring gas to our system,
18 that every customer will still be able to be served
19 their gas.

20 VICE CHAIRMAN HOLMES:
21 So you'll have to
22 A. Those provisions are all there.

23 VICE CHAIRMAN HOLMES:

24 So you'll have to retain that capacity to ensure that,
25 if the marketer wasn't able to deliver gas, then you
® .
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would have the capacity?

A. We have to be prepared to do that, to step in; yes.

CHATIRWOMAN HELTON:
So you're going to have voluntary assignment of about
60 percént of your existing capacity, and the rest of
it you would keep in reserve?

A. Again, I'll probably refer that question to the witness
Phelps. He can probably answer that a lot better than
I can.

CROSS EXAMINATION CONTINUED

BY MR. GOFF:

Q. Mr. Byars, I refer you to the Commission's Data Request
dated July 2, 1999, Question 37.

A. Apparently, I was not the respondent to that question.

Q. Okay. Let me refer you to Question 37d. Columbia was
asked for cost support of the $50 fee to determine the
marketer credit worthiness, and I understand that Mr.
Consentino, I believe, is the gentleman that responded
to that. The Response was that the $50 fee was
determined by the Collaborative to be reasonable. That
same Response indicates that Columbia's staff would
review the marketer program on a monthly basis, and
there would be no cost shifts. If new tasks, such as
these, are performed as part of the provision of a new

service, how can there be no cost shifts?

56

CONNIE SEWELL
COURT REPORTER
1705 SOUTH BENSON ROAD
FRANKFORT, KENTUCKY 40601
(502) 875-4272




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

We don't intend to add staff to perform these
functions. That would simply be added on to the
workload of existing complement. The Commission is
probably familiar with that concept, I would imagine.
Okay. Then, assuming there is, like you éay, no new
cost as a result of-that small volume transportation
program, why would the $50 charge be necessary?

Would you repeat the question, please? You're on "d"?
Yeah. If there are going to be no new costs, why would
the $50 charge be necessary?

I was not the'respondent to this question, you under-
stand.

Yes, sir, I understand that.

So there's some speculation involved here, but I am
searching my memory bank on how that number was arrived
at. I believe it was a cost to the marketer to make
sure that they héd to go through an actual reviéw to
get into the program. It was intended to make sure
that anybody that wanted to sign up couldn't just sign
up, but they actually had to apply and jump through
some hoops, if you will. You know, if we have a $50
credit check on, say, ten marketers, we're talking
about pretty low dollars here.

Again, referring to the July 2 Data Request, Question

21,
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Was I the respondent to this question?

I believe you were, sir.

Okay.

The question was that Columbia was asked to provide a
cost report for the use of the existing delivery charge
as a rate for providing the broposed small volume
transportation program service. It requested details
showing the charge that represented the cost to provide
small volume transportation service, and it asked
Columbia to identify cost shifts and their anticipated
magﬁitude. Youf Response stated that Columbia would
provide all the same services to Choice customers as to
sales customers - I think that's what you've con-
sistently said in this proceeding - that the rate of
delivery of gas to all sales and Choice customers will
be the same and that Columbia has already cost-
justified its rates, and you further responded that
Columbia could find no basis on which to justify
differing rates for delivery of gas under this program.
Is that an explanation as to why you did not propose
these different rates, or are you saying that the
Commission does not have the authority or the
obligation to require any cost-justification?

First of all, I don't think it's relevant in the case.

The purpose of the Response was to make the statement
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that, and this is partly in follow-up to the discussion
with staff in an informal conference prior to this
round of Data Requests regarding this issue where they
asked us to cost-justify or possibly even go to the
extent of performing a fﬁll—blown cost of service study
that would justify applyiﬁg the same delivery charge
rate to Choice customers as wevare to sales customers
even though there will be no change, and the statement
here is simply a reiteration of our statement in the
informal conference, that, again, as you said, we can
find no basis on which to justify offering different
rates.

Well, obviously, Columbia was aware of staff's concern.
You've alluded to that as to the conversation in the
informal conference and these Data Requests as to
staff's concern about the cost-justification?

Aware of it but disagree with it.

All right, sir. Again, the Data Requests and Responses
dated July 2, this is in reference to question No. 40.
In response to that question, you discussed the 97.5
percent multiplier which will be applied to marketer
revenues. The result of this application will be that
2.5 percent of marketer revenues will be retained by
Columbia. What is the purpose of that retention?

We're actually pretty proud of this, to tell you the
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truth. This was something the Collaborative worked a
while on. Some of the Collaborative members had a
concern that marketers, if allowed to bill customers
themselves and if this provision was not in place, may
come into the program and to cherry'pick customers, to
come in and try to look at the credit ratings, if you
will, of certain customers and avoid low-income
customers, and we decided that, in order to make the
plane level even for the marketers among customers,
that Columbia would continue to do the billing for the
marketers. Columbia would take on the responsibilities
for the marketers df credit and collection activities.
That way, if a marketer is guaranteed to get paid 97.5
cents on the dollar for any revenues billed to their
customers, then it doesn't matter or it shouldn't
matter to them whether the customer has bad credit or
no credit or anything else. That way everybody can
participate in the program no matter what their credit
history is and, again, that's something that the
Collaborative was rather proud about, and we think it's
a good outcome for the program.

EXAMINATION BY COMMISSION

COMMISSIONER GILLIS:

Well, I have a follow-up question on that. You're

familiar with the terms "slamming" and "spamming," as
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they relate to the telephone industry. How is Columbia
going to ensure themselves and their customers that no
slamming or spamming will occur?

A. There are provisions in the application that marketers
have to go through, inéluding date stamped copies of
their conversations with customers. They have to have
the actual account number from‘the customer themselves.
The provisions are fairly I don't want to say
complicated but the protections we think are there to
help avoid that problem.

COMMISSIONER GILLIS:

And I think certainly those provisions are in place for
telephone companies, but it still occurs and particu-
larly on slamming or spamming the addition of other
nonmarketers to put something on the bill. 1Is it
Columbia's position that they're not going to allow
anything other than the marketer for that particular
customer to add to that bill?

A. Yes. As Columbia will continue to do the billing for
customers, that's the natural fire wall, I guess, if
you will, to prevent a marketer to - I'm not familiar
with the term "spamming." I had not heard that before,
but, to add something else on to a bill, it would
really be impossible as Columbia will continue to do

the billing for the marketer.
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VICE CHAIRMAN HOLMES:

So, if the marketer decides not to serve a customer,
then Columbia would take that customer back, say, if it
was a no pay or a slow pay customer?

A. There are no restrictions in the program for a customer
switching from a marketer back to Columbia and even
back to another marketer at some point. That's up to
the customer and the marketer.

VICE CHAIRMAN HOLMES:

Even if that customer has an outstanding obligation to
the marketer?

A. If there's a contract between the customer and the
marketer, then obviously there's a binding contract
there. A customer just can't leave, but, if a customer
doesn't have a binding contract or their contract has
expired, there are no restrictions on them migrating
back to being a Columbia sales customer.

VICE CHAIRMAN HOLMES:

Who handles disputes with the customer and the
marketer?

A. Columbia Gas of Kentucky would handle the disputes, and
we have talked, in general terms, with the members of
the Collaborative of establishing a more formal dispute
resolution process where we might even use a third

party - I just throw this out as an example - but
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possibly the Better Business Bureau or someone like
that, who is used to handling disputes like this, to

help arbitrate in some of these cases.

VICE CHAIRMAN HOLMES:

So you would handle or arbitrate disputes with
Columbia's marketer or affiliate?

The way it is designed today; yes.

COMMISSIONER GILLIS:

So I heard you correctly that Columbia would assume the
97 percent bad debt fqr those customers you cannot
collect; is that correct?

We purchase the receivables, in a sense, of the
marketers. To use a very bland example, if the
marketer were to have customers with - if the marketer
were owed $100 from their customers, they would submit

that bill to Columbia Gas. We would be responsible for

collecting those revenues from customers. We would
then pay the marketer $97.50 on that $100 amount that
they were owed.

COMMISSIONER GILLIS:
So you're assuming that potential bad debt?

A. Yes.

VICE CHAIRMAN HOLMES:
Does the marketer factor that 2.5 percent into their

rates? Do you know how that works?
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. 1 A. I would assume they would. One reason that the

2 Collaborative felt that the 97.5 cents on the dollar

3 was a reasonable number and that FSG also thought it

4 was a reasonable number was that, at least according to
5 FSG, that 2?5 percent was cheaper than what they could
6 provide that service themselves. They didn't have to

7 worry about having a full scale Credit and Collection

8 Department to worry about things like that.

9 COMMISSIONER GILLIS:

10 Will you all have interconnection agreements with all
11 the marketers or some type of agreement with the
12 marketers having all of theée things in the contract
13 that we're talking about?

. 14 A. Yes, that would be in the Aggregation Agreement between
15 Columbia and the marketer.

16 CROSS EXAMINATION CONTINUED

17 BY MR. GOFF:

18 Q. Mr. Byars, so you would be able to track that
19 particular cost associated with this program?
20 A. Yes.
21 Q. Okay. Do you anticipate it to be different from the
22 collection cost embedded in your rates?
23 A. Hard to tell, to be very blunt. The 97.5 cents on a
24 dollar is an estimate with the understanding that it
25 will have to be tracked once the program is
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

implemented.

Okay. What if there was an underrecovery in spite of
this 2.5 percent? How would that underrecovered cost
be recovered, I guess?

Meaning'if collections cost Columbia more than

2.5 percent? |

Yes. Yes.

The way the application is submitted is that's on the

shoulders of Columbia Gas.

COMMISSIONER GILLIS:

Do you know what the situation in other states has
been as far as that particular aspect of the
collection fee versus the bad debt?
We kind of borrowed this idea from our sister company
in Pennsylvania, and they've employed this, but it's
really too early to tell how it's working yet. No real

data is back yet.

COMMISSIONER GILLIS:

So, this is not patterned after anything you've done in
Toledo?

No, it's not.

Mr. Byars, I refer you to that same Data Request, the
next question, Question 41, which has to do with the

5 cents. I think, when asked for the cost support of

that, the reply was, in effect, it was the Customer
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‘ 1 Choice customers' contribution to stranded costs. 1Is

2 there any other basis for that charge other than the
3 selection by the Collaborative of the 5 cent level?

4 A. No. 1It's really not a cost-based charge. As the

5 Response indicates, we refer to it as a pay-to-play

6 mechanism. It's a way for - I think I responded 