


Public Service Commission Data Request Set 3
Question No. 25
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 25

Refer to the response fo the Staff's Second Request, ltem 74. Columbia was
requested, for the second time, to provide comparative schedules showing by months for
the test year and the year preceding the test year the total company balance in each gas
plant and reserve account or subaccount included in Columbia’s chart of accounts.
Columbia submitted plant account and subaccount information in four attachments to the
response in Item 74. However, the requested comparison of account balances was not
provided, as was requested originally in the Commission Staff's First Data Request
dated January 25, 2007, ltem 16, and in Item 74.

a. Using the monthly ending balance data contained in the response to ltem 74,
prepare the comparison of gas plant and reserve accounts previously
requested. Organize the data using the format attached to this data request.

b. Refer to the response to part (a) above. Using the “12" Month” balances for
the test year and the previous 12-month period, for each account where the
change in the 12" Month balance is at least 10 percent and $500,000 or
more, explain the reason(s) for the change in the account balance. The
change in the balance can be either positive or negative.

Response of Columbia Gas of Kentucky:

a. Attached is the comparison of general ledger gas plant and reserve accounts
previously requested in Staff's Second Request No. 74 using the format
attached to this data request in an Excel spreadsheet and a compact disc
(CD) format. Totals have been omitted because totals have no relevance
since the values are balances at the end of each month.

b. Only utility account 376.00 (Mains) for general ledger (G/L) account 106
(Completed Construction not Classified) and G/L account 107 (Construction
Work in Progress) satisfy both criteria.

o For G/L account 106, the variance represents costs of $1.4 million
transferred from Construction Work in Progress to Completed
Construction Not Classified as the Louden Avenue Relocation project in
the Lexington area was placed in service.
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Public Service Commission Data Request Set 3
Question No. 25 (Cont’d)
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

For G/L account 107, the variance represents costs recorded in
conjunction with a large pipeline extension project involving approximately
38,500 feet of 12” pipe in the Georgetown, Kentucky area. The project is
known as the DE Extension, or Lake Carnico project. Costs recorded
through the test year were approximately $3.0 million.
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Public Service Commission Data Request Set 3
Question No. 26
Columbia Gas of Kentucky Respondent: Herbert A. Miller

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 26

Refer to the response to the Staff's Second Request, Item 77. Provide a
schedule listing all lobbying expenses incurred during the test year that related to issues
of workplace safety, customer rates, pipeline location requirements, and reducing
customer risks.

Response of Columbia Gas of Kentucky:

In reference to Columbia’s response to Staff's Second Request, ltem 77, the list of
issues for which there may be lobbying expenses is not an exclusive list, but was
provided by way of example. During the test year, lobbying expenses as disclosed in
Columbia’s response to Staff’s First Request, ltem 30, were filed as part of a public
record with the Kentucky Legislative Ethics Commission and reflected numerous
legislative initiatives monitored by Columbia. In the 2006 General Assembly, bills were
introduced that included the following issues: utilities buying synthetic gas from coal (SB
131); exempting greenhouses and nurseries from sales tax on natural gas (HB 29);
concealed weapons — with no exemptions for employer worksites (HB 243, 290);
appropriation of $10 million for low-income energy assistance plans (HB 283);
establishing utility energy assistance programs (HB 742); exempting intrastate natural
gas transmission pipeline equipment from sales tax (HB 678); requesting the PSC to
disapprove utility rate increases in 2006 (H Con Res 28) and multiple eminent domain
bills. The lobbying expenses of the salaried Columbia employee reported in above Item
30 (and therefore ltem 77 above), were for the purposes of monitoring, analyzing and
communicating about these, and other legislative activities. All of the reported expenses
included the employee’s apportioned salary expense; travel to and from legislative
related meetings, meals and lodging, supplies and related expense. Columbia does not
track these expenses on an issue-by-issue basis.






Public Service Commission Data Request Set 3
Question No. 27
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 27

Refer to the response to the Attorney General’s First Data Request dated April
10, 2007 (“AG’s First Request”), Item 7. Was Mr. Humrichouse aware that in previous
rate cases utilizing the historic test year, the Commission has normally reflected the
proposed adjustment to depreciation expense as an adjustment to the accumulated
depreciation balance utilized in the calculation of the rate base? Explain the response.

Response of Columbia Gas of Kentucky:

Columbia is aware that, in other cases, the Commission has included proposed
adjustments to depreciation expense as an adjustment to the accumulated depreciation
balance utilized in the calculation of rate base. As explained in response to AG-1-7,
such an adjustment would have the effect of reducing Columbia’s rate base by an
amount not yet recovered from customers, which would be inappropriate. The linkage
between allowance for depreciation expense (return of) and return on rate base (return
on) capital expenditures made by a utility is that until the utility’s investment in an asset
is recovered from the customers through incorporating an approved level of depreciation
in rates, then the utility should recover a fair and reasonable return on the existing or
remaining unrecovered investment. This linkage would be broken by reducing rate base
for a depreciation level not yet incorporated in, billed, and recovered through rates.

Furthermore, the adjustment to the accumulated reserve is just one side of the rate base
equation. Using the end of test year level of rate base provides a reasonable estimate of
the rate base level expected to be in place and funded by investors during the first
twelve months rates are in effect. Including an adjustment to the reserve, without any
recognition of any future plant additions, particularly non-revenue plant additions, distorts
the level of rate base expected to be in effect during the first twelve months of the new
rates. Absent the plant additions from Columbia’s Accelerated Main Replacement
Program which will be addressed through Columbia’s proposed Accelerated Main
Replacement Rider, Columbia believes the rate base it proposed in this case represents
the level that will be effect during the rate year.






Public Service Commission Data Request Set 3
Question No. 28
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 28

Refer to the response o the AG’s First Request, ltem 9. Explain in detail the
rationale behind Columbia’s current accounting treatment for materials and supplies,
which utilizes a miscellaneous deferred debit account. Indicate in this response if this
accounting treatment is required by the Securities and Exchange Commission.

Response of Columbia Gas of Kentucky:

Account 186-9999-12357, Miscellaneous Deferred debit — Mutual Material, includes the
same type of material and supplies ("M&S”) as account 154, Plant Material and
Operating Supplies, i.e., materials purchased primarily for use by Columbia of Kentucky
in its business for construction, operations and maintenance. Prior to outsourcing
Columbia’s inventory management, M&S purchases were recorded directly to account
154. Now, they are cleared through account 186-9999-12357 before being transferred
to account 154. While a zero balance is targeted, due to pricing and timing this does not
always occur. The amounts should be included in rate base as a capital investment
similar to account 154 since they are the same type of costs. While accounting
treatment is not required by the Securities and Exchange Commission it is consistent
with Generally Accepted Accounting Principles.






Public Service Commission Data Request Set 3
Question No. 29
Columbia Gas of Kentucky Respondent. Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 29

Refer to the response to the AG’s First Request, ltem 12, Attachment 1. Explain
the negative ending balance and average rate per decatherm in 2003, 2004, 2005 and
2007.

Response of Columbia Gas of Kentucky:

The negative balance and rate is a result of using a LIFO (last in-first out) method to
value storage. Under this method, an average annual anticipated rate is developed and
used for a calendar period. This rate is adjusted quarterly, and all activity to date in that
calendar year is adjusted to reflect the most recent developed quarterly rate. The
updated quarterly rate remains a partially estimated annual rate for the calendar year
activity but includes known costs to date in the respective year. The LIFO rate used in
December is based on actual gas expense information for the year and all injection and
withdrawal activity for that year is adjusted to this actual rate. A current year LIFO rate is
used when the anticipated injection/withdrawal activity for the upcoming year is not a net
withdrawal. This is generally the case.

As an example, the December 2003 ending volume in storage is 4,128,063 DTH and the
December 2002 ending volume in storage is 4,924,567 DTH. The net withdrawal activity
for 2003 of 796,504 would have been removed from the storage dollar balance by using
a rate representative of prior years’ layer(s). However, as of December 2004 the ending
volume in storage is 4,258,368 DTH. This increase in volume from the prior year end
balance of 130,305 was valued at a 2004 average gas cost rate. These annual LIFO
rates are not shown on Attachment 1 pages 1 and 2 of 2, as provided in response to the
AG’s First Request, Item 12, as this initial request asked for actual volumes in DTH,
actual average monthly rates and actual resulting dollar balances.

The negative rate and balances occur when withdrawals in the heating season at the
beginning of a calendar period are priced at an estimated LIFO rate for the year which
when applied to the withdrawal volume is higher than the ending storage dollar balance
from the prior year-end.

For example, at the end of 2003 the storage volume balance was 4,128,063 and the
dollar balance was $8,849,908 equating to an average rate in storage of $2.14. This
volume and dollar balance represents more than one year's layer of storage. Some
layers could have a rate higher than $2.14 and others lower than this average.

Page 1 of 2



Public Service Commission Data Request Set 3
Question No. 29 (Cont'd)
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

However, in January 2004, a withdrawal of 1,599,196 DTH was made at an average
estimated annual LIFO rate for 2004 of $6.05. In other words, a withdrawal of
$9,674,949 was made (1,599,196 DTH X $6.0499). The $6.0499 represented an
estimated average annual 2004 gas cost rate. The actual average annual LIFO rate
used for 2004, once all actual was known, was $6.9983 or ($9,761,823 December 2004
Storage Value - $8,849,908 December 2003 Storage Value = $911,915) divided by
(4,258,368 December 2004 DTH — 4,128,063 December 2003 DTH = 130,305 annual
net injection).

Page 2 of 2






Public Service Commission Data Request Set 3
Question No. 30
Columbia Gas of Kentucky Respondent: Judy Cooper

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 30

Refer to the response to the AG’s First Request, ltem 21. Columbia states that it
estimated the “behavior” factor based on an expected decrease in occurrences if the
proposed increase in miscellaneous revenue items is implemented.

a. When Columbia has increased its miscellaneous charges in the past cases,
did it experience a decrease in the occurrences of those charges?

b. If yes, provide the percentage decrease in the occurrences.

Response of Columbia Gas of Kentucky:

a. The miscellaneous charges for reconnection of service due to disconnection
and returned checks were last increased in1983 and 1994, respectively.
Columbia does not have records going back far enough to document its
experience in these cases. However, as provided in the testimony of
Columbia witness Gresham at page 3, lines 1 through 13 regarding customer
usage, Columbia’s experience with natural gas prices in more recent years
clearly exhibits that customers’ response to rising prices is to decrease the
number of occurrences.

b. N/A






Public Service Commission Data Request Set 3
Question No. 31
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 31

Refer to the response to the AG’s First Request, ltem 65. Explain in detail why
the $9,500 for charges relating to public and community relations and civil affairs should
be included for rate-making purposes.

Response of Columbia Gas of Kentucky:

Participation in local business, community, civic events and activities, and charitable
activities provides a benefit to customers by giving Columbia an opportunity to
communicate with its customers and other stakeholders, promote natural gas and
energy safety and conservation, and support the community. Columbia’s customers and
the entire community benefit from the support of local economic efforts, and such
activities have become a normal practice in the business community. As such,
Columbia should be entitled to the recover such costs.






Public Service Commission Data Request Set 3
Question No. 32
Columbia Gas of Kentucky Respondent: Kelly Humrichouse

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 32

Refer to the response to the AG’s First Request, ltem 67. Based on the
definitions of the American Gas Association (“AGA”) functional cost centers, explain why
an adjustment based on the budget percentages applicable to “Policy, Planning &
Regulatory Affairs” and “Public Affairs” should not be made to reduce the test-year AGA
dues expense for rate-making purposes.

Response of Columbia Gas of Kentucky:

AGA provides a bundled service. As a customer of the AGA, a utility does not have the
ability to pick and choose services. In this way, the AGA fee is not unlike many fees for
services and products which are recoverable in the rate-making process. “Policy,
Planning and Regulatory Affairs” provides Columbia with updates on current regulatory
issues such as: purchase gas adjustments, weather normalizations, low income
assistance programs, and others. The AGA Rate Committee develops studies and
research projects on matters pertaining to rate of return, rate base, rate design, revenue
requirements, rate administration, rate case presentations, the impact of rates on load
growth and financial results, and the analysis of trends in innovative rate structures. The
AGA Regulatory Affairs also covers costs associated with providing the utilities
opportunities to participate in audio conferences with other utilities. Many other Policy,
Planning and Regulatory Affairs services can be reviewed at www.aga.org. “Public
Affairs” provides information about many pertinent items such as: distribution pipeline
safety requirements and system compliance, environmental matters, natural gas prices
and supply. Many other helpful topics can be found at the website noted above.

Columbia believes the AGA provides many useful services and much information,
including that noted above, that ultimately is beneficial to Columbia’s customers.
Columbia and its customers benefit from the many things that AGA provides that keep
members current on a myriad of industry issues, from environmental matters, to pipeline
safety issues, to supply availability. For any one company to stay abreast of so many
far-ranging topics would be difficult and costly; for AGA to provide members such
information and service is extremely cost-effective and efficient. It is for these reasons
that Columbia believes this portion of the AGA dues should not be excluded from test
year expense.






Public Service Commission Data Request Set 3
Question No. 33
Columbia Gas of Kentucky Respondent: Judy Cooper

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY
PSC CASE NO. 2007-00008
INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION
ORDER DATED MAY 8, 2007

Question No. 33

Refer to the response to the Lexington-Fayette Urban County Government’s First
Data Request dated April 10, 2007, ltem 13. Columbia provided a list of addresses for
every location in Fayette County where a customer can go to pay a bill or have a
question answered in a face-to-face setting.

a. Are these locations actually dedicated to Columbia business or are they other
businesses that accept payments from Columbia customers?

b. If these locations are other businesses that accept payments from Columbia
customers, describe the training the businesses receive in order to answer
questions from Columbia customers.

Response of Columbia Gas of Kentucky:

a. The Columbia Gas location is dedicated to Columbia business. The other
locations accept payments from Columbia customers.

b. The other business locations are only trained to accept customer payments.
They refer all other questions to Columbia’s customer service number.



