


Public Service Commission Data Request Set 2 
Question No. 1 

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 APRIL I O ,  2007 

Question No. 1 

Refer to the Application, Tab 27. The provided schedule is to reflect the 
reconciliation of the rate base and capital used to determine Columbia’s revenue 
requirement. However, the rate base shown on the schedule does not agree with the 
rate base provided in Schedule 5 1  of the Application. Likewise, the capitalization does 
shown in Tab 27 does not agree with the capitalization provided in Schedule J-I of the 
Application. 

a. Explain in detail why the rate base and capital presented in Tab 27 do not 
agree with Schedules B-1 and J-I. 

b. Provide the originally required reconciliation of rate base and capital. The 
reconciliation should begin with the proposed rate base, then list and 
identify all reconciling items, and conclude with the proposed capital. 

Response of Columbia Gas of Kentucky: 

a. The schedule in Tab 27 has been corrected, and now agrees with 
Schedules B-I and J-I. See 2007-00008 PSC Set 2-001 Attachment 1. 

b. See response to item a. 



2007-00008PSC Set 2-001 Attachment1 

COLUMBIA GAS OF KENTUCKYJNC. 
CASE NO. 2007-00008 

HISTORIC TEST PERIOD FILING REQUIREMENTS 
CORRECTED 

LINE RATE BASE FINANCIAL 
NO. DESCRIPTION (SCHED. 5-1) CAPITALIZATION DIFFERENCE STATEMENT 

ASSETS 

1 PROPERTY, PLANT AND EQUIPMENT 
2 
3 LESS: ACCUM. DEPRECIATION 
4 

GAS UTILITY AND OTHER PLANT 

NET PROPERTY, PLANT AND EQUIPMENT 

5 
6 
7 
8 
9 

10 
11 
12 
13 

14 

15 

17 

18 
19 
20 
21 

22 
23 
24 
25 
26 
27 
28 
29 
30 

31 
32 
33 
34 
35 
36 

CURRENT ASSETS 
CASH 
ACCOUNTS RECEIVABLE 
GAS INVENTORY 
OTHER INVENTORIES 
PREPAYMENTS 
REGULATORY ASSETS 
OTHER 

TOTAL CURRENT ASSETS 

INVESTMENT IN SUBSIDIARY 

REGULATORY ASSETS - LONG TERM 

DEFERRED CHARGES &SPECIAL DEPOSITS & FUNDS 

TOTAL ASSETS 

CAPITALIZATION AND LIABILITIES 

CAPITALIZATION 
COMMON STOCK EQUITY 
LONG-TERM DEBT 

TOTAL CAPITALIZATION 

CURRENT LIABILITIES 
ACCOUNTS PAYABLE 
ACCOUNTS PAYABLE TO ASSOC. COMPANIES 
ACCRUED TAXES 
ACCRUED INTEREST 
ESTIMATED RATE REFUNDS 
DEFERRED INCOME TAXES 
OTHER 

TOTAL CURRENT LIABILITIES 

OTHER LIABILITIES AND DEFERRED CREDITS 
INCOME TAXES -NONCURRENT 
INVESTMENT TAX CREDITS 
OTHER REGULATORY LIABILITIES -LONG TERM 
OTHER LIABILITIES AND DEFERRED CREDITS 

TOTAL OTHER LIABILITIES AND DEFERRED CREDITS 

TOTAL CAPITALIZATION AND LIABILITIES 

250.010.565 0 2.636.308 252.646.873 ---.- .,. ~ . . ~  . , ~ ~  ~ 

112,159,509 0 0 112,159,509 
137,851,056 0 2,636,308 140,487,364 

3.473,737 0 (265,038) 3,208,699 
0 0 9,058,442 9,058,442 

47,790,396 0 22,534.448 70,324,644 
0 0 40,065 40,065 

344,194 0 315,178 659,372 
0 0 2,530,524 2,530,524 
0 0 324,139 324,139 

51,608,327 0 34,537,758 86,146,085 

0 0 209,250 209,250 

0 0 1,717,422 1,717,422 

4,281,375 0 (17,353,021) (13,071,646) 

193,740,758 0 21,538,467 215,400,475 

0 79,189,296 6,736,244 85,925,540 
0 72,843,576 (30,788,565) 42,055,011 
0 152,032,872 (24,052,321) 127,980,551 

0 15,397,362 15,397,382 
0 5,652,243 5,652,243 
0 2,835,321 2,835,321 
0 92,209 92,209 
0 33,814 33,814 

22,129,461 0 (20,555,731) 1,573,730 
0 0 34,250,353 34,250,353 

22,129.461 0 37,705,591 59,835,052 

0 
0 
0 

19,537,312 19,537,312 0 
0 963,300 963,300 
0 2.708.049 2,708.049 

163,698 0 4,300,513 4,464.21 1 
163,698 0 27,509,174 27.672,872 

22,293,159 152,032,872 41,162,444 215,488,475 

38 TOTAL 171,447,599 (1 52,032,872) (1 9,623,977) 0 





Public Service Commission Data Request Set 2 
Question No. 2 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 2 

Refer to the Application, Tab 28. 

a. Refer to page 16. Does Columbia sell its customer accounts receivable? If yes, 
provide a complete description of this financing option, including when Columbia 
started the program, all terms and conditions related to the sale of customer 
accounts receivable, and who bears the risk if the sold customer accounts 
receivable becomes uncollectible. In addition, describe how this financing option 
affected Columbia's Kentucky operations during the test year. 

b. For each of the account titles listed below, describe the account and the activity 
recorded in this account. Also indicate whether this account includes activity for 
Columbia's Kentucky operations and the applicable Kentucky operations balance 
for the account as of test-year end. 

Page 14, Other Accounts Receivable - Receivable - Lake 
Choctaw. 
Page 18, Prepayments - Pension Restoration Plan. 
Page 21, Deferred Assets - Longwall Mining Project. 
Page 21, Other Current Regulatory Assets - Super 8 
Motel. 
Page 56, Special Employee Severance Program - 
Delayering - Out Place. 
Page 77, A&G Expenses, SuppIieslExpenses - Volunteer 
Activity. 
Page 84, A&G Expenses, Supplies/Expenses - Name 
Change (Expenses). 
Page 87, A&G Expenses, Supplies/Expenses - STRIVE. 
Page 87, A&G Expenses, Supplies/Expenses - Project 
Phoenix. 
Page 96, A&G Expenses, Outside Services - Education 
2000. 

Response of Columbia Gas of Kentucky: 

a. No. 

b. Please refer to 2007-00008 PSC Set 2-002b Attachment 1 for the requested 
information. 
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Public Service Commission Data Request Set 2 
Question No. 3 

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 APRIL I O ,  2007 

Question No. 3 

Refer to the Application, Tab 31, the Federal Energy Regulatory Commission’s 
(“FERC) Form 2 for 2005. For each of the following items, explain the nature of the 
transaction represented by the entry and explain why this amount has been recorded in 
the particular account. 

a. Page 233, Miscellaneous Deferred Debits, Civic Center Building Lease. 
b. Page 234, Accumulated Deferred Income Taxes, Consolidated Rate Effect 

of Net Operating Loss. 
c. Page 268, Miscellaneous Current and Accrued Liabilities, Accrual for 

Exchange Gas. 
d. Page 268, Miscellaneous Current and Accrued Liabilities, Accrual for 

Customer N R  Credit Balances. 
e. Page 269, Other Deferred Credits, Civic Center Building Lease. 
f. Page 269, Other Deferred Credits, Nicole Energy Reserve. 
g. Page 269, Other Deferred Credits, Lake Carnico Capital Project. 

Response of Columbia Gas of Kentucky: 

a. Civic Center Building Lease recorded in account 186, Miscellaneous Deferred 
Debit represents the deferred asset for the difference between the excess 
levelized lease expense and the cash payment. The offsetting liability is 
recorded in account 253, Other Deferred Credits. 

b. Consolidated Rate Effect of Net Operating Loss, recorded in account 190, 
represents estimated deferred income taxes resulting from filing a consolidated 
Kentucky income tax return. The consolidated return has three major 
companies, including Columbia Gas of Kentucky, that have tax reporting 
requirements in the state. Prior to 2005, it was estimated that the three 
companies combined had more deferred taxes recorded on a separate return 
basis than required on a consolidated basis. As a result of changes in 
apportionment and changes in consolidated book versus tax differences, the 
company no longer has a deferred tax benefit from filing a consolidated Kentucky 
return and the amounts allocated to the three subsidiaries were reversed in 2006. 

Page 1 of 2 



Public Service Commission Data Request Set 2 
Question No. 3 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

c. Exchange Gas recorded in account 242, Miscellaneous Current and Accrued 
Liabilities represents the liabilityfor gas received in our system with the 
agreement to return the gas at a pre-determined point in the future. 

d. Customer A/R Credit Balances recorded in account 253, Miscellaneous Current 
and Accrued Liabilities, represents the balance of tariff customers who have a 
credit balance on their account. 

e. Civic Center Building Lease recorded in account 253, Other Deferred Credit 
represents the deferred legal liability for the difference between the excess 
levelized lease expense and the cash payment. The offsetting asset is recorded 
in account 186, Miscellaneous Deferred Debit account. 

f. Nicole Energy reserve recorded in account 253, Other Deferred Credits 
represents the reserve for penalty revenue billed to Nicole Energy. 

g. Lake Carnico Capital Project recorded in Account 253, Other Deferred Credits 
represents a contribution in aid of construction (CIAC) from Columbia Gas 
Transmission for improvements on Kentucky's pipeline system to facilitate 
receiving additional capacity for the Lake Carnico area. In September 2006 the 
CIAC was transferred to account 107, Construction Work in Progress. 

Page 2 of 2 





Public Service Commission Data Request Set 2 
Question No. 4 

Columbia Gas of Kentucky Respondent: John Spanos 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10.207 

Question No. 4 

and proposed depreciation rates, by account number and asset groups. 
Refer to the Application, Tab 32. Provide a schedule that compares the current 

Response of Columbia Gas of Kentucky: 

Please see PSC Set 2-004 Attachment. 



Columbia Gas of Kentucky, Inc. 
Case No. 2007-00008 

PSC 2007.00008 Set 2604 Attachment 

Line 
H!L 

1 
2 
3 
4 
5 

6 
7 

8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 

DescrIDtlon 

INTANGIBLE PLANT 
ORGANIZATION COSTS 
MISCELLANEOUS INTANGIBLE PLANT 
MISC INTANGIBLE PLANT-DIS SOFTWARE 
MISC INTANGIBLE PLANT-FAR4 SOWARE 
MISC INTANGIBLE PLANTOTHER SOFTWARE 

PRODUCTION PLANT 
Slructures and improvements 
Liquefied Pelroleum Gas Equipment 

DISTRIBUTION PLANT 
U h D  H GkTS4TnER C S IR  SYSTEMS 
RIGHTS OF WAY 
STRUC Q IMPROVCITYGATE Ma R 
STRUC 8 IMPROVGENERAL Ma R 
STRUC Q 1MPROV.REGULATING 
STRUC 8 IMPROV-DISTR. IND. M Q R 
STRUC Q IMPROVOTHER DISTR. SYSTEMS 
STRUC & IMPROVOTHER DISTRSYSLP 
STRUC Q IMPROVCOMMUNICATIONS 
WAINS 

cart iron 
Bare Steel 
Coaled Steel 
Pl*EUC 

MQRSTATIONEQUIPGENERL 
M a R STA EQUIPGENERAL-REGULATING 
M& R STA EQUIPGEN~LOCAL GAS PURCH 
M Q R STA EQUIPCITY GATE CHECK STA 
SERVICES 

Bme Steel 
CDSled sled 
Plastic 

METERS 
METER INSTALLATIONS 
HOUSE REGULATORS 
HOUSE REGULATOR INSTALLATIONS 
INDUSTRIAL M Q R STATION EQUIPMENT 
OTHER EOUIP-ODORI7ATION 
OTHER EOUIP-TELEPHONE 
OTHER EOUIPMENT-RADIO 
OTHER EQUIPOTHER COMMUNICATION 
OTHER EQUIP-TELEMETERING 
OTHER EOUIPCUST INFOSERVICE 

GENERAL PLANT 
Office Furniture and Equipment: 
OFFICE FURN a EQUIP-UNSPECIFIED 
OFFICE FURN & EQUIP-DATA HANDLING 
OFFICE FURN Q EOUIP-INFO SYSTEMS 
TRANS EOUIP-TRAILERS OVER $1.000 
TWINS EQUIP-TRAILERS $1.000 Or LESS 
STORES EOUIPMENT 

TOOLSSHOP, Q GAR EGCNG STATIONARY 

TOOLS,SHOP. 8 GAR Ea-SHOP EQUIP 

LRBORATORY 
POWER OPERATED EQUIP-GENERAL TOOLS 

TOOLS.SHOP, Q GAR EWARAGE a SERV 

TOOLSSHOP. a GAR EQ-UND TANK CLEANUP 

TOOLSSHOP, a GAR EQ.TOOLS a OTHER 

Miscellaneous Equipment 

Gas Plant 
&.Qg@ 

(1) 

301.10 
303.00 
303.10 
303.20 
303.30 

305.00 
311.00 

374.40 
374.50 
375.20 
375.30 
375.40 
375.60 
375.70 
375.71 
375.80 
376.00 
376.10 
376.20 
376.30 
376.40 
378.10 
378.20 
378.30 
379.10 
380.00 
380.20 
380.30 
380.40 
381.00 
382.00 
383.00 
384.00 
385.00 
387.20 
387.41 
387.42 
387.44 
387.45 
387.46 

391.10 
391.11 
391.12 
392.20 
392.21 
393.00 
394.10 
394.11 
394.13 
394.20 
394.30 
395.00 
396.00 
398.00 

Current 
&,& 
(2)  
% 

Amort. 
Amort. 
Amort. 
Amort. 
Amort. 

0.00 
0.00 

1.53 
1.22 
1.96 
1.96 
1.96 
1.96 
2.00 

AMORT. 
5.32 
1.57 

2.35 
2.35 
2.35 
2.27 
2.59 

2.59 
2.39 
1.39 
1.10 
2.09 
4.22 
2.34 
2.34 
2.34 
2.34 
2.34 

AMORT. 
AMORT. 
AMORT. 

6.34 
6.34 

AMORT. 
AMORT. 

13.77 
AMORT. 
AMORT. 
AMORT. 
AMORT. 

0.00 
AMORT. 

Projected 
___ Rate 
(3) 
% 

Amort. 
Amort. 
Amort. 
Amort. 
Amort. 

0.00 
0.00 

1.88 
1.39 
2.98 
2.98 
2.98 
2.98 
2.01 

AMORT. 
4.83 
0.00 
2.44 
2.66 
2.05 
2.19 
3.19 
3.19 
3.19 
177 ... . 
0.00 
2.96 
3.58 
3.69 
3.46 
3.06 
2.79 
1.42 
4.92 
6.64 
3.76 
3.76 
3.76 
3.76 
3.76 

AMORT. 
AMORT. 
AMORT. 

4.38 
4.38 

AMORT. 
AMORT. 

24.33 
AMORT. 
AMORT. 
AMORT. 
AMORT. 

0.00 
AMORT. 





Public Service Commission Data Request Set 2 
Question No. 5 

Columbia Gas of Kentucky Respondent: John Spanos 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 5 

Refer to the Application, Tab 32, pages 111-4 and 111-5. 

a. Identify any asset accounts where the information on these pages indicates that 
the asset has been fully depreciated or will be fully depreciated within 12 months 
of the end of the depreciation study. If the depreciation study proposes a 
continuing depreciation rate for an asset that is shown to be fully depreciated, 
explain in detail why a depreciation rate is necessary for that asset. 

b. For each of the accounts listed below, explain why the net salvage value was 
selected, considering the data provided on the referenced pages. 

Account No. 375.34, Structures and Improvements - 
and Regulating; pages 111-87 and 111-88. 
Account No. 376, Mains, all types; pages 111-92 and 111-93. 
Account No. 378, Measuring and Regulating Station Equipment - 
General; pages 111-94 and 111-95. 
Account No. 379.1, Measuring and Regulating Station Equipment - 
City Gate; pages 111-96 and 111-97. 
Account No. 380, Services, all types; pages 111-98 and 111- 99. 
Account No. 381, Meters; pages Ill-I00 and Ill-101. 
Account No. 382, Meter Installations; pages Ill-102 and 111- 103. 
Account No. 383, House Regulators; pages Ill-I04 and 111- 105. 
Account No. 387.2, Other Equipment - Odorization; pages 111-1 10 through 

Account No. 396, Power Operated Equipment; pages 111- 114 and 111- 
115. 

Measuring 

111-1 13. 

c. For each of the accounts listed below, explain how the specific annual accrual 
rate and composite remaining life values were determined from the data 
contained on the referenced pages. Include all calculations, assumptions, and 
other supporting documentation. 

(1) Account No. 375.7, Other Distribution System - Other Buildings and 
Distribution System Structures; pages Ill-124 and 111-125. 

Page 1 of 4 



Public Service Commission Data Request Set 2 
Question No. 5 (Cont'd) 

Columbia Gas of Kentucky Respondent: John Spanos 

(2) Account No. 376, Mains, all types; pages Ill-I28 through 111-133. 
(3) Account No. 380, Services, all types; pages 111-137 through 111-139. 

d. For each of the accounts or account categories listed below, explain how the 
calculated annual accrual rate was determined. Include all calculations, 
assumptions, and other supporting documentation. 

(1) Total Account 387, Other Equipment. 
(2) Total Distribution Plant. 
(3) Total Account 394, Tools, Shop and Garage Equipment. 
(4) Total General Plant. 
(5) Total Depreciable Plant. 

Response of Columbia Gas of Kentucky: 

a) There is only one asset account on pages 111-4 and 111-5 of Tab 32 that is fully 
depreciated or will be fully depreciated within the next 12 months. The fully 
depreciated asset class is Account 396, Power Operated Equipment. There is no 
proposed depreciation rate for this asset class for the existing assets; however, 
new assets will be depreciated at a 6.35% rate. 

A general explanation of how net salvage percentages are determined for all 
accounts is set forth on pages 11-26 and 11-27 of Tab 32. 

1) 

b) 

The 37 years of historical analysis for Account 375.34, pages 11-87 and II- 
88, coupled with past estimates for this account and the estimates of 
other gas utilities provided support for the negative I O  percent net 
salvage. 
The 37 years of historical analysis for Account 376, pages 11-92 and 11-93, 
combined with estimates of other gas utilities and expectations within the 
gas industry provided support for the negative 15 percent net salvage. 
The 37 years of historical analysis for Account 378, pages 111-94 and 111- 
95, as well as the trend to more negative net salvage and the estimates of 
other gas utilities established support for negative 10 percent net salvage. 
There is limited historical analysis for Account 379.1; therefore, informed 
judgment had a greater impact in the determination of the net salvage 
percent. The assets in this account are similar to Account 378; therefore, 
the cost to remove and the expected gross salvage are comparable. 
Thus, the net salvage percent of negative 10 is based on expectations 
that net salvage will be similar to Account 378. 
The 37-year history for Account 380, pages 111-98 and 111-99 sets forth a 
negative 68 percent net salvage, however, the most recent 5-year period 
is negative 51 percent. Expectations that the percentages of the most 
recent five years, coupled with past estimates for this account and the 

2) 

3) 

4) 

5) 

Page 2 of 4 



Public Service Commission Data Request Set 2 
Question No. 5 (Cont'd) 

Columbia Gas of Kentucky Respondent John Spanos 

trends in the gas industry for services, provide support for the negative 50 
percent net salvage. 
The 37-year history for Account 381, pages Ill-I00 and Ill-101, 
establishes basically zero percent net salvage for over $3M of 
retirements. The zero percent net salvage percent is consistent with gas 
industry estimates. 
The 37-year history on pages Ill-I02 and Ill-I03 establishes a negative 9 
percent net salvage and the most recent five-year period sets forth 
negative 13 percent net salvage. This historical analysis coupled with 
past estimates of this account and estimates of other gas utilities for 
meter installations provides support for the negative 10 percent net 
salvage. 

The 37-year history for Account 383, pages Ill-I04 and Ill-105 sets forth a 
negative 6 percent net salvage. There is a trend for less cost of removal 
but not a substantial change. Therefore, with past estimates and utility 
averages ranging from 0 to negative 10 percent, a negative 5 percent was 
used. 

The 37-year history sets forth a large negative net salvage percent; 
however, the data is limited and greatly influenced by the 2001 cost of 
removal. Based on the type of assets in this account, past estimates for 
this account and estimates used by other gas utilities, it was determined 
that zero percent net salvage was the most reasonable. 

There is a reasonable amount of data for Account 396, pages 111-1 14 and 
111-1 15, but there are a few salvage anomalies which require judgment. 
The past estimate for this account and estimates for other gas utilities 
help determine the most reasonable estimate of positive 25 percent net 
salvage. 

The life, net salvage and surviving original cost by vintage are the bases 
for the annual accrual rate and composite remaining life. In the case of 
Account 375.7, there are four categories. The book reserve is allocated 
proportionately to each vintage within a location based on the calculated 
accrued depreciation (theoretical reserve). Therefore, the future accruals 
are the original cost minus the book reserve. The annual accrual is the 
future accruals divided by the vintage remaining life which is based on the 
survivor curve and probable retirement data. 

2) The calculation for all types of mains in Account 376 is determined in the 
same fashion as described above. The service life, net salvage percent, 
surviving plant balance by vintage and where appropriate, truncation date, 
are the bases for allocating the book reserve to each vintage and in turn 

Page 3 of 4 



Public Service Commission Data Request Set 2 
Question No. 5 (Cont'd) 

Columbia Gas of Kentucky Respondent: John Spanos 

determining the annual accrual and composite remaining life. The 
composite remaining life shown at the bottom of page 111-133 is the 
culmination of all types of main (future accruals divided by annual 
accruals). 

The calculation is the same as described for Accounts 375.7 and 376. 

The calculations on pages Ill-150 through Ill-152 establish the individual 
accrual rates for each of the subaccounts for total Account 387. The total 
Account 387 accrual rate of 3.95 is the annual accrual amount of the two 
subaccounts added together divided by the total original cost for the two 
subaccounts. 

The 2.81 percent accrual rate for Distribution plant is all the annual 
accrual amounts for distribution accounts divided by the original cost for 
the same distribution plant accounts. 

The accrual rate for total Account 394 of 7.55 percent is the summation of 
accrual amounts by subaccount divided by the total Account 394 original 
cost. 

The calculation for General Plant is the same as that described for 
Distribution Plant. 

The total Depreciable Plant accrual rate of 2.93 percent is the summation 
of all depreciable account annual accrual amounts divided by the total 
original cost of the same accounts. (7,089,978/241,990,402). 

3) 

1) d) 

2) 

3) 

4) 

5) 

Page 4 of 4 
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Public Service Commission Data Request Set 2 
Question No. 6 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, NCSC Controller 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 6 

Refer to the Application, Tab 38. 

a. Concerning costs allocated to Columbia by NiSource Corporate Services 
Company (“NCSC“), can costs related to NiSource, Inc.’s (“NiSource”) electric 
operations and non-regulated, non-gas operations be allocated to Columbia’s 
Kentucky operations? Explain the response. 

b. Concerning the ”Bases of Allocation” factors applied by NCSC to allocate costs, 
are NiSource’s regulated electric and gas operations separated or combined 
when calculating the bases? Explain the response. 

c. If the Bases of Allocation factors reflect a combination of NiSource’s regulated 
electric and gas operations, explain why it is reasonable, from the rate-making 
perspective, that costs associated with NiSource’s regulated electric operations 
should be charged to Columbia’s Kentucky gas operations. 

Response of Columbia Gas of Kentucky: 

a. No, costs related to NiSource, Inc.’s (“NiSource”) electric operations and non- 
regulated, non-gas operations are billed to those respective companies that are 
benefiting from the services being provided. 

b. Allocations are billed on a per company basis, and direct billing is always the 
preferred method of billing by NCSC. However, is not always practical to direct 
bill and so allocation bases are used in those instances. Based on the nature of 
service, an allocation basis is selected which best fits the service being 
performed. There are bases that separate regulated electric and gas operations 
where gas distribution operations need to be accounted for separately and direct 
billing is not practical. 

c. Costs associated with NiSource’s regulated electric operations are not charged 
to Columbia’s Kentucky gas operations. 





Public Service Commission Data Request Set 2 
Question No. 7 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 7 

Refer to the Direct Testimony of Herbert A. Miller, Jr. (“Miller Testimony”), page 
6. When compared to the Accelerated Main Replacement Program (“AMRP) the 
Commission a proved for The Union Light, Heat and Power Company (“ULH&P) in 
January 2002, Columbia’s proposed AMRP would replace 3.6 times as many miles of 
pipe in just twice the time period. Explain how Columbia developed its time frame of 20 
years for its AMRP. 

P 

Response of Columbia Gas of Kentucky: 

Please refer to the response of question 2007-00008 PSC Set 2-015 as well as the 
attachment to question 2007-00008 PSC Set 2-014. 

’ Case No. 2001-00092, Adjustment of Gas Rates of The Union Light, Heat and Power 
Company, final Order dated January 31, 2002. As a result of the merger of Cinergy Corp. and 
Duke Energy Corporation, ULH&P is now known as Duke Energy Kentucky, Inc. (“Duke 
Kentucky”). The reference to Duke Kentucky will be utilized through the remainder of this data 
request. 





Public Service Commission Data Request Set 2 
Question No. 8 

Columbia Gas of Kentucky Respondent Herbert A. Miller, Jr. 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 8 

Refer to the Miller Testimony, page I O .  

a. What type of customers will Columbia’s new employee in the New Business 
function attempt to attract? 

b. Does Columbia have any other employees who are designated to attract new 
customers? 

Response of Columbia Gas of Kentucky 

a. The new business employee will work to attract new commercial and residential 
customers. 

b. Yes, Columbia has a new business function to support new business requests 





Public Service Commission Data Request Set 2 
Question No. 9 

Columbia Gas of Kentucky Respondent: Mark Balmert 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 9 

Provide the cost that Columbia will incur in converting its billing system from 
utilizing a minimum bill to a customer charge. Include all workpapers, calculations, and 
assumptions used to determine the conversion cost. 

Response of Columbia Gas of Kentucky: 

Columbia will not incur additional costs in converting its billing system from utilizing a 
minimum bill to a customer charge. 





Public Service Commission Data Request Set 2 
Question No. 10 

Columbia Gas of Kentucky Respondent Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 10 

Refer to the Direct Testimony of James M. Webb (“Webb Testimony”), page 12, 
line 20. Concerning the replacement of bare steel (“BS) pipes since the late 196Os, the 
Direct Testimony of Edwin Humphries (“Humphries Testimony”), page 8, states that 
Columbia’s current replacement is 9 miles per year. 

a. What was Columbia’s replacement program for BS and cast iron (“CI”) prior to 
the Stone and Webster (“S&W) studies? 

b. How many miles of BS and CI pipe have been replaced on the Columbia system 
since the late 1960s? 

Response of Columbia Gas of Kentucky: 

a. Before Columbia decided to embark upon an accelerated main replacement 
program, its replacement program involved evaluating the leakage history on the 
mains and identifying locations having the most leakage repairs. This evaluation 
also involved consulting local personnel and reviewing the number of clamps 
required to repair an individual leak. Every effort was made to maximize the 
amount of bare steel removed by looking for other nearby locations having 
leakage repairs. Other efforts to maximize the amount of bare pipe removed 
included: consulting highway and road departments for project lists, looking for 
opportunities to eliminate dual main streets, and consulting winter operations 
reports for necessary betterment. The resulting program was one that strived to 
eliminate the maximum amount of bare steel that was justified by the leakage 
history. 

b. Columbia has reduced its inventory of unprotected steel by approximately 1035 
miles and its inventory of cast iron by 14 miles since the late 1960s. The 
reductions in the inventory of unprotected steel pipe were not achieved 
exclusively by replacement. Much of the effectively coated pipe was brought 
under cathodic protection and is now represented in the inventory of cathodically 
protected pipe. Historical records do not distinguish between replacements of 
bare steel and reductions in quantities of unprotected pipe due to bringing such 
pipe under cathodic protection. 





Public Service Commission Data Request Set 2 
Question No. 11 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. If 

Columbia owns and maintains the service lines. Why is the replacement of the 
Explain the 15,000 BS service lines included in the proposed AMRP program? 

response. 

Response of Columbia Gas of Kentucky: 

Columbia owns, operates and maintains all service lines between the main line and curb 
valve or customers property line (Company Service). Columbia owns, operates, and 
maintains all service lines from curb valve or customers property line to the customer's 
meter (Customer Service) that have been installed new by Columbia or replaced by 
Columbia pursuant to the order made by the Commission the I O "  day of November, 
1988, Case No. 10127. Columbia operates and maintains but does not own any 
customer service line installed before November I O ,  1988. Columbia assumes 
ownership of customer service lines installed before November 10, 1988 only after 
replacing a customer service line at Columbia's cost. 

it has been Columbia's practice to replace all existing steel service lines regardless of 
ownership during a main replacement project. Original steel service lines are of the 
same vintage as the main line being replaced and are subject to the same leak causes; 
corrosion leakage, mechanical joint leakage, and thread leakage are the most common. 
Only service lines that are plastic from the main to the meter are reconnected to a new 
main. Unprotected steel service lines are a significant source of leakage and this 
replacement practice reduces leakage and increases safety for the customer, reduces 
customer service interruptions, reduces the cost of service line replacement when done 
with the main line, and avoids re-cutting hard surfaces that were cut for main line 
replacement. For the reasons stated, both replacement of steel service lines as well as 
replacement of main lines are appropriately included in the AMRP program. 





Public Service Commission Data Request Set 2 
Question No. 12 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 12 

Refer to the Webb Testimony, page 13, lines 12 and 13. Mr. Webb states that 
Columbia has averaged over 1,360 corrosion leaks per year over the past 5 years. 
However, this statement does not appear to agree with the information provided in the 
Humphries Testimony, Figures 2 through 5 and 7. Reconcile the differences between 
the statement in Mr. Webb’s testimony and the data provided by Mr. Humphries. Explain 
in detail the differences between the information. 

Response of Columbia Gas of Kentucky: 

Mr. Webb’s testimony refers to both main and service line corrosion leaks while Mr. 
Humphries’ analysis and testimony refers to main leakage only. 





Public Service Commission Data Request Set 2 
Question No. 13 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 13 

Refer to the Webb Testimony, page 15. Mr. Webb indicates that the most cost- 
effective method of replacement is an area-based replacement strategy. 

a. Has Columbia committed itself to employing the area-based replacement 
strategy as part of its AMRP? Explain the response. 

Describe the actions Columbia has undertaken to date to plan for the 
utilization and implementation of such an area-based replacement strategy. 

If the Commission did not approve the proposed AMRP cost recovery 
mechanism, would Columbia still employ the area-based replacement 
strategy to replace its existing BS and CI mains? Explain the response. 

b. 

c. 

Response of Columbia Gas of Kentucky: 

a. Columbia will be employing the area-based replacement strategy as part of 
the AMRP whenever it makes sense to do so. There are severai situations 
where it may not be advantageous to utilize this replacement strategy (i.e. 
emergency replacement work, cross-country lines, etc). See Webb 
Testimony, page 15 for additionai information. 

b. Columbia has met with a peer company who currently has an AMRP to 
discuss this strategy and its proslcons. Current projects utilizing this strategy 
are planned for 2007 in another Columbia company for evaluation purposes. 

c. Yes, Columbia will begin to employ this strategy, when it makes sense, 
regardless of whether the Commission approves the proposed AMRP. 
Columbia believes this strategy will prove to be an effective and efficient way 
to replace existing BS and CI mains and services. However, if cost recovery 
through the AMRP is not provided, Columbia would be required to seek base 
rate relief on a repetitive basis. 
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Public Service Commission Data Request Set 2 
Question No. 14 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 14 

Refer to the Webb Testimony, page 18. Provide the workpapers, calculations, 
and assumptions used to determine Columbia’s annual investment in the AMRP would 
be approximately $9.9 million. 

Response of Columbia Gas of Kentucky: 

See Attachment 2007-00008 PSC Set 2-014 
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Public Service Commission Data Request Set 2 
Question No. 15 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 15 

Refer to the Webb Testimony, page 21, line 6. The S&W studies recommended 
a replacement of 27 miles of BS and CI pipe per year for 20 years. Provide the 
feasibility study and other criteria taken into consideration for choosing the 20-year 
program. 

Response of Columbia Gas of Kentucky: 

Referring to attachment 2007 - 00008 PSC Set 2-014, it shows that many different 
replacement schedules were estimated and considered. A cross sectional team of 
individuals from Engineering, Operations, Regulatory Affairs, Sales, and 
Communications reviewed and discussed these options. Considerations included a 
balanced approach with regards to safely managing the inventory of problem pipe and 
the financial impact of the AMRP to our customers along with the capital dollar 
requirements for each schedule. The team also weighed the anticipated construction 
congestion and its impact on neighborhoods and traffic. Finally, the available labor 
resources within Engineering and Operations, adequate materials, and the availability of 
qualified contractors to execute this strategy were all considered. Based on these 
considerations, the cross-sectional team determined that a twenty year replacement 
period was the best approach. Columbia then hired Stone & Webster to review its 
leakage data and Stone & Webster agreed that the twenty year replacement schedule 
was appropriate. 





Public Service Commission Data Request Set 2 
Question No. 16 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 16 

Refer to the Webb Testimony, page 21. Provide all calculations, workpapers, 
assumptions, and other documentation used to determine the cost per foot estimates Mr. 
Webb states at lines 21 through 23. 

Response of Columbia Gas OF Kentucky: 

Refer to the Attachment provided in response to question PSC Set 2-014. These “work 
papers” have the estimated quantities and the calculated unit costs associated with each 
anticipated activity. 





Public Service Commission Data Request Set 2 
Question No. 17 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 17 

Refer to the Webb Testimony, Exhibit 1. Indicate which components shown on 
the schedule titled “Columbia Gas of Kentucky Infrastructure Breakdown” would be 
included in the proposed AMRP. 

Response of Columbia Gas of Kentucky: 

The components shown on Exhibit 1 which will be included in the proposed AMRP are 
the miles of casffwrought iron mains (25)’ miles of unprotected /bare steel mains (516) 
and the miles of other mains (2). In addition there will be a nominal amount of plastic 
and protected steel mains retired as a result of the AMRP. These situations will occur 
when it is more economical to install longer, continuous sections of new plastic in order 
to avoid additional connection costs to short existing sections of plastic or protected 
steel. 
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Public Service Commission Data Request Set 2 
Question No. 18 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 18 

Refer to the mr ries Testimony, page 4, line 80. Mr. HumF ries states that 
10 percent of coated steel was not cathodically protected. Explain why Columbia 
ignored protecting the coated steel pipes for so many years. 

Response of Columbia Gas of Kentucky: 

Columbia has not ignored protecting coated steel pipe. The earliest records of Columbia 
Gas of Kentucky’s Corrosion Control program date back to 1968. From that time 
fonvard Columbia’s Corrosion Technicians have identified and evaluated sections of 
coated pipe installed prior to July 31, 1971 for cathodic protection. Sections of pipe that 
were determined to have an effective coating through field inspection and testing were 
electrically isolated and had a cathodic protection current applied. These sections of 
pipe were documented as cathodically protected when sufficient current had been 
applied to the bare pipe surface to meet one of the criteria for cathodic protection listed 
in Appendix D of CFR Part 192. 

During the ongoing process of locating and evaluating sections of pipe for cathodic 
protection, it was determined that a number of early coatings found in Columbia’s 
systems were, or had become ineffective in providing electrical isolation for the pipe wall 
from the surrounding soil. The current requirement to achieve cathodic protection for 
these pipe sections were essentially the same as bare pipe of the same diameter. This 
category of coated pipe is known in the industry as ineffectively coated pipe and was not 
cathodically protected. 





Public Service Commission Data Request Set 2 
Question No. 19 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL IO, 2007 

PSC CASE NO. 2007-00008 

Question No. I 9  

Refer to the Humphries Testimony, page 4. The data shows there were 6,018 
leaks over the last 15 years. 

a. 

b. 

What was the cost of repairing those leaks each year? 

Explain why Columbia ignored controlling the high rate of leaks, 
which has been, according to the S&W study, six times higher than 
the cathodically protected and plastic pipes. 

Response of Columbia Gas of Kentucky: 

a. The cost of repairing the leaks for the last 15 years is tabulated below: 

Page 1 of 2 



Public Service Commission Data Request Set 2 
Question No. 19 (Cont'd) 

Columbia Gas of Kentucky Respondent: Mike Webb 

b. Columbia has not ignored controlling the leakage on its bare steel and cast iron 
main lines. The following methods have been used to reduce the numbers of leaks 
on bare steel and cast iron facilities: 

Using a replacement program to identify and remove the poorest performing 
segments of pipe. 
Identifying dual main streets and eliminating bare steel footage where ever 
possible. 
Coating exposed bare steel mains and installing anodes when the pipe was 
exposed for leak repair or other reasons. 
Moving to better repair methods for cast iron bell joints. 

Page 2 of 2 
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Public Service Commission Data Request Set 2 
Question No. 20 

Respondent: Ed Humphries 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 20 

Refer to the Humphries Testimony, page 6. 

a. In selecting comparison companies for the analysis, explain why the 
following companies were not included: 

1) Bay State Gas Company. 
2) Columbia Gas of Maryland, Inc. 
3) Columbia Gas of Ohio, Inc. (“Columbia Ohio”) 
4) Columbia Gas of Pennsylvania, Inc. 
5) Columbia Gas of Virginia, Inc. 

b. Would it have been reasonable to have reviewed the data for these 
NiSource-affiliated distribution companies in conjunction with this analysis? 
Explain the response. 

Response of Stone & Webster: 

a. In the preparation of the independent review of Columbia’s proposed 
AMRP, a great deal of company data was developed and presented by 
Stone & Webster Consultants. Stone & Webster Consultants compared 
Columbia results to other results that we had previously developed in other 
operating companies. The inclusion of the NiSource-affiliated distribution 
companies did not appear to be necessary. It was thought that the 
NiSource affiliates would have a similar approach to their bare steel and 
cast iron replacement program and we wanted to compare Columbia to its 
peers within its industry. 

b. It is not considered necessary to review and compare the data from other 
NiSource-affiliated companies. It would be more objective to compare 
Columbia to other companies and how they approached their bare steel 
and cast iron replacement program. If for example the NiSource-affiliated 
companies had no accelerated mains replacement programs in place, then 
the comparison would be meaningless. 





Public Service Commission Data Request Set 2 
Question No. 21 

Respondent: Ed Humphries 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 21 

Refer to the Humphries Testimony, page 8, lines 160 through 171. If the 
corrosion continues at the same rate, why does Mr. Humphries consider 20 years to be 
a very manageable schedule for replacement of BS and CI pipes in Columbia’s 
distribution system? 

Response of Stone & Webster: 

Twenty years is a very manageable schedule for the replacement of all bare steel and 
cast iron distribution piping. It is three times the current rate of replacement. Adoption of 
such a program would clear out all BS and CI piping by the year 2027. Review of the 
example companies indicates that 20 years is regarded as an appropriate schedule. 



, 



Public Service Commission Data Request Set 2 
Question No. 22 

Respondent Ed Humphries 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 22 

Refer to the Humphries Testimony, page 8. Mr. Humphries includes a chart 
showing the current removal rates of selected gas companies. In proposing an AMRP, 
does accelerated mean a specific number of years or simply replacing the mains at a 
faster rate than previously experienced? Explain the response. 

Response of Stone & Webster: 

These two criteria are synonymous. In this instance the proposed AMRP is twenty (20) 
years. It will require the retirement of 27 miles of main per year to achieve that 
replacement rate. If one reduces the AMRP to ten years the proposed retirement rate 
will have to increase to 54 miles per year. Twenty years was selected because it would 
be a manageable replacement schedule. 





Public Service Commission Data Request Set 2 
Question No. 23 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 23 

Is S&W providing regression analysis for replacing BS and CI mains and BS 
service lines? If yes, explain how it is going to be implemented in the proposed 
program. 

Response of Columbia Gas of Kentucky: 

No, S&W is currently not providing regression analysis for replacing BS and CI main and 
BS service lines. 





Public Service Commission Data Request Set 2 
Question No. 24 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 24 

Will Columbia establish bid documents for the annual main replacement pian? 
Explain the response. 

Response of Columbia Gas of Kentucky: 

Columbia is planning to initially bid much of the larger main replacement work. 
However, we will continually evaluate our processes to provide an efficient and cost 
effective replacement program. 





Public Service Commission Data Request Set 2 
Question No. 25 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 25 

Refer to the Humphries Testimony, Figure 3. Figure 3 shows there are a 
substantial number of leaks, excluding third party and corrosion. Explain the types of 
these leaks and whether Columbia has any program to control and reduce them. 

Response of Columbia Gas of Kentucky: 

A review of main line leak history from 1990 through 2006 for all pipe material types 
showed the following leak locations when corrosion or third party damage was not 
indicated as the leak cause. The leak locations are listed in descending order of 
frequency of occurrence. 

Location 
Valve 
Tap Fitting 
Body of Pipe 

Mechanical Joint 
Fitting 
Bell and spigot Joint 
Threaded Joint 
Other 

Weld or Fusion - Girth 
Weld Longitudinal 
Drip 

Most Common Source of Leakage at the location 
Leak around the stem of the valve 
Leaks around the sealing surface of the cap on a tap fitting 
Leaks from natural forces, material failure, construction 
defect, and undetermined cause 
Leak at the sealing gaskets of a compression coupling 
Leaks on a variety of fitting found on main lines 
Leaks in the sealing area of the joint 
Leaks at the threads of a threaded joint coupling 
Unable to identify the leak source from available 
information 
Leaks on girth welds on steel and fusions on plastic pipe 
Leaks on longitudinal welds on steel pipelines 
Leak on any part of a drip connected to a main line 

Programs: 

Facility Failure Reporting - Columbia Gas of Kentucky has a program for reporting 
failures of any facility or material and to control and reduce facility failures. This ongoing 
program identifies poorly performing components, tools, and materials as well as 
installation and maintenance procedures that result in more rapid failure. From the 
information gathered from this program poorly performing materials, fittings, and tools 
are removed from the approved materials list. Installation and maintenance procedures 
are updated when current practices are found to be the cause of failure. 

Page 1 of 2 



Public Service Commission Data Request Set 2 
Question No. 25 

Columbia Gas of Kentucky Respondent: Mike Webb 

Valve Maintenance Program- The majority of main line valve leaks occur in the packing 
around the valve stem. An annual operational inspection of the valve frequently results in 
leaks around the stem of the valve. In the Mid 1990s plant technicians were trained to 
replace the packing in main line gate valves with a longer life packing rather than tighten 
the packing glands to stop leakage around the valve stem. 

Bell and Spigot Joint Repair- In the early 1990s Columbia moved to an internal joint 
sealing method for the Bell Joint and no longer uses a mechanical joint clamp as a 
preferred method of repair. 

Welding and Fusion - Columbia’s welding and fusion procedures are evaluated on an 
on-going basis. All company and contract welders qualified to weld on Columbia’s 
pipelines must re-qualify under the welding procedures annually and must provide a test 
weld for evaluation every 6 months to maintain their Columbia welding certification. All 
company and contract employees qualified to fuse plastic pipe must re-qualify annually 
under Columbia’s fusion procedures. 

Page 2 of 2 





Public Service Commission Data Request Set 2 
Question No. 26 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 26 

Refer to the Humphries Testimony, Figure 7. Figure 7 shows the leaks in some 
service areas in Frankfort and Lexington are much higher than the average in 
Columbia’s system. Provide the program that shows a priority replacement to sections 
of BS and CI pipes due to the severity of historic leaks. 

Response of Columbia Gas of Kentucky: 

Figure 7 in Humphries Testimony compares the leakage in Columbia’s service 
territories. There are several metrics used to compare the leakage in the service 
territories. Not all of the metrics point to the same conclusion described in question 26. 
As described in Columbia’s responses to questions PSC Set 2-001 0 and PSC Set 2- 
0025, Columbia has many programs aimed at reducing leakage from the major causes 
of leakage on its system; however, in order to provide a meaningful response to this 
question, additional clarification about the question is required. 
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Public Service Commission Data Request Set 2 
Question No. 27 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 27 

Refer to the Humphries Testimony, Figures 1 and 3 through 9. Several of the 
black and white versions of the graphs are difficult to read and evaluate. Provide color 
copies of all graphs presented in these figures. 

Response of Columbia Gas of Kentucky: 

Please refer to color copies provided of Humphries Testimony, Figures 1 through 9. 
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Columbia Gas of Kentucky 
A NiSource Company Prepared Direct Testimony of Edwin Humphries - -- __ - - 

Figure 3 - Gas Main LeaksNear 
Columbia 

Excluding Third Party 

Year 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

2006 

- 3rd Party 
50 
69 
79 
78 
78 
86 
98 
118 
63 
117 
100 
88 
89 
84 
80 
79 

- 63 
1,441 

550 

500 

450 

400 

350 

300 

250 

200 

150 

100 

50 

Other Causes 
203 
151 
205 
165 
156 
215 
173 
173 
184 
187 
209 
175 
201 
193 
158 
145 

___ 213 
3,108 

Corrosion 
310 
303 
360 
357 
376 
340 
434 
419 
331 
326 
397 
399 
395 
416 
330 
241 

- 282 
6,018 

- Total 
563 
523 
644 
600 
612 
643 
705 
710 
598 
632 
706 
662 
685 
693 
568 
465 

3 
10,567 

Total excl3rd Party 
51 3 
454 
565 
522 
534 
555 
607 
592 
515 
51 5 
606 
574 
596 
609 
488 
386 

- 495 
9,126 

Corrosion %of total 
60% 
67% 
64% 
68% 
70% 
6 1 % 
71 % 
71% 
64% 
64% 
66% 
70% 
66% 
68% 
68% 
62% 

___ 57% 
66% 
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Columbia Gas of Kentucky Prepared Direct Testimony of Edwin Humphries - -- 
Figure 4 - Columbia Mains Leak Data 

Columbia 

- 1998 

Miles of unorotected mains 
Bare Steel 507 
Coated steel (QS) 71 

28 Cast Iron - 
Total miles of unprotected mains 606 

Total miles of unprotected mains 1.760 

Total miles of mains 2,366 

Leaks -Corrosion 331 
Leaks -other causes - 267 
Total Leaks 598 

Corrosion Leaksimile 0.546 
Leaks .other causesimile 0.152 
Total Leaksnotal miles 0.253 

1999 - 
503 
66 

28 
597 
- 

1,799 

2.396 

328 
- 304 
632 

0.549 
0.169 
0.264 

- zaao 

477 
80 

27 
584 
- 

j.&3 

2,427 

397 
- 309 
706 

0.680 
0.168 
0.291 

- zaoi 

490 
58 

- 27 
575 

1.896 

2,471 

399 
- 263 
662 

0.694 
0.139 
0.268 

zaoz __ 

488 
59 

26 
573 
- 

2.506 

395 
- 290 
685 

0.689 
0.150 
0.273 

- 

2003 ____ 

542 

26 
568 
- 

1.957 

2,525 

416 
- 277 
693 

0.732 
0.142 
0.274 

~ 2 0 0 5 2 0 0 6  

513 509 509 

24 - 24 24 
537 533 533 

- - 

2.493 2.517 2.517 

330 241 282 
- 238 224 275 
568 465 557 

0.615 0.452 0.529 
0.122 0.113 0.139 
0.228 0.185 0.221 
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Columbia Gas of Kentucky 
A NiSource Company - ~ 

Prepared Direct Testimony of Edwin Hurnphries 
_.F_ 

Leaks -other causes 
Leaks -Corrosion 
CI -Ail Leaks 
Ci - Miles 
CI -Ail LeaksiMiie 

Bare Steel 
Leaks -other causes 
Leaks -Corrosion 
BS - All Leaks 
BS -Miles 
85 -Ail  LeakslMiie 

Ail Other Pi!% 
Other Pipe ~ All Leaks 
Other Pipe - Miles 
Other Pipe - All Leaks/Mile 

Bare Steel &Cast Iron 
BS & Ci - Aii Leaks 
BS & CI -Miles 
BS & Ci -Ail LeaksiMiie 

Figure 5 - Gas Main Leaks -Bare Steel & Cast Iron 
Columbia 

- 1998 

14 
1 
15 
28 

0.536 

- 

32 
__ 330 
362 
578 

0.626 

221 
1,760 
0.126 

377 
606 

0.622 

- 1999 

11 
1 
12 
28 

0.429 

- 

49 
- 327 
376 
569 

0.661 

244 
1,799 
0.136 

388 
597 

0.650 

- 2000 

24 
2 
26 
27 

0.963 

- 

43 
- 395 
438 
557 

0.786 

242 
1.843 
0.131 

464 
584 

0.795 

2001 - 

15 
1 
16 
27 

0.593 

- 

48 
- 398 
446 
548 

0.814 

200 
1.896 
0.105 

462 
575 

0.803 

- 2002 

16 
3 
19 
26 

0.731 

- 

44 
___ 392 
436 
547 

0.797 

230 
1,933 
0.119 

455 
573 

0.794 

- 2003 

16 
- 2 
18 
26 

0.692 

40 
__ 414 
454 
542 

0.838 

221 
1,957 
0.113 

472 
568 

12 4 15 
2 2 1 

13 6 17 
24 24 24 

0.542 0.250 0.708 

- - - 

32 21 27 
__ 329 ___ 239 m 
361 260 307 
51 3 509 509 

0.704 0.511 0.603 

194 199 233 
1,956 1,984 1.984 
0.099 0.100 0.117 

374 266 324 
537 533 533 

0.831 0.696 0.499 0.608 
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Figure 8 -Gas Main LeakslUnprotected Mile Comparison to Other Utilities 
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Figure 9 - Gas Mains LeakslMile Comparison to Other Utilities 
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NWE-MT 

0.030 
0.025 
0.033 
0.028 
0.036 
0.036 
0.028 
0.029 

NWE-NEED 

0.016 
0.018 
0.020 
0.019 
0.008 
0.016 
0.01 1 
0.017 

MDU-ND 

0.039 
0.027 
0.029 
0.022 
0.031 
0.030 
0.022 
0.020 

PeoDles-NE 

0.064 
0.062 
0.056 
0.056 
0.056 
0.045 
0.050 
0.042 

- Union 

0.313 
0.218 
0.285 
0.138 
0.096 
0.186 
0.079 
0.088 

Columbia 

0.088 
0.103 
0.096 
0.084 
0.091 
0.081 
0.072 
0.066 

Cincinnati Vedi-North 

0.152 0.098 
0.184 0.089 
0.279 0.100 
0.212 0.082 
0.274 0.066 
0.201 0.112 
0.153 0.123 
0.119 0.096 
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Public Service Commission Data Request Set 2 
Question No. 28 

Columbia Gas of Kentucky Respondent: Mike Webb 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 28 

Provide maps showing the locations of BS and CI pipes, if available. If maps are 
not available, when could Columbia provide the maps? 

Response of Columbia Gas of Kentucky: 

Columbia maintains a set of 1,527 inventory maps. These maps indicate the location of 
Columbia’s facilities relative to road centerlines, taxing districts, geographic boundaries, 
size of pipe, type of pipe, and year of installation. Columbia considers unlimited public 
access to these maps to be a potential threat to the security of its infrastructure. 
Columbia offers to make these maps available for review by commission staff during 
regular business hours at its Lexington office located at 2001 Mercer Road. 





Public Service Commission Data Request Set 2 
Question No. 29 

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 APRIL I O ,  2007 

Question No. 29 

Refer to the Direct Testimony of Judy M. Cooper (“Cooper Testimony”), page 6 

a. For clarification, is one hour the average time it takes an employee to 
reconnect a customer? 

b. Provide, in detail, what is included in “overheads” in both the reconnect fee 
and the returned check fee calculation. 

c. Explain why Columbia decided to round down to the nearest $5 increment 
rather than rounding up. 

d. Columbia states that it applied a “behavioral factor” of 75 percent to its 
calculation of the increase in revenue that it expects to receive from the 
reconnect fee and the returned check fee. Explain how Columbia developed 
the behavioral factor. 

e. Has Columbia previously proposed a behavioral factor? If yes, provide the 
case number. 

Provide the charge that Columbia incurs when a deposited check is returned. 

and Attachment JMC-1. 

f. 

Response of Columbia Gas of Kentucky: 

a. Yes, the average amount of time to work a reconnect order is one hour. The 
average is determined from the time charged by service employees for 
reconnect work orders as tracked by Columbia’s customer information 
system. This includes all of the testing procedures necessary before re- 
establishing gas service. 

b. Overheads in both the reconnect fee and returned check fee calculations 
include: Vacation time, non-productive time, labor benefits (injuries & 
damage insurance, group insurance plan, thrift plan, and retirement income 
plan), and payroll taxes (federal insurance contribution, federal 
unemployment insurance, and state unemployment insurance). 

Page 1 of 2 



Public Service Commission Data Request Set 2 
Question No. 29 (Cont'd) 

Columbia Gas of Kentucky Respondent: Judy Cooper 

c. The amount was rounded down to the nearest 55 amount rather than 
rounding up so that the amount was no more than Columbia's cost 

d. Please see Columbia's response to the Attorney General's data request Set 
1-021. 

e. No. 

f. The charge that Columbia incurs when a bad check is passed is related to 
clerical processing time. When a bad check is presented to Columbia, 
Columbia's Revenue Recovery department is notified, and various clerical 
steps are completed to correct the situation. In most cases, the customer is 
contacted, and if a bad check presented to Columbia to avoid termination, a 
new shut-off order is scheduled. The Cash department also has a clerical 
step. They have to post a debit to the account and execute a keyword with 
the appropriate return check reason code. All told, it is over .5 of an hour to 
handle a returned check. 
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Public Service Commission Data Request Set 2 
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 APRIL I O ,  2007 

Question No. 30 

Refer to the Cooper Testimony, page 7. Provide the number of customers that 
subscribe to the Banking and Balancing service. 

Response of Columbia Gas of Kentucky: 

As of September 30, 2006, there were 115 customers taking banking and balancing 
service. 





Public Service Commission Data Request Set 2 
Question No. 31 

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 APRIL 10,2007 

Question No. 31 

Refer to the Cooper Testimony, page 8. Columbia is proposing to change the 
cash-out provision in order to tie the cash-out price to an index. Explain why any sales 
by Columbia to the customer under this tariff are charged at 120 percent of the index, 
while any purchases by Columbia from the customer are only paid at 80 percent of the 
index. 

Response of Columbia Gas of Kentucky: 

It is important to note that the intent of Columbia’s Delivery Service is for those 
transportation customers and /or their agents to delivery enough gas to our system to 
meet their usage needs. Columbia does not plan to purchase gas for Delivery Service 
customers, nor does it plan on transportation customers’ delivering more gas than their 
allowable banking and balancing service election provides. 

Columbia’s current Delivery Service tariffs have been in place since 1993. Since then, 
the natural gas industry has seen an enormous amount of change, including price 
volatility. The cash-out provisions that exist in Columbia’s tariffs today provide an 
opportunity for arbitrage by the Delivery Service customers and/or agents. This creates 
operational challenges for Columbia, and it creates an impediment for sales supply 
(customers). The purpose of the 80/120% proposed tariff change is to remove this 
arbitrage opportunity, and to provide an incentive to Delivery Service customers and/or 
their agents to deliver enough gas to our city gates to meet their usage needs or not 
exceed their banking and balancing tolerance provisions. This practice is used widely in 
the natural gas industry today, and serves as a means to ensure transportation 
customers are not creating operational concerns, or disadvantaging sales customers. 





Public Service Commission Data Request Set 2 
Question No. 32 

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 APRIL 10,2007 

Question No. 32 

Refer to the Cooper Testimony, page I O .  Will the customers participating in the 
Choice Program benefit from the AMRP? if yes, will they share the costs of the program 
and how? 

Response of Columbia Gas of Kentucky: 

The benefits of the AMRP are not dependent upon the customer’s supplier of natural 
gas. Participants in Columbia’s Customer Choice program will benefit as will all other 
Columbia customers and will share the costs of the AMRP in the same manner as all 
other customers. 





Public Service Commission Data Request Set 2 
Question No. 33 

Columbia Gas of Kentucky Respondent: Judy M. Cooper 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 33 

Refer to the Cooper Testimony, pages 11 through 16. 

a. Columbia proposes to submit its annual AMRP Rider filing on or about March 1 
to be effective with bills rendered in its June billing cycle. Was Columbia aware 
that in the Duke Kentucky AMRP, the Commission reserved the option of 
extending the review period, and generally has not approved the change in the 
Duke Kentucky AMRP Rider until the end of August? 

b. Provide examples of the AMRP filing formats Columbia would propose utilizing 
for its annual AMRP Rider filing. 

c. Was Columbia aware that in Duke Kentucky’s AMRP Rider the Commission 
approved the mechanism for an initial 3-year period and required that, if Duke 
Kentucky wished to continue the AMRP Rider, it needed to file a general rate 
case application to “roll-in” the Rider and to justify the continuation of the AMRP 
Rider? 

d. Would Columbia be opposed to a similar process of having approval for an initial 
period of years, with a roll-in of the Rider, and a justification of continuing the 
AMRP Rider as part of a future general rate case? Explain the response. 

e. Explain why the monthly charge resulting from the AMRP Rider should be a per- 
customer charge rather than a volumetric-based charge. 

Response of Columbia Gas of Kentucky: 

a. Columbia was aware of the Duke Kentucky filing dates and the Commission’s 
option for extending the review. Columbia is not opposed to a similar process for 
the review of its filings. 

b. Please see attached. 

c. Yes. 

d. As these were requirements of the Commission in the Duke Kentucky cases, 
Columbia recognizes that a similar process of having approval for an initial 
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Public Service Commission Data Request Set 2 
Question No. 33 (Cont‘d) 

Columbia Gas of Kentucky Respondent: Judy M. Cooper 

period of years, with roll-in of the Rider, and justification of continuing the AMRP 
Rider as part of future general rate cases could be an outcome of its request. 
Columbia is willing to consider a definitive period of time, which considers the 
differences between Duke’s program and Columbia’s program, within which 
Columbia would apply for a general rate adjustment. 

e. The monthly charge resulting from the AMRP Rider should be a per-customer 
charge rather than a volumetric based charge because the costs that the charge 
is designed to recover is fixed charges, not variable charges. Having the 
distribution system in place to provide natural gas to each customer is a fixed 
cost regardless of whether, or how much, natural gas the customer uses each 
month. 
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AMRP Form 1.0 

Return on Investment: 
Original Cost of Plant in Service - 

Mains - Cast Iron / Copper 
Mains - Steel 
Mains - Plastic 
Services - Cast Iron / Copper 
Services - Steel 
Services - Plastic 
Meter Relocations 
Customer Service Lines 

A. Total Original Cost of Plant in Service 
Accumulated Depreciation - 

Mains - Cast Iron / Copper 
Mains - Steel 
Mains - Plastic 
Services - Cast Iron / Copper 
Services - Steel 
Services - Plastic 
Meter Relocations 
Customer Service Lines 

B. Total Accumulated Depreciation 
C. Deferred Income Taxes Associated 

with Referenced Plant in Service 

Net Rate Base for AMRP Purposes 

Authorized Rate of Return, adjusted 
for Income Taxes 

D. Return on AMRP Related investment 

(A- B - C) 

COLUMBIA GAS OF KENTUCKY 
Annual AMRP Rider Filing 

Determination of Annual Revenue Reauirement 
For the 12 Months Ending 12/31/20XX 

CUMULATIVE AMRP TOTAL 
AMRP for 12-Months AMRP 

as of 12/31/prioryear Ending 12/31/2OXX To 12/31/20XX 

0 

0 

12.522% 

0 0 

0 0 

12.522% 12.522% 

0 0 

Ooeratincl Expenses: 
Depreciation Expense - 

Mains - Cast Iron /Copper 
Mains - Steel 
Mains - Plastic 
Services - Cast Iron / Copper 
Services - Steel 
Services - Plastic 
Meter Relocations 
Customer Service Lines 

Maintenance Expense - Account 887 
E. Total Operating Expenses 0 0 0 

Total Annual Revenue Requirements (D + E) 0 0 0 

Increase (Decrease) in Annual Revenue Requirements - Amount for AMRP Rider rate calculation 0 



AMRP Form 1.1 

~ 

Percentage 
Total Cost of Total AMRP 

Miles Replaced Replacement Completed to 
under AMRP under AMRP Date 

Original from Information submitted in 
Case No. 2007-00008 540 $ 198,000,000 NIA 

Status of Total AMRP as of this Filing 

Columbia Gas of Kentucky 
Annual AMRP Rider Filing 

For the 12 Months Ending 12131120XX 
Rate of Return and Overall Proiect Summarv 

Calculation of Authorized Rate of Return : 

% of cost Weighted Authorized 
Total Rate Aver. Cost Gross - up Rate of 

Capital Allowed of Capital Factor Return 

Long-Term Debt 42.617% 5.690% 2.425% 2.425% 
Short-Term Debt 5.296% 5.600% 0.297% 0.297% 
Common Equity 52.087% 11.500% 5.990% 9.800% 

Totals 100.000% 8.712% 12.522% 



Project Identifier 

Mains - Plastic 

AMRP Form 2.0 
Page1 of X Columbia Gas of Kentucky 

Annual AMRP Rider Filing 
For the 12 Months Ending 12/31/20XX 
Plant in Service Added Throuah AMRP 

Costs for Cumulative 
Date Project Percentage Current 12 Total Project 

Started Complete Months costs 

0.00 0.00 

Mains - Steel 

Services -Plastic 
Services - Steel 

Meter Relocations 

Customer Service Lines - Plastic 
Customer Service Lines - Steel 

Totals 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 



Project Identifier 

Mains - Plastic 

Mains - Steel 

Mains - Cast Iron 

Mains - Wrought IronlOther 

Services - Plastic 

Services - Steel 

Services - Cast Iron 

Meter Relocations 

Customer Service Lines - Plastic 

Totals 

Columbia Gas of Kentucky 
Annual AMRP Rider Filing 

For the 12 Months Ending 12/31/20XX 
Plant in Service Retired or Removed Throuah AMRP 

Total 
Investment 

Date Project Percentage Retired or 
Started Complete Removed 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

AMRP Form 2.1 
Page1 of X 

cost of Adjustments Due 
Removal on to Retirement or 

Investment Retired Replacement 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 

0.00 0.00 



AMRP Form 3.0 
Page1 of 2 Columbia Gas of Kentucky 

Annual AMRP Rider Filing 
For the 12 Months Ending 12131120XX 

Accumulated Deoreciation and Deoreciation Expense Throuah AMRP 

Calculation of Accumulated Depreciation 

Beginning AMRP 
Depreciable Accumulated 

Plant in Depreciation 
Service Balance 

Mains - Plastic 0 

Mains - Steel 

Mains - Cast Iron I Copper 

0 

0 

Services -Plastic 0 

Services -St& 

Services -Cast Iron I Copper 

0 

0 

Meter Relocations 0 

Customer Service Lines - Plastic 0 

Net Depreciation 
Expense for 
Current 12 

Months 

0 

0 

0 

0 

0 
n 

Adjustments 
Due to 

Retirement or 
Replacement 

0 

0 

0 

0 

0 

0 

0 

0 
n 

Ending AMRP 
Accumulated 
Depreciation 

Balance 

0 

0 

0 

0 

0 

0 

Customer Service Lines -Steel 0 - - 

Totals 0 0 0 0 



AMRP Form 3.0 
Page2 of 2 Columbia Gas of Kentucky 

Annual AMRP Rider Filing 
For the 12 Months Ending 12131120XX 

Accumulated Deoreciation and Deoreciation Exoense Throuah AMRP 

Calculation of Net Depreciation Exoense for Current 12 Months 

Authorized Depreciation 
Depreciable in 2007-00008 Expense for 

Plant in Depreciable Depreciation Current 12 
Service Balance Rate Months 

Mains - Plastic 0 

Mains - Steel 0 

Mains - Cast Iron I Copper 0 

Services -Plastic 0 

Services -Steel 0 

Services - Cast iron /Copper 0 

Meter Relocations 

Customer Service Lines - Plastic 
Customer Service Lines - Steel 

0 
0 

Totals 0 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

0.00% 

NA 

0.00% 
0.00% 

Adjustments to 
Depreciation 
Expense Due 
to Retirement 

or Replacement 

Net 
Depreciation 
Expense for 
Current 12 

Months 

0 

0 

0 

0 

0 

0 

0 

0 
0 0 

0 0 0 



AMRP Form 4.0 
Columbia Gas of Kentucky 
Annual AMRP Rider Filing 

For the 12 Months Ending 12131120XX 
Customer Service Lines and Maintenance ExDense -Account 887 

Customer Service Lines: 

Project Identifier 
Date Project 

Started 

Cost of Lines 
Added Due 

to AMRP 

Cost of Lines 
Added Due 
to Normal 
Operations 

0.00 0.00 

Maintenance Exoense -Account 887: 





Public Service Commission Data Request Set 2 
Question No. 34 

Columbia Gas of Kentucky Respondent: Judy Cooper (a, b and d) 
June Konold (c) 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 34 

Refer to the Cooper Testimony, pages 17 through 19. 

a. Explain further how capitalizing interest after plant is placed in 
service and deferring depreciation expense and property taxes related to that plant will 
convince customers to attach to Columbia’s system. 

b. As envisioned in Columbia’s proposed Post In-Service Carrying 
Charges (“PISCC), define what constitutes a new business project. 

c. Provide a detailed description of Columbia Ohio’s PISCC. Include 
when the PlSCC was approved, the goals of the program, and why Columbia Ohio 
believed the program was necessary. If one of the goals of the Columbia Ohio PlSCC 
was to have an improved growth in the number of customers, provide an analysis of the 
success of the Columbia Ohio PlSCC in achieving that goal. 

As described in the testimony, the proposed PlSCC appears to be 
an attempt to reduce the regulatory lag experienced when a utility places plant in service 
between general rate cases. 

d. 

(1) 

(2) 

Does Columbia agree with this view? Explain the 
response. 

If this view is correct, explain how this program results in 
improved growth in the number of customers. 

Response of Columbia Gas of Kentucky: 

a. Columbia believes it is a sound regulatory policy to encourage utilities to expand 
their systems to provide greater access to utility service and to spread costs 
associated with providing service over a larger customer base. PlSCC better 
positions Columbia to invest additional capital in facilities needed to serve new 
customers through the reduction of the negative impact major construction 
projects have on net income in between rate cases. 
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Public Service Commission Data Request Set 2 
Question No. 34 (Cont‘d) 

Columbia Gas of Kentucky Respondent: Judy Cooper (a, b and d) 
June Konold (c) 

b. A new business project is a request for service from company’s facilities for 
residential, commercial or industrial use. 

c. The Public Utility Commission of Ohio on May 5, 2004 issued an Entry on 
Rehearing approving, as part of a settlement in its Case No. 03-1459-GA-ATA’ 
Columbia Gas of Ohio‘s (“Columbia Ohio”) PlSCC mechanism. The PlSCC 
mechanism for Columbia Ohio is virtually the same as Columbia Kentucky 
except it is broader in scope. The mechanism is not limited to new business 
investment, but includes most Production, Storage and Distribution plant 
investment including replacement plant expenditures. Certain general plant and 
EDP equipment investments are excluded. 

The application and calculation of the PISCC and deferral of property taxes and 
depreciation are identical. The illustrations/examples included in Ms. Konold’s 
testimony at Attachment JMK-1 are the same that were included in Columbia 
Ohio settlement document noted above. 

Again, similar to Columbia Kentucky the objective was to encourage necessary 
investment in new plant additions. Columbia Kentucky PlSCC is limited to new 
business since the AMRP mechanism will provide recovery of plant investment 
incurred by Columbia Kentucky under its Accelerated Main Replacement 
Program. 

No specific analysis has been prepared on the success of the program. 

d. Yes, please see response to part a., above. 
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Public Service Commission Data Request Set 2 
Question No. 35 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 35 

Refer to the Direct Testimony of Kelly Humrichouse (“Humrichouse Testimony”), 
page 11. 

a. Did the anticipated wage rate increase of 3.5 percent become effective on 
March 1, 2007? Explain the response. 

b. Describe Columbia’s incentive compensation program. Include copies of 
program descriptions provided to employees and a detailed descriotion of 
the goals and performance criteria utilized. 

Response of Columbia Gas of Kentucky: 

a. No. The company’s merit increase for exempt was 3.0%. This became 
effective on March 1. 

b. The primary incentive program throughout Columbia Gas of Kentucky (CKY), 
as well as throughout all of NiSource, is the Corporate Incentive Plan (CIP). 
All CKY employees participate in this plan. The CIP is offered annually and 
goals are set at the individual level as well as company level. Each job is 
assigned a job scope level that is based on the specific requirements of the 
job. Each job scope level is linked to an incentive range that also provides 
additional earning potential as a percentage of base salary (percentage of 
total salary for non-exempt employees) if certain corporate, business unit and 
individual goals are met, as set each year by the NiSource Board of Directors 
and through agreement between each employee and his or her supervisor. 
The corporate goal varies, but is often based on earnings. Individual goals 
are set through the performance management process utilizing performance 
management worksheets. Each year employees and their supervisors agree 
to goals for that year. For exempt employees, these goals and the 
employees overall performance are key input into the incentive payout. 
Goals typically include measures of customer service, cost containment, 
productivity, safety and reliability. 



, 



Public Service Commission Data Request Set 2 
Question No. 36 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 36 

Refer to the Humrichouse Testimony, page 13. Describe what is meant by 
references to the “IBM contract” and explain the impact this contract will have on the 
operations at Columbia. 

Response of Columbia Gas of Kentucky: 

The reference to the IBM contract is a generic reference to the outsourcing arrangement 
that NiSource entered into with IBM and announced in June, 2005. The IBM outsourcing 
arrangement is intended to allow NiSource to operate its businesses, including Columbia 
Gas of Kentucky, in a more efficient and cost effective manner, thereby ultimately 
redounding to the benefit of customers in the form of reduced costs and enhanced 
service, including the implementation of new technology and management reporting 
systems. 

Under the arrangement, IBM is to operate a broad range of business support functions 
for the NiSource family of companies, including processes within human resources, 
supply chain, customer contact, meter-to-cash, and information technology. The initial 
term of the arrangement is for 10 years. 

For Columbia Gas of Kentucky, the impact of the IBM contract includes the closing of 
Columbia’s Lexington customer contact center at the end of March 2006, which 
operations were integrated with IBM-managed customer contact operations in 
Smithfield, Pennsylvania. The impact also includes Columbia’s meter to cash function, 
such as billing exceptions, revenue recovery, cash processing and bill printinglinserting. 
The implementation of the IBM contract has allowed Columbia to consolidate, 
standardize, and redesign support processes to improve services & reduce costs. In 
addition, the contract implements new strategies, such as customer segmentation, which 
will increase Columbia’s ability to target the correct customers for collections treatment 
resulting in 0 & M savings. Another area that was impacted by the IBM contract is 
Columbia’s supply chain function. Through the introduction of standardized processes 
and enhanced technology, Columbia’s procurement practices drive best cost and value 
attainment for all of the NiSource companies. Finally, the area of information technology 
was impacted by the IBM contract. Again, through the introduction of standardized 
processes and systems, the consolidation of resources and use of lower cost resources, 
and the introduction of new technologies, Columbia is able to maximize its resources 
and derive value as a result of the IBM contract. 





Public Service Commission Data Request Set 2 
Question No. 37 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 37 

Refer to the Direct Testimony of Paul R. Moul ("Moul Testimony"), page 13. 

a. Provide copies of the pages from The Value Line lnvesfmenf Survey from 
which the Gas Group was chosen. 

For each of the gas companies followed by Value Line, list the reason for 
rejection for each of the gas companies not selected as part of the Gas 
Group. 

b. 

Response of Columbia Gas of Kentucky: 

a. 

b. 

The Value Line pages that were used in Mr. Moul's testimony were taken from the 
September 15, 2006 edition. A copy of those pages is attached. 

As indicated below, the process of elimination that resulted in the companies 
selected for Mr. Moul's Gas Group is revealed by screening process that was 
applied to the gas distribution companies that are included in Value Line. It should 
be noted that once a company was eliminated, no further consideration was given 
to that company. 

Gas Group Selestim P i o ~ s s s  

(1") hey have a (V) they are not (vi) !hey have at 
(I) am engaged in (ii) have publicly- (iii) are mntsined in history Of Increased CuirenUy the ISmgsl lsasl7Q% of their 

the "BtYral QBO tisded common Thevalue Line dividendsoverlhe Of a memegel or assets subject to 
T.j.q.w disbibution business slock lnMOlmenl survey period ecquiSition ulilily ieg~lalion. 

ATG AGL R ~ S O Y T C ~ S  Yes Yes Ye5 Yes Yes Yes 
AT0 AtmOS Energy Yes Yes Yes Ye0 Yes Yes 
CGC Cascade Natu ra l  Gas Yes Yes Yes NO 
KSE Myspan Corn. Yes Yes Yes Yes NO 
LO Leclede Group Yes Yes Yes Yes Yes Yes 

NJR New Jersey Resources YSS Yea Yes YBS Yes Yes 
GAS NlCOR Inc. Yes Yes Yes Yes Yes Yes 
NWN Nonhwest Nst. Gas YBB Yes Yes Yes Yes Yes 
PGL PWpleS E n e r g y  Yes Ye6 Yes Yes NO 
PNY Pledmonl Natural Gas Yes Ye9 Yes Yes YBS Yes 
S E N  SEMCO Energy Yes Yes Yes NO 
SJI South Jersey Indb. Yes Yes Yes Yes Ye0 Yes 
SUG Souulem Union Yes Yes Yes NO 
SWX Soulhwesl Gas Yes Yes Yes NO 
UGI UGICorn. Yes Yes Yes Yes Yes NO 

WGL WGL Holdings lnc. Yes Yes YBS Yes Yes Yes 

source Of Infonation: Value Line lnveslmenl s w e y  



Trailing: 13.3 RELATIVE AGL RESOURCES NYSE-ATG 
~ U ~ N E S ~  4 hedullR5 High 
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ObliQ. 8464.0 
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Common Stock 77,876,989 aha. 
as of7131106 

MARKET CAP $2.8 billion (Mid Cap) 
CURRENTPOSITION 2004 2005 6130106 

48.0 30.0 37.0 
IIMiLL) 

Cash Assets 
Other 1408.0 2002.0 1471.0 
CUmnt &Sets 1457.0 1508.0 
ACdS Payable 207.0 264.0 566.0 
DeblDue $:::: ,$E$:! 8;;:: 

1477,0 1939,0 1350,0 
Olher 
Cumnt Llab. - - - 
FIX.  Chg. Cov. 510% 442% 470% 
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RWe""% 
,,CashFlow., &:$ $:!:: 
Earnings 6.6% 13.5% 4.5% 
Dividends 1.5%. 2.0% 6.5% 
Book Value 8.5% 

cal. QUARTERLYRNWUES[~milI.)a FU~I 
endar M a r 3  Jun.30 Sep.30 Dee31 Ynai 
2003 352.5 186.6 166.3 278.3 983.7 
2004 651.0 284.0 262.0 625.0 1832.0 
2005 908.0 430.0 387.0 993.0 2718.0 
2006 1047.0 436.0 405 882 2770 
2007 870 480 465 28'5 
cal. EARNiNGSPERSHAREAB FUII 

sndar M a r 3  Jun.30 Se .30 ~~ec.31 Year 

141511 1496.6 1534.0 1598.9 1637.5 2058.9 2194.2 2352.4 3178.0 3271.0 3350 3450 NelPlantISmiil) 3750 
6.0% 7.3% 7.6% 5.7% 7.4% 8.5% 8.1% 8.9% 6.3% 7.9% 8.0% 8.0% RelurnonTotalCaQ'l 7.5% 

11.7% ll,O% 11.1% 7.1% 10.2% 12.3% 14.5% 14.0% 11.0% 12.9% 13.0% 12.5% ReIurnonShr.Equih 12.% 
12.1% 11.3% 12.3% 7.8% 11.5% 12.3% 14.5% 14.0% 11.0% 12.9% 11.0% 125% RalurncnComEqulh 12.0% 
3.6% 3.2% 4.4% NMF 3.2% 4.246 7.0% 6.6% 5.6% 6.2% 5.5% 5.5%RelainedlcComEq 5.0% 
71% 74% 64% 101% 72% 85% 52% 53% 49% 52% 57% 58% AIlDiv'dsIqNaIProf 59% 

BUSINESS: AGL Resources, Inc. is a public uliilty holding compa- propene. Nonrsgulated subsidladas: Georgia Nature1 Gas SeM'ces 
ny. Ita diSitibUUon sub~idiaties are Allanla Gas Light, Chattanooga marketa naluural gas at retail. Acq. Virginia Nalurai Gas, 10100. Soid 
Gas. and Viminia Natura Gas. The utiiities have mom man 2.2 mil. Utiiipro, 3101. Clfldir. own less Vlan 1.0% of common; Goidman 
iion wslomers in Georgia (primarily Atiania), Vlrginla. and in Sachs. 5.5% JPMorgan. 5.9% (3106 Proxy). Pres. & C E O  John W. 
soulhem Tennessee. Also engaged in nanregulaied natural gas Someihalder 11. Inc.: G k  Addr.: 10 Peachlee Piace N.E., AUanta, 
maheting and other, allied SeNiCeS. luro wholesaies and retails GA 30308, Td: 404.5844000. inlemet: www.agiresouIces.com. 

AGL Resources utility business per- tanooga Gas filed for a $5.8 million rate 
formed well despite warmer-than- increase with the Tennessee Regulatory 
normal temperatures  and conserva- Authority to cover rising costs of financing 
tion by customers. Earnings before in- its operations and lower consumption of 
terest and taxes increased $7 million natural gas. The proposal includes a plan 
versus the year-ago period, driven by a $6 to better align its interest with customers, 
million decrease in operating expenses. by adjusting rates annually based on ac- 
This can be attributed to last year's work- tual consumption versus a n  assumed level. 
force and facilities restructuring programs. We think Chattanooga will receive some, if 
Also, operation and maintenance expenses not all, of the rate increase, which should 
per customer throughout AGES distribu- provide a boost to earnings. 
tian segment decreased 9% over the first AGES expansion of its Jefferson Is- 
six months of 2006. However, these results land storage facility has hit a road 
were offset by a lackluster performance at block. In early August, the Louisiana De- 
SouthStar, which markets natural gas and partment of Natural Resources terminated 
related services to retail customers on an the corn any's mineral lease due to the 

http://www.agiresouIces.com
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t 5518.8 miil. Due in 5 Yn $175.0 miil. 

Lmes, Uncapiteiizednnnual rentals$l.l miil. 
Pension AssetslJIOS 5272.8 miil. 

Common Slack 21.357.009 shs. 





ill. Due in 5 Yrs $215.0 mill. 

SeDtetnber 15, 20 





:ommon Stock 75,277,520 shs. 
9 of 612106 
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BUSINESS Piadmanl Natural Gas Company is primarily a mgu- 6.7 years. Nonireguleled opeialons: sa18 of gas.powerad heatinc 
laled natural l l a ~  dlstnbulor. smlno over 990.000 wstomeR in equipment: natural gas brnkering: propane sales. Has about 2.12: 
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!mer 
.urrenl Liab. 
:ix. Chg. Cov. 376% 400% 390% 
iNNUALRATES Past Past Esl'ddo3.'05 
ichange (wish) WYrs. 5 7 ~ .  to'oQ'11 

i a rn m g s 5.5% 5.0% 6.0% 
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the collection of utility' margin from ;us- 
tomer volume. This plan is favorable for 
both customers. who will benefit by the 
more emcient use of natural gas, and Pied- 
mont shareholders, who will not suffer the 
negative consequences of conservation by 
cii+tomers A s  "art of the aareement. the next few years. 

, . 
continue to pursue strategic investments 
to diversify its earnings stream over thi 

71.0% of rcienueo. '05 depiec. rate: 3.3%. Eitimalad plant age: phone: 704-364.3120. Inteemet: www.piedmontng.com. 

Piedmont Natural  Gas posted a larger about $5 million to $6 million in annua: 
share loss than we had anticipated. cost savings beginning in 2007. 
The fiscal third quarter (ended July 3ist) The company's nonutility operations 

rate design changes. and costs associated centage of fu tu re  profits. Over the first 
with the corn any's corporate restructur- six months of 2006, these activities con- 
ing program. fn July, Piedmont and North tributed earnings of $25.5 million, which is 
Carolina's Attorney General office reached nearly 20% above the year-ago period. 
a settlement on its customer utilization Even thou h regulated operations make 
tracker rate mechanism, which decoupies up most o f  Piedmont's total income, u n  

was impacted by reduced margins due to will likely represent a greater per- 

regulated operations such as Cardinal 
Pipeline, Pine Needle, and SouthStar En. 
ergy provide a n  added boost to the compa 
nvs bottom line. We exnect Piedmont tc  

. ~ - ~ ~ ~  ~ 

.~. 
company will fund up to $175 million an- Though- untimely, this stock is 
nualiy over the next few years toward cus- suitable for conservative income. 
tomer conservation programs, in addition 
to the $500,000 it had already committed spectable dividend 

restructuring involved offering early over, the company should benefit a s  it 
retirement to management-level employ- diversifies its supply portfolio away fron 
ees and will eventually include other posi- the Gulf Coast region through agreement: 
tions as part of an effort to streamline with Midwestern Gas Transmission Com. 

oriented investors. Piedmont offers a re 
ield at 3.9% and ha: 

to spend. Furthermore, Piedmont's initial a n  Above Average z afety rank (2). More 

2005 ,215 2 3  business processes and improve corporate pany and Hardy Storage Company. 
September 15, 206 2006 2 3  dftcimcles. The comoanv should realize Evan I. Blatter 

http://www.piedmontng.com
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a 50-acre property owned hy MGM that is be in place by next winter's heating sea- 
son. Moreover, the utility added 8,740 cus- located next to the Borgata.. 
tomers during the past 12 months, which After a slow start to the year, the 
represents nearly a 3% increase over the Residential & Commercial Service 
prior year. Due to the strength of the local business may exceed its 2005 perform- 
economy and demand for housing in the ance going forward. This is primarily 
w d n n  the mrnnanv %hould add customers due to recent additions to its oortfolio of 
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Public Service Commission Data Request Set 2 
Question No. 38 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 38 

Refer to the Moul Testimony, pages 18 through 22 and Attachment PRM-5 

a. Was Mr. Moul aware that when utilizing a historic test year, the Commission 
has normally used the test-year-end balances for the components of 
capitalization, including short-term debt? Explain the response. 

Recaiculate Attachment PRM-5 reflecting the test-year-end balance for 
Columbia’s short-term debt. 

Mr. Moul has reflected a post-test-year adjustment to long-term debt to 
recognize a November 2006 debt issuance. Did Mr. Moul review previous 
Commission decisions to determine if his pro forma treatment was 
consistent with the approach normally followed by the Commission for such 
adjustments? Explain the response. 

Was the capital structure proposed for Columbia in its last general rate case, 
Case No. 2002-00145,‘ based on the capital structure of Columbia Energy 
Group (“CEG)? Explain the response. 

b. 

c. 

d. 

Response of Columbia Gas of Kentucky: 

a. Mr. Moul is unaware of the Commission’s general policy in this regard. Mr. 
Moul has reviewed the Commission’s Order in Case No. 2005-00042. While 
short-term debt was included in the capitalization of Union Light, Heat and 
Power Company, the method used to determine the balance of short-term 
debt is not stated. 

A modified Attachment PRM-5 is attached that includes the test year end 
September 30, 2006 balance of short-term debt. 

Mr. Moul has not reviewed previous Commission decisions to determine if 
the pro-forma adjustment to include the November 2006 debt issue is 
consistent with those decisions. 

b. 

c. 

’ Case No. 2002-00145, Adjustment of Gas Rates of Columbia Gas of Kentucky, Inc 

Page 1 of 2 



Public Service Commission Data Request Set 2 
Question No. 38 (Cont'd) 

Columbia Gas of Kentucky Respondent: P.R. Moul 

d. Yes. At that time Columbia Energy Group had debt outstanding that was 
held by outside investors. 

Page 2 of 2 



2007-00008 PSC Set 2 - 38b attachment 
Attachment PRM-5 

Page 1 of 1 

Columbia Gas of Kent~ckv, Ino. 
Investor-provided Capihlization 

pdual and Pro Forma at September 30.2006 

Actual Pro Forma Hypothetical 
Amount Pro Forma Amount Amount 

(SOWS) ($OO'%) 
Outstanding ___ Ratios Adjustments Outstanding - Ratios Outstanding Ratios 

LongTerm Debt $ 42,055,000 32.214% $ 16,000.000 "' 56,055,000 39.614% $ 64.791243 I*' 44.211% 

Common Stock Equity 
Common Stack 23.806.202 
AddiUonal Paid in Capital 4,749,592 

23,606,202 
4,749,592 

Retained Earnings 57,369.745 57,369,745 
Total Common Equity 65,925,539 65.818% 65,925,539 58.632% 79,169,296 '" 54.036% 

Total Permanent Capital $ 127.980.539 98.032% $ 16,000,000 $ 143,980,539 96.246% $ 143,980,539 96.247% 

ShortTem Debt"' 5 2,569,581 - 1.968% - $ 2,569,581 ___ 1.753% $ 2,569,561 1.753% 

Total Capital Employed $ 130,550,120 100.000% $ 16,000.000 $ 146,560,120 89.999% $ 145.560.120 100.000% 

Notes: 
"'September 30,2006 balance 
('' Reflects debt issued in November 2006 
Is' Reflects hypothetical capitailmation using 45% longterm debt and 55% wmmon equity 

Source of infonation: Company provided data 





Public Service Commission Data Request Set 2 
Question No. 39 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O .  2007 

Question No. 39 

Refer to the Moul Testimony, page 22, and Attachment PRM-6. 

a. Explain in detail why it was reasonable to price the hypothetical amount of 
debt at the rate paid for the November 2006 new debt issue. 

Explain why this additional block of debt was not priced at the overall 
weighted average cost of all long-term debt. 

Explain in detail why the pro forma weighted average cost of long-term debt 
could not have been applied to debt balance rather than including a 
hypothetical amount of long-term debt. 

b. 

c. 

Response of Columbia Gas of Kentucky: 

a. The hypothetical debt was priced at the same rate as the November 2006 
debt issue because it was a rate that reflected recent market conditions, and 
it was in close proximity to the test year end. 

b. Because the hypothetical debt was incremental to the other existing debt 
outstanding. 

c. Because the dollar amount of debt used to calculate the cost of debt would 
not be related to the dollar amount of debt used to derive the hypothetical 
capital structure ratios. That is to say, the procedure that has been proposed 
is necessary to synchronize the cost of debt with the debt contained in the 
hypothetical capital structure. 





Public Service Commission Data Request Set 2 
Question No. 40 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 40 

Refer to the Moul Testimony, page 33 and Attachment PRM-9. Provide the 
underlying data by company for each bar in the graph. 

Response of Columbia Gas of Kentucky: 

Please refer to the Excel spreadsheet that is attached, 







Public Service Commission Data Request Set 2 
Question No. 41 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 41 

Refer to the Moul Testimony, pages 43-46. Provide an explanation of why a 20 
basis point adjustment was made to the risk premium to account for differences between 
the Gas Group and Standard & Poor's Public Utilities (RP = 5.00%), but a similar 
adjustment is not warranted for the return (i = 6.25%). 

Response of Columbia Gas of Kentucky: 

The difference of 0.20% between the Risk Premium of the S&P Public Utilities and the 
Gas Group was a reflection of the difference in the risk traits noted on lines 2 through 5 
of page 46. No similar adjustment was required for the yield on A-rated public utility 
bonds because the average credit quality rating of the Gas Group was A as noted on 
lines 5 through 7 of page 14. 





Public Service Commission Data Request Set 2 
Question No. 42 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

lNFORMATlON REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 42 

Refer to the Moul Testimony, pages 48. 

a. Provide copies of industry literature commonly available to investors, such 
as Ibbotsons, which prescribes how and why Betas need to be unleveraged 
and then re-leveraged for use in the Capital Asset Pricing Model (“CAPM) 
analyses. 

Provide the source data with references and calculations supporting a 
leveraged Beta equal to one. 

b. 

Response of Columbia Gas of Kentucky: 

a. The adjustment procedure used to unleverage and relever the betas was based 
upon research published by Robert S. Hamada, “The Effects of the Firm’s Capital 
Structure on the Systematic Risk of Common Stocks” The Journal of Finance 
Vol. 27, No. 2, Papers and Proceedings of the Thirtieth Annual Meeting of the 
American Finance Association, New Orleans, Louisiana, December 27-29, 1971. 
(May 1972), pp. 435-452. A copy is attached. The requirement for that 
adjustment is revealed by the empirical data related to the market capitalization 
and book value capitalization: 

Market Values Book Values 
Beta Common Equity Ratio Beta Common Equity Ratio 

0.84 67.52% 1 .oo 53.98% 

b. Please refer to the Excel spreadsheet that is attached. 



The Effect of the Firm’s Capital Structure on the Systematic Risk of 
Common Stocks 

Robert S. Hamada 

The Journal of Finance, Vol. 27, No. 2, Papers and Proceedings of the Thirtieth Annual 
Meeting of the American Finance Association, New Orleans, Louisiana, December 
27-29,1971. (May, 1972), pp. 435-452. 

Stable URL: 
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THE EFFECT OF THE FIRM’S CAPITAL STRUCTURE ON 
THE SYSTEMATIC RISK OF COMMON STOCKS 

ROBERT S. H~MADA* 

I. INTRODUCTION 
ONLY RECENTLY has there been an interest in relating the issues historically 
associated with corporation finance to those historically associated with invest- 
ment and portfolio analyses. In  fact, rigorous theoretical attempts in this 
direction were made only since the capital asset pricing model of Sharpe [ 131, 
Lintner [ 6 ] ,  and Mossin [Ill, itself an extension of the Markowitz [7] 
portfolio theory. This study is one of the first empirical works consciously 
attempting to show and test the relationships between the two fields. In  addi- 
tion, differences in the observed systematic or nondiversifiable risk of common 
stocks, @, have never really been analyzed before by investigating some of the 
underlying differences in the firms. 

In the capital asset pricing model, it was demonstrated that the efficient set 
of portfolios to any individual investor will always be some combination of lend- 
ing at the risk-free rate and the L‘market portfolio,” or borrowing at the risk- 
free rate and the “market portfolio.” At the same time, the Modigliani and 
Miller (MM) propositions [9, 101 on the effect of corporate leverage are well 
known to the students of corporation finance. In order for their propositions 
to hold, personal leverage is required to be a perfect substitute for corporate 
leverage. If this is true, then corporate borrowing could substitute for personal 
borrowing in the capital asset pricing model as well. 

Both in the pricing model and the MM theory, borrowing, from whatever 
source, while maintaining a fixed amount of equity, increases the risk to the 
investor. Therefore, in the mean-standard deviation version of the capital 
asset pricing model, the covariance of the asset’s rate of return with the market 
portfolio’s rate of return (which measures the nondiversifiable risk of the 
asset-the proxy fJ will be used to measure this) should be greater for the stock 
of a firm with a higher debt-equity ratio than for the stock of another firm in 
the same risk-class with a lower debt-equity ratio.’ 

This study, then, has a number of purposes. First, we shall attempt to link 
empirically corporation finance issues with portfolio and security analyses 
through the effect of a firm’s leverage on the systematic risk of its common 

* Graduate School of Business, University of Chicago, currently visiting at the Graduate School 
of Businem Administration, University of Washington. The research a,?sistance of Christine Thomas 
and Leon Tsao is gratefully acknowledged. T h i  paper has benefited from the comments made at the 
Finanu! Workshop at the University of Chicago, and especially those made by Eugene Fama Re- 
maining emom are due solely to the author. 

1. This very quick summary of the theoretical relationship between what is known BS corporation 
finance and the modern investment and portfolio analyses centered around the capital asset pricing 
model is more thoroughly presented in 151, along with the neceSSaty assumptions required for this 
relationship. 
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stock. Then, we shall attempt to test the MM theory, or at least provide an- 
other piece of evidence on this long-standing controversial issue. This test will 
not rely on an explicit valuation model, such as the MM study of the electric 
utility industry [SI and the Brown study of the railroad industry [2]. A 
procedure using systematic risk measures (p s) has been worked out in this 
paper for this purpose. 

If the MM theory is validated by this procedure, then the final purpose of 
this study is to demonstrate a method for estimating the cost of capital of indi- 
vidual firms to be used by them for scale-changing or nondiversifying invest- 
ment projects. The primary component of any firm’s cost of capital is the 
capitalization rate for the firm if the firm had no debt and preferred stock in 
its capital structure. Since most firms do have fixed commitment obligations, 
this capitalization rate (we shall call it E(RA); MM denote it pz) is unobserv- 
able. But if the MM theory and the capital asset pricing model are correct, 
then it is possible to estimate E(RA) from the systematic risk approach for 
individual firms, even if these firms are members of a one-firm risk-class?’ 

With this statement of the purposes for this study, we shall, in Section 11, 
discuss the alternative general procedures that are possible for estimating the 
effect of leverage on systematic risk and select the most feasible ones. The results 
are presented in Section 111. And finally, tests of the MM versus the traditional 
theories of corporation finance are presented in Section IV. 

SELECTED ESTWTISG RELATIONSHIPS 

There are at least four general procedures that can be used to estimate 
the effect of the firm’s capital structure on the systematic risk of common 
stocks. The first is the MM valuation model approach. By estimating p‘ with 
an explicit valuation model as they have for the electric utility industry, it is 
possible to relate this p7 with the use of the capital asset pricing model to a 
nonleveraged systematic risk measure, Then the difference between the 
observed common stock’s systematic risk (which we shall denote BP) and AP 
would be due solely to leverage. But the difficulties of this approach for all 
firms are many. 

The MM valuation model approach requires the specification, in advance, of 
risk-classes. All firms in a risk-class are then assumed to have the same pT--the 
capitalization rate for an all-common equity firm. Unfortunately, there must 
be enough firms in a risk-class so that a cross-section analysis will yield 
statistically significant coefficients. There may not be many more risk-classes 
(with enough observations) now that the electric utility and railroad industries 
have been studied. In addition, the MM approach requires estimating expected 
asset earnings and estimating the capitalized growth potential implicit in stock 
prices. If it is possible to consider growth and expected earnings without having 

11. SOME POSSIBLE PROCEDURES AND THE 

2. It is, in fact, this last purpose of making applicable and practlcal some of the implications Of 
the capital asset pricing model for corporation finance isrues that provided the initial motivation for 
this paper. In this context, if one is familiar with the fair rate of return literature for regulated 
utilities, for example, an industry where debt is so prevalent, adjusting correctly for leverage is hot 
frequently done and can be very aitid. 
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to specify their exact magnitude at a specific point in time, considerable dif- 
ficulty and possible measurement errors will be avoided. 

The second approach is to run a regression between the observed systematic 
risk of a stock and a number of accounting and leverage variables in an attempt 
to explain this observed systematic risk. Unfortunately, without a theory, we 
do not know which variables to include and which variables to exclude and 
whether the relationship is linear, multiplicative, exponential, curvilinear, etc. 
Therefore, this method will also not be used. 

A third approach is to measure the systematic risk before and after a new 
debt issue. The difference can then be attributed to the debt issue directly. An 
attractive feature of this procedure is that a good estimate of the market value 
of the incremental debt issue can be obtained. A number of disadvantages, un- 
fortunately, are associated with this direct approach. The difference in the 
systematic risk may be due not only to the additional debt, but also to the 
reason the debt was issued. It may be used to finance a new investment project, 
in which case the project’s characteristics will also be reffected in the new 
systematic risk measure. In addition, the new debt issue may have been 
anticipated by the market if the firm had some long-run target leverage ratio 
which thii issue will help maintain; conversely, the market may not fully 
consider the new debt issue if it believes the increase in leverage is only 
temporary. For these reasons, this seemingly attractive procedure will not be 
employed. 

The last approach, which will be used in this study, is to assume the validity 
of the MM theory from the outset. Then the observed rate of return of a stock 
can be adjusted to what it woukd heve been over the same time period had the 
firm no debt and preferred stock in its capital structure. Tbe difference between 
the observed systematic risk, $, and the systematic risk for this adjusted rate 
of return time series, can be attributed to leverage, if the MM theory is 
correct. The final step, then, is to test the MM theory. 

To discuss this more specifically, consider the following relationship for the 
dollar return to the common shareholder from period t - 1 to t: 

(1)  

where Xt represents earnings before taxes, interest, and preferred dividends 
and is assumed to be unaffected by k e d  commitment obligations; It represents 
interest and other fixed charges paid during the period; z is the corporation 
income tax rate; pt is the preferred dividends paid; AGt represents the change 
in capitalized growth over the period; and dt and cgt are common shareholder 
dividends and capital gains during the period, respectively. 

Equation (1) relates the corporation finance types of variables with the 
market holding period return important to the investors. The first term on the 
left-hand-side of (1) is profits after taxes and after interest which is the 
earnings the common and preferred shareholders receive on their investment 
for the period. Subtracting out pt leaves us with the earnings the common 
shareholder would receive from currently-beld assets. 

To thii must be added any change in capitalized growth since we are trying 
to explain the common shareholder’s market holding period dollar return. AGt 

(X -I)t(l --t.)t- Pt+ AGt= dt+ Cgt 
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must be added for growth firms to the current period’s profits from existing 
assets since capitalized growth opportunities of the firm-future earnings from 
new assets over and above the firm’s cost of capital which are already reflected 
in the stock price at (t - 1)-should change over the period and would accrue 
to the common shareholder. Assuming shareholders at the start of the period 
estimated these growth opportunities on average correctly, the expected value 
of AG, would not be zero, but should be positive. For example, consider growth 
opportunities five years from now which yield more than the going rate of 
return and are reflected in today’s stock price. These growth opportunities will 
become one year closer to fruition at time t than at time t - 1 so that their 
present value would become larger. AGt then represents this increase in the 
present value of these future opportunities simply because it is now four years 
away rather than five! 

Since the systematic risk of a common stock is: 

where RBt is the common shareholder’s rate of return and Rxt is the rate of 
return on the market portfolio, then substitution of (1) into (2) fields: 

1 (X-I)(1-T)t  --pt + AGt 
cov n 

where SBhI denotes the market value of the common stock at the beginning 
of the period. 
The systematic risk for the same firm over the same period if there were no 

debt and preferred stock in its capital structure is: 
COV(RA~ Rx,) 

+(Rut) 
A$ = 

where Rat and SAGI represent the rate of return and the market value, respec- 
tively, to the common shareholder if the firm had no debt and preferred stock. 
From (3), we can obtain: 

MV [X(1- Z) t + AGt, RxJ 

+(RM,) 
A$SAt-l= (3a) 

3. Contimud awareness of the difticnlties of estimating capitalized growth, or changes in growth, 
espedauy in conjunction with leverage considerations, for pnrpcses such as valuation or eost of 
capital is a characteristic common to students of corporation kinance. This is the reason for the 
emphasis on powth in this paper and for presenting a method to neutralize for differences in growth 
when comparing rates of return. 
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Next, by expanding and rearranging (2a), we have: 
COV [ X I  - t)t  4- AGt, Rx,] cov [I(1- t)tr Rxtl COV (Ps RxJ BPSB,-~ = - - 

az(Rxt) OYRaf,) aYRPl,) 
(2b) 

If we assume as an empirical approximation that interest and preferred 
dividends have negligible covariance with the market, at least relative to the 
(pure equity) common stock’s covariance, then substitution of the LHS of 
(3a) into the RHS of (2b) yields:4 

or 
BPSE,-~ =I A@SA,-~ (4) 

Because SA,, the market value of common stock if the firm bad no debt 
and preferred stock, is not observable since most firms do have debt and/or 
preferred stock, a theory is required in order to measure what this quantity 
would have been at t - 1. The MM theory [lo] will be employed for this 
purpose, that is: 

= (V - qD)t-i. ( 5 )  
Equation (5)  indicates that if the Federal government tax subsidy for debt 

financing, tD, where D is the market value of debt, is subtracted from the 
observed market value of the firm, V,-l (where Vt-l is the sum of SB, D and 
the observed market value of preferred), then the market value of an nn- 
leveraged firm is obtained. Underlying ( 5 )  is the assumption that the firm is 
near its target leverage ratio so that no more or no less debt subsidy is capital- 
ized already into the observed stock price. The conditions under which this 
MM relationship hold are discussed carefully in [4]. 

It is at this point that problems in obtaining satisfactory estimates of AfJ 

develop, since (4) theoretically holds only for the next period. As a practical 
matter, the accepted, and seemingly acceptable, method of obtaining estimates 
of a stock’s systematic risk, BB, is to run a least squares regression between a 
stock’s and market portfolio’s historical rates of return. Using past data for B$, 

it is not clear which period’s ratio of market values to apply in (4a) to estimate 
the firm’s systematic risk, There would be no problem if the market value 
ratios of debt to equity and preferred stock to equity remained relatively stable 
over the past for each firm, but a cursory look at these data reveals that this is 
not true for the large majority of firms in our sample. Should we use the market 
value ratio required in (4a) that was observed at the start of our regression 
period, at the end of our regression period, or some kind of average over the 
period? In addition, since these different observed ratios will give us different 
estimates for A@, it is not clear, without some criterion, how we should select 
from among the various estimates. 

4. This general method of arriving at (4) was suggsted by the comments of William Sharpe, one 
of the diseumants of tbis paper at the annual meeting. A much more cumbersome and less general 
derivation of (4) was in the earlier version. 
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It is for this purpose-to obtain a standard-that a more cumbersome and 
more data demanding approach to obtain estimates of A@ is suggested. Given the 
large fluctuations in market leverage ratios, intuitively it would appear that the 
firm’s risk is more stable than the common stock’s risk. In that event, a 
leverage-free rate of return time series for each firm should be derived and the 
market model applied to this time series directly. In this manner, the beta 
coefficient would give us a direct estimate of which can then be used as a 
criterion to determine if any of the market value ratios discussed above can be 
applied to (4a) successfully. 

For tbis purpose, the “would-have-been” rate of return for the common 
stock if the firm had no debt and preferred is: 

%-i 

The numerator of (6) can be rearranged to be: 
Xt(1- r ) t + A G t e  [ (X-I)t(l -z)t -pt + AGt] + pt +It(l - t ) t .  

Substituting (1) : 

Therefore, (6) can be Written as: 
Xt(1- z)t + AGt [at +cgtl + pt+It(l -?It. 

(7) 

Since SAbl is unobservable for the firms with leverage, the MM theory, 

dt + cgt +pt + It(l - ‘Ot 

Sat-l 
RA, = 

equation (S), will be employed; then: 

The observed rate of return on the common stock is, of course: 

(9 )  
(X-I)t(l - 7)t- Pt+ AGt - dt + Cgt RB,= - 

Sat-1 
Equation (8) is the rate of return to the common shareholder of the same 

firm and over the same period of time as (9). However, in (8) there are the 
underlying assumptions that the firm never had any debt and preferred stock 
and that the MM theory is correct; (9) incorporates the exact amount of debt 
and preferred stock that the firm actually did have over this time period and 
no leverage assumption is being made. Both (8) and (9) are now in forms 
where they can be measured with available data. One can note that it is un- 
necessary to estimate the change in growth, or earnings from current assets, 
sfnce these should be captured in the market holding period return, dt’+ cg,. 

Using CRSP data for (9) and both CRSP and Compustat data for the com- 
ponents of (8), a time series of yearly RAt and RBt for t = 1948-1967 were 
derived for 304 different firms. These 304 firms represent an exhaustive sample 
of the firms with complete data on both tapes for all the years. 
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A number of ‘%nark& model” [I, 121 variants were then applied to these 
data. For each of the 304 firms, the following regressions were run: 

Rut = A ~ I  f A& Rxt f a% ( W  
Rntt = f BPI Rart f .  nElt .. . (lob) 

In(lfRatt)=aoaifaoS!In(l+RMt) +ao% ( 104  
h(1 f &It) = noai + B o P I ~ ( ~  + Rxt) f B,o% (104 

i = l , 2 ,  ..., 304 
t = 1948-1967 

where Rxt is the observed NYSE arithmetic stock market rate of return with 
dividends reinvested; a, and are constants for each firm-regression, and the 
usual conditions are assumed for the properties of the disturbance terms, qt. 
Equations (1Oc) and (10d) are the’continuously-cornpounded rate of return 
versions of (loa) and (lob), respectively? 

111. THE RESULTS 
An abbreviated table of the regression results for each of the four variants, 

.equations. (10a);110d);Sulntllariied across the. 304,firms is shown in Table 1. 
The first column designated ‘rmean” is the average of the statistic (indicated 

by the rows) over all 304 firms. Therefore, the mean of 0.0221 is the inter- 
cept term of equation (loa) averaged over 304 different firm-regressions. The 
second and third columns give the deviation measures indicated, of the 304 
point estimates of, say, The mean standard error of estimate in the last 
column is the average over 304 firms of the individual standard errors of 
estimate. 

The major conclusion drawn from Table 1 is the following mean P com- 
parisons: 

A A 

I$ >. AS, Le., 0.9190 > 0.7030 

IK$ > ~$, i .e . ,  0.9183 > 0.7263. 
The.directional results of these betas, assuming the validity of the MM 

theory, are not imperceptible and clearly are not negligible differences from the 
investor’s point of view. This is obtained in spite of all the measurement and 
data problems associated with estimating a time series of the RHS of (8) for 

* 

5. Because the R,, used in equations (10) is defined as the observed stodc market return, and 
since adjusting for capital structure is the major purpose of this exerke, it was decided that the 
same four regressions should be replicated on a leverage-adjusted stock market rate of return. The 
major reamn for this additional adjustment is the belief that the rates of return over time and their 
relationship with the market are more stable wheu we can abstract from all changes in leverage and 
get at the underlying risk of all firms. 

For the 221 firms (out of the total 304) whose 6scal years mindde with the calendar year, aver- 
age values for the components of the RHS nf (8) were obtained for each year so that Rxt could be 
adjusted in the same way as for the individual h a  yearly time series of stock market rates of 
return, if all the firms on the NYSE had no debt and no preferred io their capital structure, was 
derived. The results, when using this adjusted market portfolio rate of return time series, were not 
very different from the mults of equations (lo), and so will not be reported here separately. 
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TABLE 1 

SUMMARY RESULTS OVER 304 F ~ M S  OF EQUATIONS (104-flOd) 
Mean Standard 

Mean Absolute Standard Error of 
Mean Deviation* Deviation Estimate 

0.2130 
Ad 

0.7030 0.2660 0.3485 
0.3799 0.1577 0.1896 AR’ 

A Z  0.0314 
Bd 0.0187 0.0571 0.0714 0.0720 
BE 0.9190 0.3550 0.4478 0.2746 

0.3864 0.1578 0.1905 
0.0281 

Bf@ 
as, 

AOE 0.0058 0.0421 0.0535 0.0461 
A d  0.7263 0.2700 0.3442 0.2081 
AORZ 0.3933 0.1586 0.1909 

0.0221 0.043 1 0.0537 0.0558 
A!? 

A08 0.0268 
BO8 -0.0052 0.0580 0.0729 0.0574 
BOB 0.9183 0.3426 0.4216 0.2591 
no@ 0.4012 0.1602 0.1922 
ne3 0.0262 

1-1 * Defined as: ,where N = 304.8 =first order serial correlation coefficient. 
N 

each firm. One of the reasons for the “traditional” theory position on leverage 
is precisely this point-that small and reasonable amounts of leverage cannot 
be discerned by the market. In fact, if the MM theory is correct, leverage has 
explained as much as, roughly, 21 to 24 per cent of the value of the mean /3. 

We can also note that if the covariance between the asset and market rates of 
return, as well as the market variance, was constant over time, then the system- 
atic risk from the market model is related to the expected rate of return by 
the capital asset pricing model. That is: 

E(RA,) = R F ~  + A~[E(RMJ - RFJ (W 
E(Rnt) = R F ~  4- BBWRXJ - Rat] W b )  

Equation (1 la) indicates the relationship between the expected rate of return 
for the common stock shareholder of a debt-free and preferred-free firm, to 
the systematic risk, AS, as obtained in regressions (loa) or (1Oc). The LHS of 
( l l a )  is the important p t  for the MM cost of capital. The MM theory [9, IO] 
also predicts that shareholder expected yield must be higher (for the same. real 
firm) when the firm has debt than when it does not. Financial risk is greater, 
therefore, shareholders require more expected return. Thus, E(R,,) must be 
greater than E(RAJ. In order for this MM prediction to be true, from ( l l a )  
and (1 Ib) it can be observed that Bf3 must be greater than 3, which is what we 
obtained. 

Using the results underlying Table 1, namely the firm and stock betas, as the 
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criterion for selecting among the possible observed market value ratios that can 
be used, if any, for (4), the following cross-section regressions were run: 

SB 
(AOp)I= + ba ( -s;;B$) + Upl i 1 9 2 , .  . *, 102 ( 1 3 ~  

I 

Because the preferred stock market values were not as reliable as debt, only 
the 102 firms (out of 304) that did not have preferred in any of the years were 
used. The test for the adequacy of this alternative approach, equation (4), to 
adjust the systematic risk of common stocks for the underlying firm’s capital 
structure, is whether the intercept term, a, is equal to zero, and the slope co- 
efficient, b, is equal to one in the above regressions (as well as, of course, a high 
R’)-these requirements are implied by (4). The results of this test would 
also indicate whether future “market model” studies that only use common 
stock rates of return without adjusting, or even noting, for the firm’s debt- 
equity ratio will be adequate. The total firm’s systematic risk may be stable 
(as long as the firm stays in the same risk-class), whereas the common stock’s 
systematic risk may not be stable merely because of unanticipated capital 
structure change-& data underlying Table 3 indicate that there were very 
few firms which did not have major changes in their capital structure over the 
twenty years studied. 

The results of these regressions, when using the average SA and average SB 
over the twenty years for each firm, are shown in the first column panel of 
Table 2. These regressions were then replicated twice, first using the December 
31,1947 values of SA, and S,, instead of the twenty-year average for each firm, 
and then substituting the December 31, 1966 values of Sal and S,, for the 1947 
values. These results are in the second and third panels of Table 2.” 

From the first panel of Table 2, it appears that this alternative approach 
via (4a) for adjusting the systematic risk for the firm’s leverage is quite 

6. The point should be made that we are not merely regressing a variable on ibelf in (12) and 
(13). (12a) and (1%) can be interpreted as correlating the obtained from (lob) and (10d)-the 
LHS variable in (12a) and (lZh)-againat the BB, obtained from rearranging (4)-the RHS variable 
in (12a) and (12b)-to determine whether the use of (4) is as good a means of obtaining Bt31 as 
the direct m y  via the equations (10). We would be regrerdng a variable on itself only if the 
were calculated using (4a), and then the 

using the MM model in each of the twenty yeare. so that a leverage- 
adjusted 20 year time series of RAl is derived Of course, if there were no data nor measurement 
problems, and if the debt-to-equity ratio were perfectly stable over this twentr Year period for each 
firm, then we should obtain perfect correlation in (12a) and (12b), with a = 0 and b = 1, as (4) 
would be an identity. 

thus obtained, h r t e d  into (lza) and (1%). 
Instead, we are obtaining 
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satisfactory (at least with respect to our sample of firms and years) only if 
long-run averages of SA and S, are used. The second and third panels indicate 
that the equations (8) and (10) procedure is markedly superior when only 
one year’s market value ratio is used as the adjustment factor. The annual 
debt-to-equity ratio is much too unstable for this latter procedure. 

Thus, when forecasting systematic risk is the primary objective-for example, 
for portfolio decisions or for estimating the firm’s cost of capital to apply to 
prospective projects-a long-run forecasted leverage adjustment is required. 
Assuming the firm’s risk is more stable than the common stock’s risk: and 
if there is some reason to believe that a better forecast of the firm’s future 
leverage can be obtained than using simply a past year’s (or an average of 
past years’) leverage, it should be possible to improve the usual extrapolation 
forecast of a stock’s systematic risk by forecasting the total firm’s systematic 
risk first, and then using the independent leverage estimate as an adjustment. 

IV. TESTS OF TRE MM vs. TRADITIONAL THEORIES OF CORPORATION FINANCE 
To determine if the diierence, ,P - *S, found in this study is indeed the 

correct effect of leverage, some confirmation of the MM theory (since it was 
assumed to be correct up to th is point) from the systematic risk approach is 
needed. Since a direct test by this approach seems impossible, an indirect, 
inferential test is suggested. 

The MM theory [9, 101 predicts that for firms in the same risk-class, 
the capitalization rate if all the firms were financed with only common equity, 
E(RA), would be the same-regardless of the actual amount of debt and 
preferred each individual firm had. This would imply, from (Ila), that if 
E(%) must be the same for all firms in a risk-class, so must And if these 
firms had different ratios of fixed commitment obligations to common equity, 
this difference in financial risk would cause their observed Bps to be different. 

The major competing theory of corporation finance is what is now known 
as the “traditional theory,” which has contrary implications. This theory 
predicts that the capitalization rate for common equity, E(RB), (sometimes 
called the required or expected stock yield, or expected earnings-price ratio) 
is constant, as debt is increased, up to some critical leverage point (this point 
being a function of gambler’s ruin and bankruptcy costs)? The clear implica- 
tion of this constant, horizontal, equity yield (or their initial downward 
sloping cost of capital curve) is that changes in market or covariability risk 
are assumed not to be discernible to the shareholders as debt is increased. 
Then the traditional theory is saying that the B P ~ ,  a measure of this covari- 
ability risk, would be the same for all firms in a given risk-class irregardless 
of differences in leverage, as long as the critical leverage point is not reached. 

Since there will always be unavoidable errors in estimating the B’s of indi- 

7. A faint, but pmsible, empirid indication of Wi point may be obtained from Table 1. The 
ratio of the mean point stinate to the mean standard error of estimate is lw for the firm @ than 
for the stock p in both the discrete and continuonsly compounded cam. 

8. This interpretation of the traditional theory ean be found in 19, especiaUy their figure 2, page 
275, and their equation (13) and footnote 24 where reference is made to Durand and Graham and 
Doddl. 
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vidual firms and in specifying a risk-class, we would not expect to find a set 
of firms with identical systematic risk. But by specifying reasonable a priori 
risk-classes, if the individual firms had closer or less scattered than &s, 
then this would support the MM theory and contradict the traditional theory. 
If, instead, the Bps were not discernibly more diverse than the and the 
leverage ratio differed considerably among firms, then this would indicate 
support for the traditional theory? 

In  order to test this implication, risk-classes must be first specified. The 
SEC two-digit industry classification was used for this purpose. Requiring 
enough firms for statistical reasons in any given industry, nine risk-classes 
were specified that had at least 13 firms; these nine classes are listed in Table 
3 with thdr various leverage ratios.’O It is clear from this table that our first 
requirement is met-that there is a considerable range of leverage ratios 
among firms in a risk-class and also over the twenty-year period. 

Three tests will be performed to distinguish between the MM and traditional 
theories. The first is simply to calculate the standard deviation of the un- 
biased p estimates in a risk-class. The second is a chi-square test of the dis- 
tribution of p’s in an industry compared to the distribution of the (5’s in the 
total sample. Finally, an analysis of variance test on the estimated variance 
of the Ps between industries, as opposed to within industries, is performed. 
In all tests, only the point estimate of p (which should be unbiased) for each 
stock and firm is used.” 

The first test is reported in Table 4. If we compare the standard deviation 
of A$ with the standard deviation of Bop by industries (or risk-classes), we 
can note that b(A& is less than for eight out of the nine classes. The 
probability of obtaining this is only 0.0195, given a 50% probability that 
a(AcP) can be larger or smaller than a(&). These results indicate that the 
systematic risk of the firms in a given risk-class, if they were all financed 
only with common equity, i s  much less diverse than their observed stock’s 
systematic risk. This supports the MM theory, at least in contrast to the 
traditional theory?a 

9. The traditional thwry also implies that E(RA) is equal to E(RB) for all 6rms. Unfortunately, 
we do not have a functional relationship betweeit these traditional theory capitalization rates and the 
measured 0s of this study. Clearly, since the .Bs were obtained assuming the validity of the MM 
theory, they would not he applicable for the traditional theory. In fact, no relationship between 
the AB and B#3 for a given firm, or for 6rms in a given risk-class, can he s w d e d  as was done for the 
capitalization rates. 

10. The tenth largest industry had only eight firms. For our purpose of testing the unirodty of 
firm Bs relative to stock Bs within a risk-class, the use of the two-digit industry dassi6cation as a 
proxy does not seem as critical as, for irstance, its use for the purpow, of performing an MM valua. 
tion model study [SI wherein the p7 must he pre-spedfted to be exactly the same for ail fcms in the 
industry. 

11. Since these Bs are estimated in the market model mgrdons with error, predse testing should 
incorporate the errors in the 0 estimation. Unfortunately, to do this is extremely &cult and more 
importantly, requires the normality assumption for the market model dhturhance term. Since there 
is considerable evidence that is contrary to this required assumption [see 31, our tesb will ignore the 
#3 measurement error entirely. But ignoring this is partidly corrected in our first and third tests since 
means and variancea of these point estimate Bs must be calculated, and this procedure will “average 
out” the individnal measurement errom hy the factor 1/N. 

12. Of course, there could always he another theory, as yet not formulated, which could be even 
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TABLE 4 
MEAN AND STANDARD DEVIATION OF INDUSTRY 6’s 

Industry Number 
Number Industry of Finns A 6  BO A08 BO8 

20 Food&Rindred 30 Mean@ 0.515 0.815 0.528 0.806 
Products a(@) 0.232 0.448 0.227 0.424 

28 Chemicals& 30 Mean@ 0.747 0.928 0.785 0.946 
Allied a@) 0.237 0.391 0.216 0.329 
Products 

29 Petroleum & 18 Mean @ 0.633 0.747 0.656 0.756 
Coal Products o(S) 0.144 0.188 0.148 0.176 

33 PrimaryMetals 2 1  Mean@ 1.036 1.399 1.106 1.436 
a(R) 0.223 0.272 0.197 0.268 

35 Machinery, 28 Mean@ 0.878 1.037 0.917 1.068 
except o(p) 0.262 0.240 0.271 0.259 

36 Electrical 13 Mean@ 0.940 1.234 0.951 1.164 
Machinery a(@) 0.320 0.505 0.283 0.363 
and Equipment 

37 Transportation 24 Mean@ 0.860 1.062 0.875 1.048 
Equipment a(@) 0.225 0.313 0.225 0.289 

49 Utilities 27 Meanp 0.160 0.255 0.166 0.254 
a@) 0.086 0.133 0.098 0.147 

53 Department 17 Mean@ 0.652 0.901 0.692 0.923 
Stores, etc. a(@) 0.187 0.282 0.198 0.279 

Electrical 

Our second test, the chi-square test, requires us to rank our 300 A @ ~  into 
ten equal categories, each with 30 *@s (four miscellaneous firms were taken 
out randomly). By noting the value of the highest and lowest A@ for each of 
the ten categories, a distribution of the number of *@s in each category, by 
risk-class, can be obtained. This was then repeated for the other three betas. 
To test whether the distribution for each of the four f3’s and for each of the 
risk-classes follows the expected uniform distribution, a chi-square test was 
performed;’s 

Even with just casual inspection of these distributions of the betas by 
risk-class, it is clear that two industries, primary metals and utilities, are so 
highly skewed that they greatly exaggerate our results.14 Eliminating these 
more strongly supported than the MM theory. If we compare d A 6 )  to o(,B) by risk-classes in 
Table 4, precisely the same results are obtained as those reported above for the continuously-com- 
pounded betas. 

are larger than those of B@, as are 
eight out of nine for the continuously-compounded betas. This would occur by chance with prob- 
abilities of 0.0898 and 0.0195, reswctively, if there were a 50% chance that either the firm or stock 
chisquare value could be larger. Nevertheles, if we inspect the individual chi-square values by risk- 
class, we note that most of them are large so that the probabilities of obtaining these values are 
highly unlikely. For aJl four @, the distributions for most of the risk-dbsses are nonuniform. 

13. By risk-dams, seven of the nine chi-square values of 

14. Primary metals have extremely large betas; utilities have extremely small hetas. 
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two industries, and also two mkcellaneous firms so that an even 250 firms are 
in the sample, new upper and lower values of the Ps ,were obtained for each 
of the ten class intervals and for each of the four Ps.' 

In Table 5 ,  the chi-square values are presented; for the total of all risk- 
classes, the probability of obtaining a chi-square value less than 120.63 is 
over 99.95% (for AB), whereas the probability of obtaining a chi-square value 
less than 99.75 is between 99.5% and 99.9% (for BB). More sharply contrast- 
ing results are obtained when is compared to BOB. For A& the probability 
of obtaining less than 128.47 is over 99.9576, whereas for the probability 
of obtaining less than 78.65 is only 90.0%. By abstracting from financial 
risk, the underlying systematic risk is much less scattered when grouped into 
risk-classes than when leverage is assumed not to affect the systematic risk. 
The null hypothesis that the f3's in a risk-class come from the same distribution 
as all ps is rejected for (at the 90% level). Although this, 
in itself, does not tell us how a risk-class differs from the total market, an 
inspection of the distributions of the betas by risk-class underlying Table 5 
does indicate more clustering of the so that the MM theory 
is again favored over the traditional theory. 

The analysis of variance test is our last comparison of the implications of 
the two theories. The ratio of the estimated variance between industries to the 
estimated variance witbin the industries (the F-statistic) when the seven 

TABLE 5 
CHI-SQUARE RESULTS FOR ALL v s  AND ALL INDUSTRIES 

but not for 

than the 

(EXCEPT UTXIATIES AND PRIXARY METALS) 

Industrv .B ,B I "I? _. I- -_ 
Foodand Chi-square 18.67 11.33 26.00 9.33 

Chemicals Chi-Souare 9.33 10.67 12.00 7.33 

Kindred P { X Z  < >* = 95-97.5% 70-75% 99.5-99.9% 50-60% 

P{xZ<)= 50-60% 60-70% 75-80% 3040% 
Petroleum Chi-square 17.56 25.33 18.67 22.00 

P (72 < = 9597.9% 99.5-99.9% 95-97.9% 99-99.5% 
Machinery Chi-square 19.14 12.00 24.86 9.14 

P (YQ < > = 97.5-98% 75-80% 99599.9% 5040% 

Eiectrical Chi-square 13.92 7.77 12.38 9.31 
Machinerv P Cy2 < > = 80-90% 4040% 8090% 5060% 

~ ~~ 

Transportation Chi-square 15.17 16.83 13.50 6.83 
Equipment P rx2 < > = 9095% 90-95% 80-90% 30-40% 

Dep't Stores Chi-square 14.18 3.59 14.18 3.59 
P rf < 1 = 80-90% 540% 80-90% 5-10% 

Miscellaneous Chi-square 12.67 12.22 6.89 11.11 
P r p  < 1 = 80-90% 80-90% 3040% 70-75% 

Total Chi-Square 120.63 99.75 128.47 78.65 
P C p  < 1 = over 99.95% 99.5-99.90% over 99.95% 90.0% 

* Exampk P{@ < 18.67) = 95-97.5% for 9 degrees of freedom. 
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industries are considered (again, the two obviously skewed industries, primary 
metals and utilities, were eliminated) is less for Bp ( F  = 3.90) than for a@ 
(F = 9.99), and less for BOB ( F  = 4.18) than for (F = 10.83). The 
probability of obtaining these Fstatistics for AB and A ~ @  is less than 0.001, but 
for BF and greater than or equal to 0.001. These results are consistent with 
the results obtained from our two previous tests. The MM theory is more 
compatible with the data than the traditional theory.16 

V. CONCLUSIONS 
This study attempted to tie together some of the notions associated with 

the field of corporation finance with those associated with security and portfolio 
analyses. Specifically, if the MM corporate tax leverage propositions are 
correct, then approximately 21 to 24% of the observed systematic risk of 
common stocks (when averaged over 304 firms) can be explained merely by 
the added financial risk taken on by the underlying firm with its use of debt 
and preferred stock. Corporate leverage does count considerably. 

To determine whether the MM theory is correct, a number of tests on a 
contrasting implication of the MM and “traditional” theories of corporation 
finance were performed. The data confirmed MM’s position, at least vis-a-vis 
our interpretation of the traditional theory‘s position. This should provide 
another piece of evidence on this controversial topic. 

FinalIy, if the MM theory and the capital asset pricing model are correct, 
and if the adjustments made in equations (8) or (4a) result in accurate 
measures of the systematic risk of a leverage-free firm, the possibility is 
greater, without resorting to a fullblown riskclass study of the type MM did 
for the electric utility industry [SI, of estimating the cost of capital for indi- 
vidual firms. 
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Public Service Commission Data Request Set 2 
Question No. 43 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 43 

PRM-11 on line 11 read Attachment PRM-13? 
Refer to the Moul Testimony, page 49. Should the reference to Attachment 

Response of Columbia Gas of Kentucky: 

Yes. 





Public Service Commission Data Request Set 2 
Question No. 44 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 44 

Refer to the Moul Testimony, page 49 and Appendix I, page 1-4. There appears 
to be a discrepancy between the correct number used for the risk free rate, i.e. 5.25 
percent and 5.50 percent. Which is the correct risk free rate used in the CAPM 
calculations? 

Response of Columbia Gas of Kentucky: 

The correct risk-free rate of return is 5.25%. The number shown on line 17 of page 1-4 of 
Appendix I should be corrected to 5.25%. This change has no further impact on the 
testimony. 





Public Service Commission Data Request Set 2 
Question No. 45 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 45 

Refer to the Moul Testimony, page 50 and 51. Provide additional explanation 
and documentation which proscribes a size adjustment of 102 basis points for mid-cap 
companies. 

Response of Columbia Gas of Kentucky: 

The size adjustment of 102 basis points was taken from the lbbotson 2005 Yearbook as 
shown on page 142. Please refer to pages 139 to 142 from the lbbotson 2006 Yearbook 
that is attached. Since the average market capitalization of the Gas Group is $1,538 
million (see the attachment to Staff 42b), the Gas Group warrants a size adjustment of at 
least that associated with a portfolio of mid-cap companies. 





Firm Size and Return 

Size of the Deciles 

Table 7-5 reveals that most of the market value of the stocks listed on the NYSWAMEWNASDAQ 
is represented by the top three deciles. Approximately two-thirds of the value is represented by the 
first decile, which currently consists of 169 stocks. The smallest decile represents just over one 
percent of the market value of the NYSWAMEXfNASDAQ. The data in the second column of Table 
7-5 are averages across all 80 years. Of course, the proportions represented by the various deciles 
vary from year to year. 

In columns three and four are the number of companies and market capiralization. These 
present a snapshot of the structure of the deciles near the end of 2005. 

The lower portion of Table 7-5 shows the largest firm in each decile and its market 
capitalization. 



Table 7-5 
Size-Decile Portfolios of the NYSEIAMEWNASDAQ: 
Bounds. Size, and Composition 

from 1926 to 2005 

Historical Average Recent Decile Recent Percentage 
Percentage of Recent Number of Market Capitalization of Total 

Deciie Total Capitalization Companies (in thousands) Capitalization 

1 -Largest 63.29% 169 $8.869.801.117 60.92% 
2 13.97% 162 2,025,323,685 13.91% 

3 7.51% 195 1,074,448,763 7.38% 

4 4.74% 206 656297,080 4.51% 

5 3.24% 207 452,329,097 3.11% 

6 2.37% 238 389,595,517 2.68% 

7 1.73% 299 319,642,175 2.20% 

8 1.28% 352 287,783,718 1.98% 

9 0.99% 693 268,738,291 1.85% 

10-Smailest 0.81% 1,746 216334,858 1.49% 

Mid-Cap 3-5 15.55% 608 2,183,074,940 14.99% 

Low-Cap 6-8 6.39% 889 997,021,410 6.85% 
Micro-Cap 9-10 1.80% 2,439 465,073,149 3.33% 

Source: Center for Research in Security Prices, University 01 Chicago. 

Historical average percentage of total capitaiization shows the average, over the last 80 years, of the decile market VaiUeS 
as a percentage 01 the tolai NYSUAMWNASDAO calculated each month. Number of companies in deciies, recent market 
capitalization of deciies and recent percentage of total capilaiizatlon are as Of September 30, 2005. 

Recent Market 
Capitalization 

Decile (in Ihousands) Company Name 
1 -Largest $367,495,144 General Electric Co. 
2 16,016,450 Entergy Corp. 
3 7,187,244 Chesapeake Energy Corp. 
4 3,961,425 Bail Corp. 
5 2519,280 Celenese Corp. 

7 1,280,966 ESCO Technologies inc. 

8 872,103 West Pharmaceutical Services inc. 

9 586.393 General Cable Corp. 
l0dmailest 264.981 4Kids Enlerlainment Inc. 

Source: Center tor Research in Securiiy Prices. University of Chicago. 

6 1,728,888 AGCO COP. 

Market capitalization and name of largest company In each decile as of 
September 30,2005. 

140 SBBl2006 Yearbook 



Firm Size and Return 

Long-Term Returns in Excess of Risk 

The Capital Asset Pricing Model (CAPIM) does not fully account for the higher returns of small com- 
pany stocks. Table 7-6 shows the returns in excess of risk over the past 80 years for each decile of 
the NYSEIAMEWNASDAQ. 

The CAPM can be expressed as follows: 

k, = r, +(@, xERP) $281 

where, 
k, = the expected return for company S; 

r, the expected return of the riskless asset; 
p, = the beta of the stock of company s; and, 
ERP = the expected equity risk premium, or the amount by which investors expect 

the future return on equities to exceed that on the riskless asset. 

The amount of an asset’s systematic risk is measured by its beta. A beta greater than 1 indicates 
that the sectiriry is riskier than the market, and according to the CAPM equation, investors are com- 
pensated for taking on this additional risk. However, based on historical return data on the 
NYSUAMEXINASDAQ d e c k  portfolios, the smaller deciles have had returns that are not fully 
explainable by the CAPM. This return in excess of CAPM grows lilrger as one moves from the largest 
companies in decile 1 to the sniallest in decile 10. The excess return is especially pronounced for 
micro-cap stocks (deciles 7-10). This sizc related phenomenon has prompted a revision to the CAPM 
that includes the addition of a size premium. 

The CAPM is used here to calcirlate the CAPM return in excess of the riskless rate and to 
compare this estimate to historical performance. According to the CAPJV, the return 011 a security 
should consist of the riskless rate plus an additional return to compensate for the systematic risk of 
the security. Table 7-6 uses the 80-year arithmetic mean income return component of 20-year gov- 
ernment bonds as the historical riskless rate. (However, it is appropriate to match the maturity, or 
duration, of the riskless asset with the investment horizon.) This CAPiM return in excess of the risk- 
less rote is p (beta) multiplied by the realized equity risk premium. The realized equity risk premium 
is the return that compensates investors for taking on risk equal to the risk of the market as a whole 
(estimated by the 80-year arithmetic mean return on large company stocks, 12.30 percent, less the 
historical riskless rate, 5.22 percent). The difference between the excess return predicted by the 
CAPM and the realized excess return is the size premium, or return in excess of CAPM. 

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security 
market line is based on the pure CAPM without adjusting for the size premium. Based on the risk (or 
beta) of a security, the expected return should fluctuate along the security market line. However, the 
expected returns for the smaller deciles of the NYSUAMEXNASDAQ lie above the line, indicating 
that these deciles have had returns in excess of their risk. 

lbbotson Associates 14t 



Table 7-6 
Size-Decile Portfolios of 1ha NYSWAMEWNASDACI: 
Long-Term Returns in Excess of CAPM 

from 1926 lo 2005 

Arithmetic Actual Return CAPM Return Size Premium 
Mean in Excess of in.Excess of (Return in 

Decile Beta' Return Riskiess Rate" Riskless Rate-. Excess of CAPM) 

1 -Largest 0.91 11.29'b 6.07% 6.45% -0.37% 
2 1.04 13.22% 8.00% 7.33% 0.67% 
3 1.10 13.8490 8.62% 7.77% 0.85% 
4 1.13 14.31% 9.09% 7.98% 1.10% 
5 1.16 14.91% 9.69% 8.20% 1.49% 

E 1.18 15.33% lO,lt% 8.38% 1.73% 
7 1.23 15.62% 10.40% 8.73% 1.6?% 
8 1.28 16.60% 11.38% 9.05% 2.33% 
9 1.34 17.48% 12.26% 9.50% 2.76% 
10-Smallest 1.41 21.59% 16.37% 10.01% 6.36% 

Mid.Cap. 3-5 1.12 14.15% 8.94% 7.91% 1.02% 

Micro-Cap. 9-10 1.36 18.77% 13.55% 9.61% 3.95% 
LowCap. 6-8 1,22 15.66% 10.44% 8.63% 1.81% 

'Betas are eslimaled lrom monthly returns in excass of the 30-day U.S. Treasury bill lolal relum. 
January 1926Oecember 2005. 

"Historical riskiass rate measured by the 80-year arilhmelic mean income return component of 20-Year 
government bonds (5.22). 

Graph 7-2 
Security Market Line Versus Size-Decile Portfolios of the NYSVAMEWNASDAQ. 
from 1926 to 2005 

10 + 

.. . ,, . ., , , .. . . 

0 
i i I I i 1 1 1 

0.0 0.2 0.4 0.6 0.8 1 .o 1.2 1.4 1.6 
Beta 

Sourcc: Ccnier for Research in Securiry Prices, University of Chicago (decilc data). 
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Public Service Commission Data Request Set 2 
Question No. 46 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 46 

Refer to the Moul Testimony, Appendix F, Flotation Costs. 

a. Provide an explanation of how firms operating in non-regulated competitive 
markets treat and recover flotation costs when the firm raises additional 
capital through the equity markets. 

Similarly, provide an explanation of whether this treatment is different when 
bonds, rather than equity, are issued. 

Provide a step-by-step description of how Columbia acquires additional 
capital through its parent, beginning with how the parent acquires capital. 

b. 

c. 

Response of Columbia Gas of Kentucky: 

a. Flotation costs exist for both regulated and non-regulated firms. Since non- 
regulated firms do not operate in protected markets, the returns that they 
realized are based on sales derived from competitively determined pricing. 
For this reason, a flotation cost adjustment was not applied to the 
Comparable Earnings approach. 

b. For regulated firms, the cost of issuing stock is no different from the cost of 
issuing debt. In each instance, those costs are recoverable in the rate setting 
process. This differs from financing costs in competitive markets that are not 
restricted by cost of service principles. 

c. Columbia obtains additional equity through both the retention of a portion of 
its earnings and through issuance of new equity. Columbia would obtain its 
new equity from CEG, which in turn obtains its new equityfrom NiSource Inc. 





Public Service Commission Data Request Set 2 
Question No. 47 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 47 

Refer to the Moul Testimony, Attachment PRM-12, page 2 of 2. Provide an 
explanation of why using either the various range median values or the average of the 
geometric mean and median values to obtain a midpoint estimate provides a meaningful 
calculation of risk differentials. 

Response of Columbia Gas of Kentucky: 

The use of arithmetic means, geometric means, and medians provides a comprehensive 
basis to analyze the historical returns. Each measure is a statistically valid 
representation of the historical data series. Mathematically, the geometric mean 
receives 25% weight, the median receives 25% weight, and the arithmetic mean 
receives 50% weight in the data presented on page 2 of Attachment PRM-12. In Mr. 
Moul’s opinion, these are reasonable weights for analyzing the historical premium for the 
Risk Premium approach. 





Public Service Commission Data Request Set 2 
Question No. 48 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 48 

Did Mr. Moul take into consideration Columbia’s proposals to establish an AMRP 
mechanism and a PlSCC program when developing his recommendations on the cost of 
equity? Explain the response, including a discussion on the importance either program 
would have on Columbia’s level of risk. 

Response of Columbia Gas of Kentucky: 

Mr. Moul has reviewed the testimony of Messrs. Miller, Webb and Humphries, and Ms. 
Cooper when he preformed his cost of equity analysis. As noted in Mr. Moul’s direct 
testimony at pages 7 through 12, such regulatory mechanisms have become common 
for companies included in Mr. Moul’s Gas Group. As such, no separate recognition of 
these mechanisms is necessary in the cost of equity analysis because the effects of 
those mechanisms are already reflected in the stock prices (with one exception) of the 
Gas Group companies. 





Public Service Commission Data Request Set 2 
Question No. 49 

Columbia Gas of Kentucky Respondent: Mark Balmert 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 4 9  

Refer to the Direct Testimony of Mark P. Balmert (“Balmert Testimony”), page I O .  
For all schedules based on the 20-year normalized weather data provided by Mr. 
Gresham, provide revised versions which include sales volumes based on 25-year and 
30-year normalized weather data. 

Response of Columbia Gas of Kentucky: 

25 Years: 

Throughput volume changes from 33,970,051.3 to 34,067,824.1 an increase of 97,772.8 
Mcf. 

Revenue changes from $1 57,294,349.77 to $1 58,194,517.52 an increase of 
$900,167.75. 

30 Years: 

Throughput volume changes from 33,970,051.3 to 34,321,667.5 an increase of 
351,616.2 Mcf. 

Revenue changes from $157,294,349.77 to $160,456,020.31 an increase of 
$3,161,670.54. 

See attached work-papers WPM-C and WPM-D and Schedule M-2.2 affected by both 
the 25 year (Attachment 1) and 30 year (Attachment 2) normalizations. 
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247.667.1 248,226.0 558.9 0.0000 0 
-1.859.223.9 78.110.0 1.8750 
2,028.781.0 2107,449.9 78,668.9 144456 

31,291.8 31,345.0 53.2 0.0000 0 
518,212.2 525,693.8 7,481.6 1.8715 14,002 
592,600.8 610,049.8 17,449.0 1.8153 31,675 
ia7.177.5 195,349.1 8.171.6 1.7296 14,134 

1,505,743.7 1,550,608.7 44,865.0 78,315 
1 7 6 . 4 6 1 f f u u . J . Q $ %  1.5802 l.?,&l 

1,406,093.0 1,444,976.3 38,883.3 0.5467 21.258 

1,406,093.0 1,444,976.3 38,883.3 21,258 
ep ar! ee 0.2905 P 

6 C O M M Z R C I A L  

7 Rate SclreduleDSGS 
8 First 1 Mcf 216.0 216.0 0.0 1.8153 0 
9 Next 49 Mcf 10,576.0 10,576.0 0.0 1.8153 0 

10 Next350Mcf 73.1 15.0 73,116.1 1.1 1.8153 2 
11 Next 600 Mcf 98,088.0 99325.1 1,137.1 1.7296 1,967 
12 Over 1,000 Mcf 67.2z.J .L!?.W. 1.5802 
13 Totill Rate SclieduleDS-GS 243,328.0 250410.9 7,082.9 11,363 0 

14 C O M M E R C I A L  

15 Rah Scliedulc FXl 193,168.0 196599.3 3,431.3 0.1250 429 

16 C O M M E R C I A L  

17 Rate Sciicdulc SAS 
18 First30,OOO 48335.0 49,530.2 1,295.2 0.5467 708 

20 Tohl Rate Schedule SAS 48,235.0 49,530.2 1,295.2 708 
19 Over30,OOO &!2 i2.Q ee 0.2905 9 

21 Transportation Summaiy by Customer Cfass 

22 Tohl Residential Transporhtion 2,028,781.0 2,107,449.9 78,668.9 146,456.0 

23 Toto1 Conimercid Transportation -2&,uU z3.W.J 

24 Total Tran Excl. Industrial 5,425,348.7 5,599,575.3 174,226.6 258,529 

! 

25 Totnl Company Throughput 15,805,255.8 16,352,988.7 547,732.9 936,717 
(Excl. Industrial) 
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I R E S I D E N T I A L  

2 RatcSehcdaIo GRS 
3 First I Mcf 
4 over I Mcf 
5 Tolal Rete Schedule GRS 

6 C O M M E R C I A L  

7 RatcSchcddeGlC 

8 R E S I D E N T I A L  

9 RsleScLcdt~leGlR 

IO R E S I D E N T X A L  

I1 Ralc SchcdulE IN3 

12 C O M M E R C I A L  

13 RllcSehcduie IN3 

14 R E S I D E N T I A L  

15 Rnlc Schsdulo IN4 

16 R E S I D E N T I A L  

17 RntcSelieduleIN5 

18 R E S I D E N T I A L  

19 RntcSclicduloLGZ 

20 C O M M E R C I A L  

21 RntcSchcdiilcLGZ 

22 R E S I D E N T I A L  

23 RntcScbeduicLC3 
24 First 2 Mcf 
25 Over2 Mcf 
26 Tots1 Rete SclzcduleGRS 

24 R E S I D E N T I A L  

25 RateSclmdulo LG4 

26 C O M M E R C I A L ,  

27 Ralc Schduls GSO 
28 Firs1 I Mcf 
29 Nmt 49 Mcf 
30 Nent3WMef 
31 NextM10Mcf 
32 Over I,OW Mcf 
33 Told RnteScheduia OS0 

Physicnl 

(1) 

880,569.5 
- 6 3  
6,537,530.8 

5,859.4 

2,785.9 

1,395.9 

75.3 

98.5 

656.4 

556.9 

924.3 

22.8 
rn 
481.8 

268.9 

93.886.9 
1,427.083.6 
1,417,887.3 
402902.2 

3,794325.0 

cOiurnbii G ~ S  orI<catu&, h e .  PSC Case No. 2007-00008 wor!qepeerW~M-C 

Sheet I of5 
Volumcs (McO PSC Set 2 -No. 49 

Attachment 2 
Page 1 of 48 

For thc I t  Months Eadcd September 30,2006 

1130106 
Wenfrfr 

(2) 
Wool 

4,333.5 

378,161.8 

193.1 

159.7 

76.5 

2.6 

5.0 

35.9 

29.6 

36.5 

0.0 
&4 
18.4 

12.8 

347.6 
27,4532 
68,728.0 
31,265.9 

168,962.7 

0.0 
@ 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
@ 
0.0 

0.0 

0.0 
0.0 
0.0 
0.0 
m 
0.0 

4,320.0 
&$&J.Q 
31,061.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
ps 
0.0 

0.0 

239.0 (1,971.0) 
&g$&Qm 
1,061.0 (71,716.0) 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O D  

0.0 
LQ 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
ee 
0.0 

0.0 

1,052.0 66.0 (488.0) 
33,574.0 1,197.0 (127,864.0) 
5,404.0 0.a 0.0 

0.0 0.0 0.0 
u aQ 

40,030.0 1.263.0 (128,352.0) 

0.0 
ps 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
0.0 
0.0 
0.0 

887,491.0 

6,876,098.6 

6,052.5 

2,945.6 

3472.4 

77.9 

103,s 

692.3 

586.5 

960.8 

22.8 
411.4 
500.2 
- 

281.7 

94,864.5 
3,363,443.8 
1,492,0193 
434.168.1 

p s &  
0.0 3,876,228.7 

i 

I .- ._ . .. .. ... . . . __ . , 



I I N D U S T R I A L  

2 Rntescltedilc GSO 
3 First 1 Mcf 
4 Next 49 Mcf 
5 NesI350 Mcf 
6 Next 600 McE 
7 Over 1,000 Mcf 
8 Total Rate Sclwdula GSO 

9 C O M M E R C I A L  

10 R3tcScbcdulc GSI  
I 1  Fin! I Mcf 
12 Next 49 Mof 
13 Next350 Mcf 
14 Next 600 Mcf 
15 Over 1,000 Mcf 
I6 Tarat RateScheduleGST 

17 I N D U S T R I A L  

18 RntcSrhedule GST 
19 Fint 1 Mef 
20 Next 49 Mcf 
21 Next350Mcf 
22 Nest 600 Mcf 
23 Over 1,000 MoE 
24 Torat Rate Scliedule GST 

25 C O M M E R C I A L  

26 Rntc Schedule IS 
27 First 30,WO Mcf 
28 Over30,OOO Mcf 
29 Tam1 Rete Schedula IS 

30 I N D U S T R I A L  

31 RntcSrhcduloIS 
32 First 30.000 Mcf 
33 Over 30,000 M d  
34 Total Raze Schedule 1s 

35 

36 Rnte Sclkedule IUS 

37 C O M M E R C I A L  

W B 0 L P S A L E 

38 Rate Scltcdde SS Blrn! Service 
39 First 30,000 Mcf 
40 Over30.000 Mcf 
41 Totll Rate Schedule SS 

395.2 0.0 
14,644.6 0.0 
63,818.3 0.0 
39,836.5 0.0 

ep 
124,246.6 0.0 

11.0 0.0 
531.0 6.6 

2.110.0 117.7 
653.0 SO.1 

ea ep 
3,305.0 174.4 

6.0 0.0 
294.0 0.0 

1,345.0 0.0 
289.0 0.0 

ea ea 
1934.0 0.0 

2,729.0 104.2 

2,729.0 104.2 
ea &Q 

0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
&Q ep 04 
0.0 0.0 0.0 

0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
e4 % e a  
0.0 0.0 0.0 

0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
0.0 0.0 0.0 
en ep ep ~ 

0.0 0.0 0.0 

0.0 0.0 0.0 ea Q e p  
0.0 0.0 0.0 

0.0 0.0 395.2 
0.0 0.0 14,644.6 
0.0 0.0 63,818.3 
0.0 0.0 39,836.2 

0.0 0.0 154.246.6 
ea ep 

0.0 0.0 11.0 
0.0 0.0 537.6 
0.0 0.0 2,221.7 
0.0 0.0 703.1 
!u en ea 
0.0 0.0 3,479.4 

0.0 0.0 6.0 
0.0 0.0 294.0 
0.0 0.0 1,345.0 
0.0 0.0 289.0 

0.0 0.0 1,934.0 
!u ep e9 

0.0 0.0 58331 

0.0 0.0 2,8332 
- 0.0 ea ep 

33.189.0 0.0 0.0 0.0 0.0 0.0 0.0 33,189.0 

33.189.0 0.0 0.0 0.0 0.0 0.0 0.0 33,189.0 
&Q ep !u e p Q  9-9 ea 

21,904.0 0.0 0.0 0.0 0.0 0.0 0 .o 21.904.0 

4.963.0 91.5 . 0.0 0.0 0.0 0.0 0.0 5,054.5 

0.0 5,054.5 
ep e4 ea as ea ea Qd e9 

4,963.0 91.5 0.0 0.0 0.0 0.0 

42 RateSchcduleSS - lnterruptiblCServlec 
43 First 30,000 Mcf 2,047.0 37.7 0.0 0.0 0.0 0.0 0.0 2,084.7 
44 Over30.000 Mcf !u e?? M e9 L O  m ep &Q 

j 

45 Tom1 &e Schedule SS 2.047.0 37.7 0.0 0.0 0.0 0.0 0.0 2,084.7 



I I N D U S T R I A L  

2 k t C  S ~ I ~ ~ ~ ~ I ~ S S  - nm SCIVICC 

4 Over30,OQOMcf u? @ Qd Qd w Qd Qd Qd 
3 First 30,000 Mcf 22,324.0 0.0 0.0 0.0 0.0 0.0 0.0 22,324.0 

5 Total RateSchedide SS 22,324.0 0.0 0.0 0.0 0.0 0.0 0.0 22.324.0 

6 RII~CSCIIC~UIL SS - Irterrunflblc Service 
7 Fim 30.000 M s f  7.0 0.0 0.0 0.0 0.0 0.0 0.0 7.0 
8 Over 30,000 Mof 
9 Total Rale Schedule SS 

Qd Qd Qd en Qd 99 99 Qd 
7.0 0.0 0.0 0.0 0.0 0.0 0.0 7.0 

! 

l o  TarlrrSalc~ Summary hy Customer Clew 

I I Tobl Residential Sales 6,543,775.1 378,499.7 0.0 31,061.0 1,061.0 (71,716.0) 0.0 6,882.680.8 

1 I Tots1 Commercial Sales 3,814,228.0 169,602.7 0.0 40,030.0 1,263.0 (I28.352.0) 0.0 3,896,771.7 

12 Total IndusUiui Seis 211,700.6 0.0 0.0 0.0 0.0 0.0 0.0 211,100.6 

I3 T@nl Wholesale Sales 

i 

~ 

0.0 71091.0 2324.0 200068.0 0.0 11013057.1 

I5 R E S I D E N T I A L  

16 R?tcSeitedaIe GTR 
17 Fist I Mcf 
18 Over 1 Mcf 
19 Total RaleScheduioGTR 

20 C O M M E R C I A L  

21 RtltcSeheduleGTO 
22 Fist 1 Mcf 
23 Next 49 McF 
24 Next 350 Mcf 
28 Nex1600 Mcf 
26 Over 1,WO Mcf 
27 TMai Rate Soheduie GTO 

1 I N D U S T R l A L  

2 RnteSrlicdulr GTO 
3 First I Mof 
4 N W  49 McF 
5 Nor1350 McP 
6 Next 600 Mcf 
7 Over 1,000 Mcf 
8 Tobl Rate Schedule GTO 

247.667.1 751.5 0.0 0.0 0.0 0.0 0.0 248,418.6 
LmjJ.33- 99 w Qd ep &Qu 
2,028.781.0 116,846.6 0.0 0.0 0.0 0.0 0.0 2,145,627.6 

31,291.8 
518212.2 
592,600.8 
187,177.5 

1,505,143.7 

102.2 
4,094.0 
I9.055.7 
16,851.3 
&Q&& 
52.601.8 

64.2 0.0 
9.65658.5 0.0 
25;051.6 0.0 
12,539.3 0.0 
u,a.u 99 
64,924,O 0.0 

0.0 0.0 
0.0 0.0 
0.0 0.0 
0.0 0.0 
Qd w 
0.0 0.0 

0.0 
0.0 
0.0 
0.0 
es 
0.0 

0.0 
0.0 
0.0 
0.0 
Qd 
0.0 

0.0 
0.0 
0.0 
0.0 
__ 0.0 
0.0 

0.0 
0.0 

0.0 
@ 
0.0 

0.0 

0.0 
0.0 
0.0 
0.0 
es 
0.0 

0.0 
0.0 
0.0 
0.0 
99 
0.0 

0.0 31.3S6.0 
0.0 527,870.7 
0.0 617,682.4 
0.0 199.716.8 

0.0 1,570,667.7 
g g w  

0.0 102.2 
0.0 4,094.0 
R.0 19,D55.7 
0.0 16,851.3 

u&,&.6 
0.0 52,601.8 

i 
- . . .. . .. 



-7 

I C O M M E R C I A L  

! 
I 

2 RntcSdicdulc DS-IS 
3 First 30,OM)Mcf 
4 Over 30,000 Mcf 
5 Total Re@ Schedule DS-IS 

6 I N D U S T R I A L  

7 Rnte Schc(IuIc DS-IS 
8 Fitst 30,000 Mcf 
9 Over 30,000 Mcf 
IO Total Rnle Schedule DS-IS 

11 I N D U S T R I A L  

I2 RnleSchedulc DSSMITH 
I3 First 30,WO Mcf 
14 Oveer30poO Mcf 
15 Tomi Rn@53~edul@DS-SMITH 

16 C O M l M E R C l A L  

17 Rate Sclinlulc DS-GS 
18 First 1 Mcf 
19 Next49 Mcf 
20 Next 350 Mct 
21 Next600Mcf 
22 Over 1,OOOMcf 
23 To$! Rate ScheduleDS-GS 

24 I N D U S T R I A L  

25 RnteSdrdulc DSGS 
26 First 1 McE 
27 Next 49 Mcf 
28 Ncxt  350 Mcf 
29 Next600 Mcf 
30 Over I,OOO Mci 
31 Totd RateScheduleDS-GS 

32 I N D U S T R I A L  

33 RiitcSchc~tnle DS( 

34 C O M M E R C I A L  

35 RuteSrbedulcFXl 

36 I N D U S T R I A L  

37 &to Schcdule PXZ 

38 I N D U S T R I A L  

39 R01e Sckdule EX4 

40 I N D U S T R I A L  

41 Rate Scltcdule 8x5 

42 I N D U S T R I A L  

43 n l t c  Scl~edule R 6  

Physlcnl 

(1) 

1,406,093.0 
p9 

1,406,093.0 

4.830,084.0 

7,528,288.0 

116,733.0 
Q 

116,733.0 

216.0 
10,576.0 
73.115.0 
9S>OBB.Q 

243,328.0 

107.0 
4,965.0 

30,635.0 
40>3S6.0 

i 18,250.0 
a.w..Q 

200.l89.0 

193,168.0 

11,232.0 

144,672.0 

5,152,027.0 

244,692.0 

PSC Case No. 2007-00008 
PSC Set 2 ~ No. 49 

Columbia GasefXenfecky, bc Attachment 2 WaikppaperWM-C 
Page 4 of 48 Valumcs (McO 

For the 12 Monllrs Ended Septcmbor 30,2006 Sheet 4 a i 5  

moi06 
Wcnnwr 

(2) 
W’ Dl 

54,761.3 
p9 

54,761.3 

0.0 
p9 
0.0 

0.0 
u 
0.0 

0.0 
0.0 
1.1 

1,326.2 

9,645.5 
u 

0.0 
0.0 
0.0 
0.0 
QA 
0.0 

0.0 

5.333.3 

0.0 

0.0 

0.0 

0.0 

0.0 
&Q 
0.0 

0.0 
@ 
0.0 

0.0 
@ 
0.0 

0.0 
0.0 
0.0 

u 
0.0 

ao 

0.0 
0.0 
0.0 
0.0 
Q 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
en 
0.0 

0.0 
&Q 
0.0 

0.0 
@ 
0.0 

0.0 
0.0 
0.0 
0.0 
u 
0.0 

0.0 
0.0 
0.0 
0.0 
@ 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
ee 
0.0 

0.0 - 0.0 
0.0 

0.0 
ee 
0.0 

0.0 
0.0 
0.0 
0.0 
m 
0.0 

0.0 
0.0 
0.0 
0.0 
es 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
@ 
0.0 

0.0 
en 
0.0 

0.0 
0.0 
0.0 
0.0 
u 
0.0 

0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
- 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 
u 
0 .o 

0.0 
!u 
0.0 

0.0 
@ 
0.0 

0.0 
0.0 
0.0 
0.0 
u 
0.0 

0.0 
0.0 
0.0 
0.0 
QA 
0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

Par B w l ~  
&$&s&J 

(8-1 Ulru 7) 

1.460,854.3 

1.460.854.3 
ea 

4,830,084.0 

7,528,288.0 
2.698.204.0 

116,733.0 

116.733.0 
u 

216.0 
10,576.0 
73,116.1 
99,414.2 

252,973.S 

107.0 
4.969.0 

30,635.0 
40.3S6.0 

ZW,189.0 

198.501 3 

I lJ3ZO 

144,672.0 

5,152,027.0 

244.6920 

- _ .  



LillE 
&. 

i I N D U S T B I A L  

2 RnI~SelicdtiIe R 7  
3 Pint 25,000 Mcf 
4 Over25,OOO Mcf 
5 Totel Rate Schedule FX7 

6 C O M R l E R C l A L  

? RntcSehduicSAS 
8 First30,OOO 
9 Ovcr30,000 
Tom1 Rms Schedule SAS 

10 I N D U S T R I A L  

I I &le Schedule SCZ 

12 I N D U S T R Y A L  

Columbin Gas oEKcntueky, Inc 
Volumcs INIecr) 

PSC Case No. 2007-00008 
PSC Set 2 - No. 49 

Aiiachment 2 W0kpaperWPM-C 
Page 5 of 48 

Fwthe 12 Months EntredScptcmber 30,2006 Sheet 5 OF5 

300,000.0 0.0 0.0 0.0 0.0 0.0 0.0 300.000.0 

586,958.0 0.0 0.0 0.0 0.0 0.0 0.0 586,958.0 
!u - o.a Q e4 u Q a 5 . g . g  

48,235.0 1,963.2 0.0 0.0 0.0 0.0 0.0 S0,lSS.Z 
M 0.0 Q Q Q u a? Q 

48,235.0 1963.2 0.0 0.0 0.0 0.0 0.0 50,JSS.Z 

234,904.0 0.0 D. 0 0.0 0.0 0.0 0.0 234,904.0 

13 RhScllcdulcSC? 3,239,241.0 0.0 0.0 0.0 0.0 0.0 0.0 3,239,z41.a 

14 T~~~porLnt iou Summmy by Customer Clnss 

15 Total ResidentialTmnsPomtion Zp2S,7Sl.O 116,846.6 0.0 0.0 0.0 0.0 0.0 2,145,627.6 

0.0 0.0 0.0 3,553,195.0 16 Tow1 Conunenial Transportstion 3,396$57.7 136.627.3 0.0 (1.0 

17 Total 1ndtr~uk.I Tmspomien J7.629.787A , Q Q Q 99 &Q E 17.629787.8 

0.0 0.0 0.0 0.0 23,308.610.4 18 Totni Transpol*alior> 23,035,136.5 253,473.9 0.0 

1 I 19 Tohl CornpnnyThroughput 33,646,7442 801,576.3 0.0 71,091.0 2,3240 (200,068.0) 0.0 34,321,667.5 



Columbia GmofKenlucky, lnc 

1 R E S I D E N T I A L  

2 Rote Schedule GRS 
3 First 1 Mcf 
4 Over 1 Mcf 
5 Total Rzte Schedule GRS 

6 C O M M E R C I A L  

7 RnfeScliedulc GIC 

8 R E S I D E N T I A L  

9 Rate Sehcdule GIR 

10 R E S I D E N T I A L  

11 &~teScBcduleIN3 

12 C O M M E R C I A L  

13 Rate ScheduleIN3 

14 R E S I D E N T I A L  

IS Rate SehedsleIN4 

16 R E S I D E N T I A L  

17 m t e  Schedule INS 

18 R E S I D E N T I A L  

19 RateSchedulcLGZ 

20 C O M M E R C I A L  

21 Rate Schedule LG2 

22 R E S I D E N T I A L  

7.3 Rate Schedule LG3 
24 Firs1 2Mcf 
25 Over2 Mcf 
26 Total Rate Soliedule LG3 

27 R E S I D E N T I A L  

28 Rate Scbednle LG4 

29 C O N I i M E R C I A L  

30 Rate SrliedUle GSO 
31 First 1 Mcf 
32 Next 49 Mcf 
33 Nrxt350Mcf 
34 Next 600 Mcf 
35 Over 1,000 Mcf 
36 Total Rate SclJcdule OS0 

Alijustmoot based on Normalized Volumcs 
por the 12 Months Ended Scptcmber 30,2006 

PSC Case No. 2007-00008Workpaper W M - D  
PSC Set 2 -No. 49 

(WP cl 

880,569.5 
5.656.961.3 
6,537.530.8 

5,859.4 

2,785.9 

1,395.9 

75.3 

98.5 

656.4 

$56.9 

924.3 

22.8 rn 
481.8 

268.9 

93,886.9 
1,427,083.6 
1,417.887.3 

402,902.2 
g$.2J&Q 

3,794,325.0 

884,903.0 

6,915,692.6 
&!x&a?A 

6,052.5 

2,945.6 

1,472.4 

77.9 

103.5 

692.3 

586.5 

960.8 

22.8 

500.2 

281.7 

94,234.5 
1,454,536.8 
1,486,615.3 

434,168.1 

3,963.287.7 
99.3.2m 

Normalizcd 
Adiustment 

(3-2-1) 
Mcf 

4333.5 
2&?.2u 
378,161.8 

193.1 

159.7 

76.5 

2.6 

5.0 

35.9 

29.6 

36.5 

0.0 
&4 
18.4 

128 

347.6 
27,453.2 
68,128.0 
31,265.9 

168.~~2.7 

Attachment Sheet 1 O f 3  
Page 6 of 48 

&&& 
(4 

SIMcf 

0.0000 
1.8715 

1.4968 

1.5470 

0.4000 

0.4WO 

0.5500 

0.6000 

0.3soo 

0.3500 

0.0000 
0.3500 

0.4000 

0.0000 
1.8715 
1.8153 
1.7296 
1.5802 

&y.$,ps 
(3=3x4) 

s 

0 
f%?.m 
699.620 

289 

247 

31 

I 

3 

22 

IO 

13 

0 
9 
6 

5 

0 
51.319 

124,162 
54,078 

295,273 



Linc 
& Descrintion 

1 C O M M E R C I A L  

2 Rate Schedule EST 
3 First 1 Mcf 
4 Next 49 Mcf 
5 Next350 Mof 
6 Next 600 Mcf 
7 Over 1,000 M c f  
8 Total Rate Schedule QST 

9 C O M M E R C I A L  

IO RatcSchcdulc IS 
1 I First 30,000 Mcf 
12 Over 30,000 Mof 
13 Total Rate Schedule IS 

14 

15 Rate Schedule IUS 

16 C O M M E R C I A L  

W 1% 0 L E  S A L E  

Columbia Gas of Kcnteclq, Inc. 
Adjustment bascd on Normalizcrl Volumes 
ROY the 12 Months Ended Septentbcr 30,2006 

PSC Case No. 20074000~0rkpapcr WPM-D 
PSC Set 2 ~ No. 49 

Page 7 of 48 Amchme"t Slieet 2 Of3 

Normalized 
Normalized Adiustment Base Rate Revcnuc 

(2) (312-1) (4) ( S 3 X 4 )  
s (1) 

M C f  Mcf Mcf %IMcE 
(wp cl 

11.0 11.0 0.0 o.wo0 0 
531.0 537.6 b.6 1.8715 12 

653.0 703.1 50.1 1.7296 87 
en 1.5802 a 

313 

2,110.0 2,227.7 i17.7 1.8153 214 

es 
3,305.0 3,479.4 174.4 

2.729.0 2.833.2 104.2 0.5467 57 
M en 0.2905 9 

57 
QB 

2,729.0 2,833.2 104.2 

21904 21,904.0 0.0 0.3038 0 

17 Ratc Sehcdulc SS Finn Service 

20 TOM Rate ScheduieSS Firm 4 ,965  5,054.5 91.5 50 

21 Ratc Schedule SS Intcrruptlhlo Scrvice 

I8 First 30,000 Mcf 4,963.0 5,054.5 91.5 0.5467 50 
I9 Over 30.000 Mof 0.0 en ns 0.2905 B 

22 First 30,000 Mcf 2,047.0 2,084.7 37.7 0.5467 21 
23 Over 30,000 Mcf en es ___ 0.0 0.2905 P 

21 24 Total Rnte Schedule SS Interr 2,047.0 2,084.7 37.7 

25 TarlRSalesSumrnnry by Customer Class 

26 Total Residential Sales 6,543,775.1 6,922,274.8 378,499.7 699,944.0 

27 Toto1 Conimcrcinl Sales 3,814228.0 3,983,830.7 169.602.7 296,017 

28 Tots1 Wholesale Sales &g&Qm.!&Q en B 

29 Tom1 TariESnlcs Bxcl Indudrial 10,379,907.1 10,928,009.5 548,102.4 995,961 



Linc 
&.& Dcscrlvtion 

1 R E S I D E N T I A L  

2 Rntc Schcdule GTR 
3 First i Mcf 
4 Over I Mcf 
5 Total Rate Schedule GTR 

6 C O M M E R C I A L  

7 Rate Scliedulc E T 0  
8 First I McE 
9 Next 49 Mcf 
IO Ncxt350Mcf 
11 Ncxt6OOMcf 
12 Over 1,000 Mcf 
13 Total Rate Scliedule GTO 

I C O M M E R C I A L  

2 Rntc Schedule DS-IS 
3 First 30,000 Mcf 
4 Ovcr30.000Mcf 
5 Total Rate Schedule DS-IS 

6 C O M M E R C I A L  

7 Rate Srbcdulc DS-GS 
8 First I Mcf 
9 Next 49 Mcf 

10 Next350 Mcf 
I1 Next 600 Mcf 
12 Over 1,000 Mcf 
13 Total Rate Schedule DSGS 

14 C O M M E R C I A L  

I5 RntcSchcduleBXI 

I6 C O M M E R C I A L  

17 RnreSehcdulcSAS 
18 First30,OOO 
19 Over 30,000 
20 Total Rate Scliedulc SAS 

Columhia Ens ofKcntucky, h e .  
AOjustecut based on Normniizcd Volumcs 

PSC Case No. 2007-00008 Workpoper w p ~ . ~  

Page 8 of48 Shec'30f3 

PSC Set 2 ~ No. 49 
Attachment 2 For tlic 12 Montlis Endcd Scptcmbrr 30,2006 

Normalized 
J\lormalized Adiustmcnt Bnsc Rate Rcvcnuc 

(1) (2) (332-1) (4) (5-3xd) 
MCl Mcf Mcf VMcf s 

PVP c/ 

247,667.1 248,418.6 
1.781 1129 L.8-0 
2,028,781.0 2,145,627.6 

31291.8 31,356.0 
Sl8,2lZ.Z 527,870.7 
592,600.8 617,652.4 
187.177.5 199,716.8 
* h  

1,505,743.7 1,570,667.7 

1,406,093.0 1,460.854.3 
&Q &Q 

1,406,093.0 1,460,854.3 

- 216.0 216.0 
10,576.0 10,576.0 
73.115.0 73,116.1 
98,088.0 99,414.2 
6.Lxwl 69.651.2 

243,328.0 212973.5 

193,168.0 198,501.3 

48.735.0 50,198.2 

48,235.0 50,198.2 
es &Q 

751.5 0.0000 0 
1.8750 

116,846.6 217,678 

642 0.0000 0 
9,658.5 1.8715 18,076 

25,051.6 1.8153 45,476 
12,539.3 1.7296 21,688 
Ll.iix4 1.5802 2U.Z 
64,924.0 113.068 

@ 0.2905 9 
54.761.3 29,938 

0.0 1.8153 0 
0.0 1.8153 0 
1.1 1.8153 2 

1.326.2 1.7296 2294 

9,645.5 15.440.0 
1.5802 J3.m 

5333.3 0.1250 667 

1,963.2 0.5467 1,073 
Q 0.2705 9. 

1963.2 1,073 

21 Tmivportntion Summary hy Custonlcr Class 

22 Total Residential Transporntion 2,028,781.0 2,145,627.6 116,846.6 217.678.0 

73 Total Commercial Transportation 3&%,&u3.533.f95.0- l.@,l&Q 

24 Total Ran E%l. industrial 5,425,348.7 5,678,822.6 253,473.9 377,864 

25 Torst Coinpnny Throagkput 15,805,255.8 16,606,8321 801,576.3 1,373,825 
(Exel. Industrinl) 
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Public Service Commission Data Request Set 2 
Question No. 50 

Columbia Gas of Kentucky Respondent: Ronald D. Gibbons 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 50 

Refer to the Direct Testimony of Ronald D. Gibbons (“Gibbons Testimony”), page 
10. Columbia states that it applied the largest increase to the GSWGRT class in order 
to help reduce the subsidy shown by the cost-of-service study. Columbia further 
explains that it did not apply the full increase indicated by the cost-of-service study in the 
interest of gradualism. 

a. Explain how Columbia determined the amount of increase applied to the 
GSWGRT class. 

b. Explain why Columbia believes that the blocks and rates of the GSOIGTO 
class and the GSWGRT class need to be aligned. 

Response of Columbia Gas of Kentucky: 

a. On page 3 of 28 in the Class Cost of Service studies, line 18 shows “unitized 
returns” for each rate class. The “unitized return” represents the relationship 
between the overall rate of return on rate base and each individual rate class’ 
contribution to the rate of return on rate base. A ”unitized return” of 1 
indicates that rate class is contributing the correct amount to the overall 
return on rate base. A number greater than 1 means that rate class is over 
contributing and a number less than 1 indicates an under contribution. The 
“unitized returns” at current rates indicated that GS-Other and DSllSISS were 
over contributors and GS-Res and IUS were under contributors. The goal of 
the new rate design was to decrease the returns on the GS-Other and 
DSIISISS classes while increasing the returns for the GS-Res and IUS. 
Therefore, GS-Res class ended up with the largest rate increase. The fairest 
way to allocate a revenue deficiency (rate increase) across rate schedules is 
through a class cost of service study. 

b. Small commercial customers share many of the same service characteristics 
as that of residential customers. For example, their consumption is largely 
temperature-sensitive, their consumption is primarily not for manufacturing 
purposes, and their overall annual consumption is in the same order of 
magnitude as that of residential customers. Therefore, it is appropriate for a 
small commercial customer to pay rates that are about the same as a 
residential customer. 
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Public Service Commission Data Request Set 2 
Question No. 51 

Columbia Gas of Kentucky Respondent: Ronald D. Gibbons 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED April 10,2007 

Question No. 51 

Refer to the Gibbons Testimony, Attachment RDG-2, page 2, the Factor No. 3- 
Allocation Development. In the calculation of the cost of the minimum system, should 
the cost be $67,164,738 rather than $105,816,077? Explain the response. 

Response of Columbia Gas of Kentucky: 

Yes, the cost of the minimum system should be $67,164,734 rather than $105,816,077. 
However, the correct cost of $67,164,734 was used in developing the demand 
component factor of ,3653. 





Public Service Commission Data Request Set 2 
Question No. 52 

Columbia Gas of Kentucky Respondent: Ronald D. Gibbons 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 52 

Refer to the Gibbons Testimony, Attachment RDG-2, the CustomerlDemand 
Component Factor 3 chart. 

a. 

b. 

In column D, should the column title be D=C x .6347? 

In column G. should the column title be G=F x .3653? 

Response of Columbia Gas of Kentucky: 

a. The title in column D of attachment RDG-2 should be D=C x ,6347, which is 
the factor that was used in the calculations in column D. 

b. That title in column G of attachment RDG-2 should be G=F x ,3653, which is 
the factor that was used in the calculations in column G. 





Public Service Commission Data Request Set 2 
Question No. 53 

Columbia Gas of Kentucky Respondent: William Gresham 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 53 

Refer to the Direct Testimony of William Gresham (“Gresham Testimony”), page 5. 

a. Explain why Columbia has changed its normal weather from a 30-year 
average to a 20-year average. 

b. Since Columbia has a weather normalization mechanism in its tariff, 
explain how it is affected by using 20-year weather normals rather than 
30-year normals. 

Response of Columbia Gas of Kentucky: 

a. Columbia changed the normalization process to incorporate more recent 
data and to reflect an averaging period with superior performance to the 
company’s existing 30-year definition. The response to Public Service 
Commission Data Request Set 2, Question No. 54 part b explains the 
superior performance. 

b. The weather normalization adjustment (WNA) adjusts the volumetric 
margin portion of monthly bills to reflect normal rather than actual 
weather. The weather used in the adjustment reflects the days in the 
billing period. For billing periods where the 20-year average is lower than 
the 30-year average, the adjustment will be calculated on a lower level of 
HDD. For billing periods where the 20-year average is higher than the 
30-year average, the adjustment will be calculated on a higher level of 
HDD. It is not possible to say what the final effect will be because the 
magnitude and direction of the adjustments depend on the occurrence of 
actual HDD compared to normal. 





Public Service Commission Data Request Set 2 
Question No. 54 

Columbia Gas of Kentucky Respondent: William Gresham 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 54 

Refer to the Gresham Testimony, pages 6 and 7. 

a. In reviewing the 30-year weather data for the period 1976 through 2005, did 
Columbia identify any years in which the actual weather appeared to be 
“extreme”? Explain the response. 

b. Mr. Gresham contends that the 20-year measure is a better predictor of 
normal weather and is a more dynamic measure. Are there any other factors 
or conditions that support the use of a 20-year average? Explain the 
response. 

Response of Columbia Gas of Kentucky: 

a. The company looked at Heating Degree Days (“HDD) for the Lexington, KY 
weather station for the years 1925-2006 and found no extreme values. The 
company concluded that there are no extreme values of HDD over the history by 
constructing a box plot of the available HDD data. A box plot, also known as a 
box-and-whisker plot, is useful for showing the characteristics of the distribution 
of data. These characteristics include the first quartile, the median, the third 
quartile, and standard values of upper limit above the third quartile and standard 
values of lower limit below the first quartile. Values of the data falling below the 
lower limit and above the upper limit are identified as outliers, or extreme values. 
Outliers are values that are considered atypical of a distribution of data. The 
company found that no value of HDD could be identified as an outlier. 

b. My testimony explains that over the period 1980-2005 the 20-year average HDD 
has been a better predictor of actual HDD (not normal HDD) than the 30-year 
average. The prediction superiority was demonstrated as a one-year-ahead 
prediction where the 20-year average out-performed the 30-year average in 19 of 
26 years and as a five-year-ahead prediction where the 20 year average was 
closer to actual HDD in 15 of 22 five-year periods. The prediction advantage 
was even more pronounced for the period 1990-2005 where the 20-year average 
was closer in 81 % of the one-year periods and 75% of the five-year periods. The 
20-year average achieves this advantage without sacrificing stability. In this case 
a stable measure is one that does not change significantly from year to year. For 
the years presented actual HDD changed on average 5.8% per year with a 
maximum change of 19%. The 20-year average changed on average only 0.4% 
per year with a maximum change of 1.7%. These values are close to the 30-year 
average which changed on average 0.2% with a maximum change of 0.8%. 





Public Service Commission Data Request Set 2 
Question No. 55 

Columbia Gas of Kentucky Respondent: William Gresham 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 55 

Refer to the Gresham Testimony, page 8. 

a. Were the 20-year and 30-year averages the only alternatives considered by 
Columbia and Mr. Gresham? Explain the response. 

b. Did Columbia or Mr. Gresham give any consideration to using a 25-year 
average? Explain the response. 

c. Revise Tables 1 and 2 on page 8 to include the same information for a 25- 
year average. 

Response of Columbia Gas of Kentucky: 

a. No. Columbia also considered 15 and 25 year averages, and believes the 20 
year average to be superior in performance. 

b. Yes. See answer above. 

c. The accompanying tables show the results for the 15 and 25 year averages 
considered by Columbia. 



2005 4064 4053 4185 

1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

40 117 1 1 

Frequency of Frequency of 

Absolute Error Better I-year predictor 
15-yr 30yr 15-yr 30-yr 

iverage Average Average Average 
250 284 1 
127 164 1 

Better &year predictor 
15-yr 30-yr 

Average Average 

73 1 
708 706 

4149 4347 4326 
4074 4319 4339 
4514 4320 4353 
4020 4287 4350 
4065 4279 4349 
4016 4266 4345 
4500 4318 4337 
4245 4338 4336 
3630 4318 4302 
3677 4262 4278 
3915 4228 4258 
4173 4175 4248 
4162 4147 4242 
4245 4125 4241 
4658 4136 4242 
4316 4147 4247 
3495 4109 4214 
3748 4058 4189 
4054 4060 4174 
4085 4061 4170 
4112 4068 4167 
4187 4047 4182 

641 6251 

200 171 
273 252 
195 175 
300 333 
222 285 
263 333 
234 155 

1 
1 
1 

1 
1 
1 

1 

1 
1 

1 
1 
1 

1 

347 363 
55 85 
13 86 
98 3 

533 417 
180 74 
652 752 
361 466 

4 135 
25 89 
51 58 

119 20 
145 280 

1 
1 
1 
1 

1 
1 
1 
1 
1 
1 

1 
1 

1 
1 

1 
1 
1 
1 
1 
1 
1 

1 
1 
1 

1 
1 
1 
1 
1 

1 

Mean Absolute Error 
1965-2005 263 
1980-2005 235 251 

Lowest Absolute Error Lowest Error 

16 10 15 7 
1990-2005 

Stability of Weather Averages 
Annual Change in Averages 1980-2005 

Absolute Values 
Columbia Gas of Kentucky 

15-yr 30-yr Annual 

248 267 I 10 6 I 13 3 

1980-2005 
1990-2005 

Lowest Absoiute Error I Lowest Error . 
62% 38% 71% 29% 
63% 38% 81% 19% 

Average 
Maxirnirn 

Average I Average I HDD 
0.5% 0.2% 5.8% 
1.3% 0.8% 19.0% 



Table 1 for 25.Yr Average 

Moving Averages used to Predict Following Years 
Columbia Gas of Kentucky 

Weather Averages as Predictors 

Absolute Error 
25-yr 30yr 

Average Average 
235 284 
113 164 

1980 
1981 

Better I-year predictor Better 5-year predictor 
25-yr 30-yr 25-yr 30-yr 

Average Average Average Average 
1 
1 

1984 
1985 
1986 
1987 
1988 
1989 
1990 

237 171 
313 252 
154 175 
349 333 
279 285 
315 333 
189 155 
67 92 

678 706 
605 625 
330 363 
62 85 
60 86 
37 3 

461 41 7 
100 74 
725 752 
483 466 
149 135 
123 89 
79 58 
8 20 

246 280 

1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 

1 

1 
1 

1 
I 
1 
1 
1 
1 

1 
1 

1 
1 

4149 
4074 
4514 
4020 
4065 
401 6 
4500 
4245 
3630 
3677 
3915 
41 73 
4162 
4245 
4658 
4316 
3495 
3748 
4054 
4085 
4112 
4187 
3902 

20051 4064 4100 418511 57 117 

Mean Absolute Error 
1965-2005 262 
1980-2005 247 251 

4387 
4360 
4369 
4344 
4331 
431 1 
4312 
4308 
4282 
4245 
4235 
4222 
4208 
41 97 
4216 
4220 
421 1 
4203 
4208 
4191 
4179 
4148 
4121 

1 1 
Frequency of Frequency of 

Lowest Absolute Error Lowest Error 

16 10 14 8 

4326 
4339 
4353 
4350 
4349 
4345 
4337 
4336 
4302 
4278 
4258 
4248 
4242 
4241 
4242 
4247 
4214 
41 89 
4174 
4170 
4167 
4182 
4181 

1980-2005 
1990-2005 

Relative Frequency of 
Lowest Absolute Error Lowest Error 

Relative Frequency of 

62% 38% 64% 36% 
63% 38% 81% 19% 

1 

1 
1 
1 

1 
1 
1 

1 
1 
1 
1 
1 
1 

1 
1 
1 
1 
1 
1 
1 

1 
1 

1 
1 
1 
1 
1 

1 

1990-2005 I 261 267 I 10 6 I 13 3 I 

Stability of Weather Averages 
Annual Change in Averages 1980-2005 

Absolute Values 
Columbia Gas of Kentucky 

30-yr Annual 
Average I Average I HDD 

0.4%1 0.2%1 5.8% 1 
I Maximiml 0.9%1 0.8%1 19.0%1 





Public Service Commission Data Request Set 2 
Question No. 56 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, NCSC Controller 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 56 

Refer to the Direct Testimony of Susanne M. Taylor, page 4. 

a. Provide a copy of the referenced Service Agreement. 

b. Provide a detailed description of all changes covered by the amendment to 
the Service Agreement that were filed and accepted by the Securities and 
Exchange Commission on October 6,2005. 

c. Was the Commission provided with an advance notice the Service 
Agreement was going to be amended in 2005, pursuant to the merger 
commitments in Case No. 2000-00129? Explain the response. 

Response of Columbia Gas of Kentucky: 

a. Please refer to PSC Set 2-56 -Attachment A.pdf for a copy of the 
referenced Service Agreement. 

Please refer to PSC Set 2-56 -Attachment B.pdf for a copy of the 60 Day 
Letter filed dated June 30, 2005 with the United States Securities and 
Exchange Commission (“SEC) related to requested amendments to the 
NCSC Service Agreement. Also, please refer to PSC Set 2-56 - 
Attachment C.pdf for a copy of the letter dated October 6, 2005 from the 
United States Securities and Exchange Commission which accepts the 
amendments to the NCSC Service Agreement, as filed. 

Pursuant to the merger commitment in Case No. 2000-00129 dated June 
30, 2000, Appendix A, (4) NiSource, Columbia Energy, and Columbia of 
Kentucky commit to provide the Commission with notice 30 days prior to any 
SEC filing that proposes new allocation factors. Since the filing with the 
SEC was a proposed amendment to Appendix A of the Service Agreement 
related to modification of Service Categories and not a change to allocation 
factors, Columbia Gas of Kentucky did not make any advance filings with 
the Commission. 

b. 

c. 
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2007-00008 PSC Set 2-056 Attachment A 

Service Agreement 

BETWEEN 

NISOURCE CORPORATE SERVICES COMPANY 

AM) 

COLUMBIA GAS OF KENTUCKY, INC. 

Dated January 1,2007 

(To Take Effect Pmuant to Article 3 Hereof) 



SERVICE AGREEMBNT 

This SERVICE AGREEMENT (the “Service Agreement? or “Agreement”) is made and 
entered into this lst day of January, 2007 by and between Columbia Gas of Kentucky, Inc., its 
subsidiaries, affiliates and associates (“Client”, and together with other associate companies that 
have or may in the future execute this form of Service Agreement, the “Clients”) and NiSource 
Corporate Services Company (“‘Company”). 

WITNESSETH: 

WHEREAS, the Securities and Exchange Commission (“SEC”) has approved and 
authorized as meeting the requirements of Seetion 13@) of the Public Utility Holding Company 
Act of 1935 rAct’’) the organization and conduct of the business of the Company, in accordance 
herewith, as a wholly-owned subsidiary service company of NiSource Inc. (‘WiSowce), 
including the allocation of all Company costs by using the methods approved by the Securities 
and Exchange Commission (“SEC Method”); 

W€IEREAS, Client is an affiliate ofthe Company; and 

WHEREAS, the Company and Client agree to enter into this Service Agreement whereby 
the Client may seek certain services from the Company and the Company agrees to provide such 
services upon request and upon the Company’s conclusion that it is able to perform such 
services. Further, the Client agrees to pay for the services as provided herein at cost, with cost 
determined in accordance with applicable rules and regulations under the Act, which require the 
Company to fairly and equitably allocate costs among al l  Clients to which it renders services; 
and 

WHEREAS, the rendition of such services set forth in Article 2 of Appendix A on a 
centralized basis enables the Clients to realize economic and other benefits through (1) efficient 
use ofpersonnel and equipment, (2) coordination of analysis and planning, and (3) availability of 
specialized personnel and equipment which the Clients cannot economically maintain on an 
individual basis. 

NOW THEREFORE, in consideration of the premises and the mutual agreements herein 
contained, the parties to this Service Agreement covenant and agree as follows: 

ARTICLE 1 

SERVICJIS 

1.1 Tlie Company shali furnish to Client, as requested by Client, upon the terms and 
conditions hereinafter set forth, such of the services described in Section 2 of Appendix A hereto 
(the “Services”), at such times, for such periods and in such manner as Client may from time to 
time request and that the Company concludes it is able to perform. The Company shall also 
provide Client with such services, in addition to those services described in Appendix A hereto, 
BS may be requested by Client and that the Company concludes it is able to perfom. In supplying 
such services, the Company may arrange, where it deems appropriate in consultation with Client, 
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for the services of such experts, consultants, advisers, and other persons with necessary 
qualifications as are required for or pertinent to the provision of such services (“Additional 
Services’’). 

1.2 Client shall take from the Company such of the Services, and such Additional 
Services, whether or not now contemplated, as are requested from time to time by Client and that 
the Company concludes it is able to perform. 

1.3 The cost of the Services described herein or contemplated to be performed 
hereunder shall be allocated to Client in accordance with the SEC Method. Client shall have the 
right from time to time to amend or alter any activity, project, program or work order provided 
that (i) Client pays and remunerates the Company the hll cost for the services covered by the 
activity, project, program or work order, including therein any expense incurred by the Company 
as a direct result of such amendment or alteration of the activity, project, program or work order, 
and (ii) Client accepts that no amendment or alteration of an activity, project, program or work 
order shall release Client from liability for all costs already incurred by or contracted for by the 
Company pursuant to the activity, project, program or work order, regardless of whether the 
services associated with such costs have been completed. 

1.4 The Company shall hire, train and maintain an experienced staff able to perform 
the Services, or shall obtain experience through third-party resources, as it shall determine in 
consultation with Client. 

ARTICLE 2 

COMPENSATION 

2.1 As compensation for the Services to be rendered hereunder, Client shall 
compensate and pay to the Company all costs, reasonably identifiable and related to particular 
Services performed by the Company for or on Client’s behalf. The methods for allocating the 
Company costs to Client, as well as to other associate companies, are set forth in Appendix A. 

I t  is the intent of th is  Service Agreement that charges for Services shall be billed, 
to the extent possible, directly to the Client or Clients benefiting from such Service. Any 
amounts remaining after such direct billing shaU be allocated using the methods identified in 
Appendix A. The methods of allocation of cost shall be subject to review annually, or more 
frequently if appropriate. Such methods of allocation of costs may be modified or changed by 
the Company without the necessity of an amendment to this Service Agreemait; provided that, 
in each instance, all services rendered hereunder shall be at actual cost thereof; f k l y  and 
equitably allocated, all in accordance with the requirements o f  the Act and any orders 
promulgated thereunder. The Company shall review with the Client any proposed change in the 
methods of allocation of costs hereunder and the parties must agree to any such changes before 
tiley are implemented. 

2.2 

2.3 The Company shall render a monthly report to Client that shall reflect all 
infomation necessary to identify the costs charged and Services rendered for that month. Client 
shall undertake an immediate review of the report and identify all questions or concerns 
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regarding the charges reflected within ten (IO) days of receipt of the report. If no concerns are 
identified w i t h  that time, Client shall remit to the Company all charges billed to it within 30 
days ofreceipt of the monthly report. 

2.4 Client agrees to provide the Company, from time to time, as requested such 
financial and statistical infomation as the Company may need to compute the charges payable 
by Client consistent with the method of allocation set forth on Appendix A. 

It is the intent of this Service Agrement that the payment for services rendered 
by the Company to Client under this Service Agreement shall cover all the costs of its doing 
business including, but not limited to, salaries and wages, oEce supplies and expenses, outside 
services employed, insurance, injuries and damages, employee and retiree pensions and benefits, 
miscellaneous general expenses, rents, maintenance of structures and equipment, depreciation 
and amortization, and compensation for use of capital as permitted under the Act. 

2.5 

ARTICLE 3 

TERM 

3.1 This Service Agreement shall become effective as of the date first written above, 
subject only to the receipt of any required regulatory approvals from the State Commissions and 
the SEC, and shall continue in force until terminated by the Company or Client, upon not less 
than one year's prior written notice to the other party. This Service Agreement shall also be 
subject to termination or modification at any time, without notice, if and to the extent 
performance under this Service Agreement may conflict with (1) the Act or with any rule, 
regulation or order of the SEC adopted before or after the date of this Service Agreement, or (2) 
any state or fderal statute, or any rule, decision, or order of any state or federal regulatory 
agency having jurisdiction over one or more Clients. Further, this Service Agreement shall be 
terminated with respect to the Client immediately upon the Client ceasing to be an associate 
company of the Company. The parties' obligations under this Service Agreement which by their 
nature are intended to continue beyond the termination or expiration of this Service Agreement 
shall survive such termination or expiration. 

ARTICLE 4 

SERVICE REVIEW 

4.1 On an m u d  basis, the Company and CKient shall meet to assess the quality of the 
Services being provided pursuant to this Service Agrement and to determine the continued need 
therefor and shall, subject to Section 1.1, above, amend the scope of services, delete services 
eritirely from this Service Agreement, and/or decline services as they determine to be necessary 
or desirable. 
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4.2 NiSourw maintains an hternal Audit Department that will conduct periodic 
audits of the Company administration and accounting processes (“Audits”). The Audits will 
include examinations of Service Agreements, accounting systems, source documents, methods of 
allocation of costs and billings to ensure alI Services are properly accounted for and billed to the 
appropriate Client. h addition, the Company’s policies, operating procedures and controls will 
be evaluated annually. Copies of the reports generated by the Company as part of the Audits will 
be provided to Client upon request, 

ARTICLE 5 

MISCELLANEOUS 

5.1 All accounts and records of the Company shall be kept in accordance with the 
General Rules and Regulatiom promulgated by the SEC pursuant to the Act, in particular, the 
Uniform System of Accounts for Mutual Service Companies and Subsidiary Service Companies 
in effect from and after the date hereof. 

5.2 New direct or indirect subsidiaries of NiSource Inc., which may come into 
existence after the effective date of this Service Agreement, may become additional Clients of 
the Company and subject to a service agreement with the Company. The parties hereto shall 
make such changes in the scope and character of Ihe services to be rendered and the method of 
allocating costs of such services as specified in Appendix A, subject to the requirements of 
Section 2.2, as may become necessary to achieve a fair and equitable docation of the 
Company’s costs among all Clients including any new subsidiaries. The parties shall make 
similar changes if any Client ceases to be associated with the Company. 

- 5.3 The Company shall permit Client reasonable access to its accounts and records 
including the basis and computation of allocations. 

5.4 The Company and Client shall comply with the terms and conditions of all 
applicable contracts managed by the Company for the Client, individually, or for one or more 
Clients, collectively, including Without limitation terms and conditions preserving the 
confidentiality and security of proprietary information of vendors. 
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I 
IN WITNESS WHEIIEOF, the parties hereto have caused this Agreement to be executed 

i as of the date and year first above written. 

NISOURCE CORPORATE SERVICES 
COMPANY 

By: , .s9. z+- 
Name- Gs-e M. T&IO~ ff 
Its: Controller 

COLUMBIA GAS OF KENTUCKY, INC. 

By: - 
Name: Herbert A. Miller. JrA" ,; v Its: President 
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APPENDIX A 

NISOURCE CORPORATE SERVICES COMPANY 

Services Available to Clients 
Methods of Charging Therefor and 

Miscellaneous Terns and Conditions of Service Agreement 

ARTICLE 1 

DEFliVITIONS 

1 The term “Company” shall mean NiSource Corporate Services Company and its 
successors. 

2 The term “Service Agreement” shall mean an agreement, of which this Appendix 
A constitutes a part, for the rendition of services by the Company. 

3 The t am “Client” shall inean any corporation to which services may be rendered 
by the Company under a Service Agreement. 

ARTICLE 2 

DESCRIPTION OF SERVICES 

Descriptions of the expected services to be provided by the Company are detailed below. 
The descriptions are deemed to include services associated with, or related or similar to, the 
services contained in such descriptions. The details listed under each heading are intended to be 
illustrative rather than inclusive and are subject to modification *om time to time in accordance 
with the state of the art and the needs of the Clients. 

Accounting and Statistical Services. The Company will advise and assist the 
Clients in all aspects of accounting, including financial accounting, plant accounting, regulatory 
accounting, tax accounting, maintenance of books and records, safeguarding of assets, accounts 
payable, accounts receivable, reconciliations, accounting research reporting, operations and 
maintenance analysis, and related accounting functions. The Company will also provide services 
related to developing, analyzing and interpreting financial statements, directors’ reports, 
regulatory reports, operating statistics and other financial reports. The Company will ensure 
compliance with generally accepted accounting principles and provide guidance on exposure 
drafts, financial accounting standards, and interpretations issued by the Financial Accounting 
Standards Board. The Company will advise and assist the Clients in the formulation of 
accounting practices and policies and will conduct special studies as may be requested by the 
Clients. 

1 

2 Auditing Services. The Company will conduct periodic audits of the general 
records of the Clients, will supervise the auditing o f  local and field office records of the Client, 
and will coordinate the audit programs of the Clients with those of the independent accountants 
in the annual examination of their accounts. 
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3 Budged Servkes. The Company will advise and assist the Clients in matters 
involving the preparation and development of budgets and budgetary controls. 

Business Promotion Services. The Company will advise and assist the Clients in 
the preparation and use of advertising, in the development of residential, commercial and 
industrial business, and in the rendering of aid to local appliance distributors and dealers in the 
advertising and promotion of appliance sales. 

connection with corporate matters and with proceedings involving regulatory bodies. 

4 . 

5 Corporate Services. The Company will advise and assist the Clients in 

6 Depreciation Services. The Company will advise and assist the Clients in matters 
pertaining to depreciation practices, including (1) the making of studies to determine the 
estimated service life of various types of plant, annual depreciation accrual rates, salvage 
experience, and trends in depreciation reserves indicated by such studies; (2) assistance in the 
organization and training of the depreciation departments of the Clients; and (3) dissemination to 
the Clients of information concerning current developments in depreciation practices. 

7 Economic Services. The Company will advise and assist the Clients in matters 
involving economic research and planning and in the development of specific economic studies. 

8 Electronic Communications Services. The Company will advise and assist the 
Clients in connection with the planning, installation and operation of radio networks, remote 
control and telemetehg devices, microwave relay systems and all other applications of 
electronics to the fields of communication and control. 

9 Employee Services. The Company will advise and assist the Clients in connection 
with employee relations matters, including recruitment, employee placement, training, 
compensation, safety, labor relations and health, welfare and employee benefits. The Company 
will also advise and assist the Clients in connection with temporary labor matters, including 
assessment, selection, contract negotiation, administration, service provider relationships, 
compliance, review and reporting. 

IO Engineering and Research Services. The Company will advise and assist the 
Clients in connection with the engineering phases of all construction and operating matters, 
including estimates of costs of construction, preparation of plans and designs, engineering and 
supervision of the fabrication of natural gas facilities, standardization of engineering procedures, 
and supervision and inspection of construction. The Company will also conduct both basic and 
specific research in fields related to the operations of the Clients. 

1 I Gas Dispatching Services. The Company will advise and assist the Clients in the 
dispatching of the gas supplies available to the Clients, and in determining and effecting the most 
efficient routing and distribution of such supplies in the light of the respective needs therefor and 
the applicable laws and regulations of governmental bodies. If requested by the Clients, the 
Company will provide a central dispatcher or dispatchers to handle the routing and dispatching 
of gas. 
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12 figoiwzation Technology Services. The Company will advise and assist Clients in 
matters involving information technology, including management, operations, confrol, 
monitoring, testing, evaluation, data access security, disaster recovery planning, technical 
research, and support services. The Company will also provide and assist the Client with 
application development, maintenance, modifications, upgrades and ongoing production support 
for a portfolio of systems and s o h a r e  that are used by the Clients. In addition, the Company 
will identi@ and resolveproblems, enme efficient use of s o h a r e  and hardware, and ensure that 
timely upgrades are made to meet the demands of tlie Clients. The Company will also maintain 
information concerning the disposition and location of Information Technology assets. 

13 f igomtion Services. The Company will advise and assist the Clients in matters 
involving the furnishing of information to customers, employees, investors and other interested 
groups, and to the public generally, including the preparation of booklets, photographs, motion 
pictures and other means ofpresentation, and assistance to Clients in their advertsing programs. 

14 Insurance Services. The Company will advise and assist the Clients in general 
insurance matters, in obtaining policies, making inspections and setthg claims. 

15 Legal Services. The Company will provide Clients with legal services (including 
legal services, as necessary OK advisable, in connection with or in support of any of the other 
services provided hereunder), including, but not Iimited to, general corporate matters and internal 
corporate maintenance, contract draftiig and negotiation, litigation, liability and risk assessment, 
financing, securities offerings, state and federal regulatory compliance, state and federal 
regulatory support and rule interpretation and advice (relating to the all aspects of SEC 
compliance, PUHCA, FERC, FPA, PURPA), bankruptcy and collection matters, employment 
and labor relations investigations, union contracting, EEOC issues, and all other matters for 
which Clients require such legal services. 

16 Ofice Space. As may from time to time be available, the Company will provide 
suitable space in its offices for the use of the Clients and their officers and employees. 

\ 17 Oficers. Any Client may, with the consent of the Company, elect to any office of 
the Client any officer OK employee of the Company whose compensation is paid, in whole OK in 
part, by the Company. Services rendered to the Client by such person as aa o€Ticer shall be 
billed by the Company to the Client and paid for as provided in Articles 3 and 4, and the Client 
shall not be required to pay any compensation directly to any such person. 

18 Operations Support and Planning Services. The Company will advise and assist 
the Clients in connection with operations support and planning, including logistics and 
scheduling; workforce planning; corrosion and leakage programs; estimates of gas requirements 
and gas availability; gas transmission, meamvment, storage and distribution; construction 
requirements; consiruction management; operating standards and practices; regulatory 
compliance; training; management of transportation and sales programs; negotiation of gas 
purchased and sale contracts; energy marketing and tra&ng; security services; measurement, 
regulation and conditioning equipment; meter testing, calibration and repair, hydraulic gas 
network modeling, facility mapping and ffIS technologies; and other operating matters. 
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19 Purchasing, Storage and Disposition Services. The Company will render advice 
. and assistance to the Clients in connection with supply chain activities, including the 

standardization, purchase, lease, license and acquisition of equipment, materials, supplies, 
services, software, intellectual property and other assets, as well as shipping, storage and 
disposition of same. The Company will also render advice and assistance to the Client in 
connection with the negotiation of the purchase, sale, acquisition or disposition of assets and 
services and the placing of purchase orders for the account of the Client. 

20 Rate Services. The Company will advise and assist the Clients in all rate matters, 
including the design and preparation of schedules and tariffs, the analysis of rate filings of 
producers and pipeline suppliers, and the preparation and presentation of testimony and exhibits 
to regulatory authorities. 

21 Tax Sem'ces. The Company will advise and assist the Clients in tax matters, in 
the preparation of tax returns and in connection with proceedings relating to taxes. 

22 Tmnsportation Services. The Company will advise and assist the Clients in 
connection with the purchase, lease, operation and maintenance of motor vehicles and the 
operation of aircrafl owned or leased by the Company or the Clients. 

23 Deasuiy Services. The Company provides services such as cash management, 
long and short term financing for NiSource and all Clients, investment of temporarily available 
cash, retirement of long term debt, investment management oversight of all benefits plans, 
special economic studies as requested, and support for various regulatory proceedings, as 
requested. 

24 LandSuwcying Services. The Company will provide land asset management, 
land contract management, and surveying services in connection with Clients' acquisition, 
leasing, maintenance, and disposal of interests in real property, including the maintenance of 
land records and the recording of instruments relating to such interests in real property, where 
necessary. 

25 Customer Billing, Collection, and Contact Services. The Company will render 
calculating, bill exception processing, back office processing, posting, printing, inserting, 
mailing and related services to Client associated with the preparation and issuance of customer 
bills, notices, inserts and similar mailings. The Company will provide cash processing, revenue 
recovery, account reconciliations and adjustments, and related services to Client associated with 
the collection of revenue and management of accounts receivable. The Company will provide 
customer contact and related services to Cljent, including customer contact center management, 
operation and administration; management of key customer relationships; communications 
associated with the commencement, transfer, maintenance and disconnection of service; sales of 
optional products and services; the receipt and processing of emergency calls; the handling of 
customer complaints; and responses to custoiner billing, credit, collection, order take and 
Lnquiry, outage, meter rea'ding, retail choice and other inquiries. 

26 Miscellaneous Services. The Company will render to any Client such other 
services, not hereinabove described, as may properly be rendered by the Company to such Client 
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within the meaning and intent of the Public Utility Holding Company Act of 1935 and any other 
applicable statutes and the orders, rules and regulations of the Securities and Exchange 
C o d s s i o n  and any other govaunental bodies having jurisdiction, as &om time to time the 
Company may be equipped to render and such Client may desire to have perfomed. 

ARTICLE 3 

ALLOCATION METHODS 

I Spec@ Direct Salary Charges to Clients. To the extent that time spent by the 
officers and employees of the Company rendering services hereunder is related to services 
rendered to a specific Client, a direct salary charge, computed as provided in Article 4, shall be 
made to such Client. 

2 Apportioned Direct Salary Charges to Clients. To the extent that the time spent 
by such officers and employees is related to services rendered to the Clients generally, or to any 
specified group of the Clients, a direct salary charge, computed as provided in Article 4, shall be 
made to the Clients generally, or to such specified group o f  the Clients, and allocated to each 
such Client using an allocation method approved by the Securities and Exchange Commission as 
set forth on Exhibit A hereto. 

3 Direct Salary Charges for Sewices to the Company. To the extent that time spent 
by any officer or employee of the Company is related to services rendered to the Company, a 
direct salary charge computed as provided in Article 4 shall be allocated among the Clients in the 
same proportions which the direct salary charges to such Clients made pursuant to Sections 1 and 
2 of this Article Zn, for services of officers and employees, bear to the aggregate of such direct 
salary charges. 

4 Apportionment of Employee Benefits. The employee benefit expenses which are 
related to direct salary charges made pursuant to sub-paragraphs (I), (2) and (3) of Article 3 shall 
be apportioned among the Clients, as applicable, in the proportions which the respective direct 
salary charges made pursuant to the rendering of such services to each such Client bear to the 
aggregate of such direct salary charges. 

5 Other Expenses. All expenses, other than salaries and employee benefit expenses 
incurred by the Company in connection with services rendered to a specific Client shall be 
charged directly to such Client. All such expenses incurred by the Company in connection with 
services rendered to the Clients generally or to any specified group of CIients shall be 
apportioned in the manner set forth in Section 2 of this Article 3 for the apportionment of salary 
charges. All such expenses incurred by the Company in connection with services rendered to the 
Company shall be apportioned in the manner set forth in Section 3 of this Article 3 for the 
apportionment of salary charges. 
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ARTICLE 4 

COMPUTATION OF SALARY CHARGES 

Direct Salary Cha~ges The direct salary charge per hour which shall be made for the 
time of any officer or employee for services rendered in any calendar month shall be computed 
by dividing his total compensation for such month by the aggregate of (1) the number of 
scheduled working hours for wlzicli he was compensated, including hours paid for but not 
worked, aid (2) hours worked in excess of his regular work schedule, whether or not 
compensated for. 
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Bxltibit A 

BASES OF ALLOCATION 

The SEC approved Bases of Allocation shown below will be used by the Corporate Services 
Accounting Department for apportionhg Job Order charges to affiliates. Any change in an 
allocation method that causes either a $50,000 or 5% change in the cost that would be 
charged to a company must be brought to the SEC for approval under the 60-Day Letter 
process. 

BASIS 1 

GROSS FIXED ASSETS AND TOTAL OPERATING EXPENSES 

b Fifty percent of the total job order charges will be allocated on the basis of the relation of 
&e affiliate's gross Exed assets to the total gross fixed assets of al1 benefited affiliates; the 
remaining 50% will be allocated on the basis of the relation of the aEliate's total 
operating expenses to the total operating expenses of d benefited affiliates. AJl 
companies may be included in this allocation. 

. 

BASIS 2 

GROSS FrXED ASSETS 

h Job order chaxges will be allocated to each benefited affiliate on the basis of the relation 
of its total gross fixed assets to the s m  of the total gross fixed assets of all benefited 
affiliates. All companies may be included in this allocation. 

BASIS 7 

GROSS DEPRECIAl3LE PROPERTY AND TOTAL OPERATING EXPENSE 

b Fifty percent of the total job order charges will be allocated on the basis of the relation of 
the affiliate's total operating expenses to the total of all the benefited affiliates' total 
operating expense; the remaining 50% will be allocated on the basis of the relation of the 
affiliate's gross depreciable property to the gross depreciable property of all benefited 
affliates. All companies may be included in th is  allocation. 

BASIS 8 

GROSS DEPRECMLE PROPERTY 
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> Job order charges will be allocated to each benefited affiliate on the basis of the 
relationship of its total depreciable property to the sum of the total depreciable property 
of all benefited affiliates. All companies may be included in this allocation. 

BASIS 9 

AUTOMOBZE UNITS 

> Job order charges will be allocated to each benefited affiliate on the basis of its number of 
automobile units to the total number of all automobile units of the benefited affiliates. All 
companies may be included in this allocation. 

BASIS 10 

NUMBER OF RBTAIL CUSTOMERS 

9 Job order charges will be allocated to each benefited affiliate on the basis of the relation 
of its number of retail customers to the total number of all retail customers of the 
benefited affiliates. All companies may be included in this allocation. 

BASIS 11 

NUMBER OF REGVLAR EMPLOYEES 

> Job order charges will be allocated to each benefited affiliate on the basis of the relation 
of its number of regular employees to the total number of all regular employees of the 
benefited affiliates. All companies may be included in this allocation. 

BASIS 13 

FIXED ALLOCATION 

9 Job order charges will be allocated to each benefitted affiliate on the basis of fixed 
percentages on an individual project basis. All companies may be inchded in this 
allocation. 

BASIS 14 

NUMBER OF TRANSPORTATION CUSTOMERS 

> Job order charges will be allocated to each benefited affiliate on the basis of the relation 
ofits Transportation Customers to the total of all Transportation Customers of the 
benefited affiliates. This allocation is only used by the following companies: Columbia 
Gas of Virginia, Columbia Gas of Kentucky, Columbia Gas of Ohio, Columbia Gas of 
Pennsylvania and Columbia Gas of Maryland. 
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BASIS 15 

NUMBER OF COMMERCIAL CUSTOMERS 

9 Job order charges wiIl be allocated to each benefited affiliate on the basis of the relation 
of its Commercial Customers to the total of all Commercial Customers of the benefited 
&liates. This allocation is only used by the following companies: Columbia Gas o f  
Virginia, Columbia Gas of Kentucky, Columbia Gas of Ohio, Columbia Gas of 
Pennsylvania and Columbia Gas ofMaryland. 

BASIS 16 

NUMISER OF RESIDENTIAL CUSTOMERS 

9 Job order charges will be allocated to each benefited afiiliate on the basis ofthe relation 
of its Residential Customers to the total of aII Residential Customers of the benefited 
affiliates. This allocation is ouly used by the following companies: Columbia Gas of 
Virginia, Columbia Gas of Kentucky, Columbia Gas of Ohio, Columbia Gas of 
Pennsylvania and Columbia Gas of Maryland. 

BASIS 17 

NUMBER OF HIGH PRESSURE CUSTOMERS 

9 Job order charges will be allocated to each benefited affiliate on the basis of the relation 
of its High Pressure Customers to the total of all High Pressure Customers o f  the 
benefited affiliates. This allocation is only used by the following companies: Columbia 
Gas ofVirginia, Columbia Gas of Kentucky, Columbia Gas of Ohio, Columbia Gas of 
Pennsylvania and Columbia Gas o f  Maryland. 

BASIS 20 

DIRECT COSTS 

> Job order charges wiIl be allocated to each benefitted affiliate on the basis of the relation 
of its direct costs billed by Service Corporation to the total of all direct costs billed by 
Service Corporation. All companies may be included in tbis allocation. 
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Wllllam 5. Baker, Jr. 
212.8032106 Direcl Dial 
212.829.2W4 Dlred Fax 
wbaker@thelenreld.com 

Thelen Reid 6% Priest LLP 
Aibmsp At Law 

875 lhkd Avenue 
New York, NY 10022 

Fnx 112603.2001 
rel ~IZM)~.ZMK) 

w.theleomld.com 

June 30,2005 

. . .. 
Mr. Robert P. Wason 
Branch Chief, and F i i c i a l  Policy 
and Chief Pinancial Analyst 
Office of Public Utili@Re&tion 
United States %curites and 

Exchange Commission 
100 F Street, NW 
WashingtonDC 20549 

Re: N&onrce 

Dear Mr. Wason: 

Pursuant to the requirmeuts specified in the SEC’sXSource Order, dated 
October 30,2OOO@CARNo. 27263) (“order’) and your letter (‘Zettex“), dated January 14, 
2005 to me, as counsel for NiSource Corporate Services Company (‘WCSC“), concerning the 
NCSC Service Agreement C‘Agreement”), we advise, on behalf of  NCSC, that: 

the description of services p&med under the Agrement is being clarified as 
shown in the marked copy of the Description of Services (Appendix A in the Agreemcnt) 
submitted as Exhibit 1 hereto. There are no other changes to the Agreement, including the 
methods of allocation; and 

I. 

2. certain functions being performed by NCSC under the Agreement are being 
outsourced as follows: 

entered into an agreement ( W M  Agreement”) under which IBM will provide a range of 
business support services to NCSC, includingpmesses within the hmau resources, finance and 
accountiu& supply chain (procurement), customer cantact, meter-to-cash (billing and 
collections) and informafion technology areas. These fimctions will be carried out by IBM 
jointly with, and under tho &&on and policy of, NCSC and NiSomce, Iuc. (‘Nisource“); 

(a) NCSC and International Business Machines Corporation (“BW) have 
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(b) Under the terms of the IBM Agreement, which becomes effective on 
July 1,2005,572 employees of NCSC and other subsidiaries of NiSource are expected to 
become employees of IBM or its subcontractors. In addition, another 445 positions will be 
eliminated by NCSC and its associate companies during the balance of this year and in 2006. Of 
this total of 1017.673 are emdovees ofNCSC and. of these NCSC emdovees, 375 will become . -  - 
employees of IBM performini &lar functions for NCSC. The arrangement with IBM will not 
affect the methods of allocation NCSC uses to assign costs. Under the current SEC-approved 
Agreement, NCSC has the option to obtain resources from third p d e s  in order to carry out its 
hctions. 

The 10-year agreement is estimated to deliver upwards of $530 million in 
operating and capital cost savings to NiSourcc over the term of the contract, as well as provide 
technology advances and enhanced service capabilities. NiSource’s cost to achieve will include 
$35 million in one-time severance expenses and approximately $35 million in transition costs. 
In addition, NiSource expects to incur approximately $50 million in governance costs over the 
IO-year life of the IBM Agreement, and will report a $21 million onetime, non-cash pension 
expense related to severed employees and employees who accept positions with IBM. Reference 
is made to NiSource’s Current Report on Form 8-K, filed June 24,2005, for more complete 
information concerning the lBM Agreement. 

On behalf of NCSC, we request that this letter be treated as a 60-day letter under 
the Order and the Letter. 

Service Company 

W m  
Enclosure 

NY#666302vl 
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EXRIBIT 1 I 
APPENLXXA 

NISOURCE CORPORATE SERVICES COMPANY 

Services AvaiIabIe to Clients 
Methods of Charging Therefor and 

Miscellaneous Terms and Conditions of Service Agreement 

ARTICLE 1 

DEFINITIONS 

1 The term "Companf' .&all mean Kiource Corporate Services Company and its 
successon. 

2 The term "Service Agpeement" shall mean an agreement, ofwhich this Appendix 
A constitutes a part, for the renditionof services by thc Company. 

by thc Company un&m a Service Agrecment. 
3 The term 'Client" shall mean any corporation to which services may be rendmd 

ARTICLE 2 

DESCRIPTION OF SERVICES 

Descriptions of the expected services to be provided by the Company are dctailed below. 
The descriptions are deemed to include services associated with, orrelated or similar to, the 
services contained in such descriptions. The details listed under each heading are intended to be 
illustra.tive rather &an inclusive and are subject to modification &om time to time in accordance 
with the state of the art and the needs of the Clients. 

Accautting and Statkfical Services, rhe C o w  will ad- 'se an& assist t l ~  1 

w-a 5lCcmm th-ainenmce of  books cad reo a&% & eguardmg Qf ass ets. 
pavable. accounts receivab-ciliatisaS, accgudb -ch. reuorullpm&ms-m a 
ggmtmm-. M a t  ed accounting fimctioas. The Compmy WjilaISeprovides 
services related to developing, analyzing and interpretkg financial statements, directors' reports, 
regulatoryreports, operating statistics and other financial reports. The Company &e& ensures 
compliance with genexally accepted accounting principles and provides guidance on exposure 
drafts, financial accounting standards, and intcrprctations issued by the Financial Accounting I Standards Board. The Company &advises and assists the Clients in the formulation o f  
accounting practices and policies and will conduct special studies as may be requested by the 
ae. 

Auditing Services. The Company will conduct periodic audits of the g e n d  
records o f  the Clients, will supervise the auditing of local and field office records of the Client, 
and will coordinate the audit programs of the Clients with those of the independent accountrmts 
in the annual examination oftheir accounts. 

I 

2 

I 
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3 Budget Services. The Company will advise and assist the Clients in matters 
involving the preparation and development of budgets and budge- controls. 

Business Promotion Sm’ces. The Company will advise and assist the Clients in 
the preparation and use of advertising, in the development of residential, commercial and 
indnstrial business, and in the rendering of aid to local appliance W i u t o m  and dealers in the 
advertising and promotion of appliance sales. 

Corporate Sm’ces. The Company will advise and assist the Clients in 

Depreciation Services. The Company will advise and assist the Clients in matters 
perhining to depreciation practices, including (1) the m k h g  of studies to detemine the 
estimated service l i e  of various types of plant, mual depreciation accrual rates, salvage 
experienee, and trends in depreciation reserves indicated by such studies; (2) assistance in the 
organization and training of the depreciation deparlments of the Clients; and (3) dissemination to 
the Clients of information concerning current developments in depreciation practices. 

Economic Services. The Company MI advise and assist the Clients in matters 
involving economic research and planning,and in the development of specific economic studies. 

EZedronic Commzuaications Services. The Company will advise and assist the 
Clients in connection with the plarmin& instana(ion and operation of radio nefworla, remote 
control and telemetdg devices, microwave relay systems and all other applications of 
electronics to the fields of communication and control. 

4 

5 
connection with corporate matters and with proceedings involving regulatory bodies. 

6 

7 

8 

9 EmpZoyee Senices. The Company will advise and assist the Clients in connection 
with employee relations mattars, inchuling recruihent, employee placement, training, 
compensation, safe+.y, faboF relation6 and health, welfare and employee benefits.J&e C o m w  

10 Engineering and Research Services. The Company will advise and assist the 
Clients in connection with the engineering phases of all construction and operating matters, 

and designs, w e e r i n g  aQa 
on of engineering procedures, 

and supervision and inspection of construction. The Company will also conduct both basic and 
specific research in fields related to the operations ofthe Clients. 

Gar Dirpntching Services. The Company wil l  advise and assist the Clients in the 
dispatching of the gas supplies available to the Clients, and in determining and effecting the most 
efficient routing and diskibution of such supplies in the light of the respective needs therefor and 
the applicable laws and regulations of governmental bodies. If requested by the Clients, the 
Company will provide. a central dispatcher or dispatchem to handle the routing and dispatching 
ofgas. 

I 
11 

2 
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12 Information Technology 5kndce.v. The Company ~ L a d ~ ~ d & t p i w k b  

p. Th . .  

-that timely upgrades are made to meet the demands of the Clients. The Company who 
maintains infomation concerning the disposition and location of Infomation Technology assets. 

Information S m ’ c a .  The Company will advise and assist the Clients in matters 
involving the fumishiog of information to customers, employees, investors and other inter&ed 
groups, and to the public generally, inchiding the preparation of booklets, photographs, motion 
pictures and other means ofpresentation, and assistance to Clients in their advertising programs. 

Insurance S...cea. The Company wiU advise and assist the Clients in general 
insurance maters, in obtaining policies, making inspections and settling claims. 

Legal Services. The Company will provide Clients with legal services (including 
legal services, as necessary or advisable, in comedon with or in support of any of the other 
services provided herennder), including, but not limited to, gend corporate matters and internal 
corporate maintenance, contract &af&ing and negotiation, litigation, liability and risk assessment, 
h c i n g ,  securities offerings, state and federal regulatory compliance, state and federal 
regulatory support and rule interpretaton and advice (relating to the all aspects of SEC 
compliance, PUHCA, FERC, FPA, P W A ) ,  bankruptcy and collection matters, employment 
and labor relations mv&&&ions, union contracting, EEOC issues, and all other matters for 
which Clients require such legal services. 

Ofice Space. As mrry fntm time fa time be available, the Company will provide 
suitable space in its offices for the use of the Clients and their officers and employees. 

Uficers. Any Client may, with the consent of the Company, elect to any office of 
the Client any officer or employee o€ the Company whose compensation is paid, in whole or in 
part, by the Company. Services rendered to the Client by such person as an officer shall be 
billed by the Company to the Client and paid for as provided in Articles 3 and 4, and the Client 
shall not be required to pay any compensation direwto any such person. 

Operations &@arc and Planning Services. The Company will advise and assist 

13 

14 

15 

16 

17 

I 18 
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r € ? w  'omd-cond&-m&z-tzs&g, c a l i b ~ & & n . a w J ~ ~  &!&kIUiC-G5, 

nehuorkbodeli~~fm ' l iXma-m&l-  ec ' . and other operating matters. 

19 Purchasing& &Sforage and_QAmsih& Services. The Company will render 
' the dvice and assistance to the Clients in connection w i ' i y i o e s .  

standardization, purcbase&ase. l i c e ~ ~ ~ a n d a ~ ~ ~ ~  of equipment, materials*-a& 

e. The C o ~ u ~ i f l ~ a 8 $ i G c ~ i i + e q w s t 4  and-- 
dim _osrtImf 

s&smd services and the placing of purchase orders for $?&account of the Client. 

Rate Services. The Company will advise and assist the Clients in all rate matters, 
including the design and preparation of schedules and tarif& the analysis of rate filings of 
producers and pipeline suppliers, and the preparation and presentation oftestimony and exhibits 
to reylatory authorities. 

. . .  . 

s u p p l i e s ~ ~ f & & a & l l  ' e c t n a ~ r . ~ ~ a a ~ t h e c  assets, P 

the C l i m k ~ m & i o ~ ~ y ~  the negotiation of murchases ,  

.. 
. . .  .. 

20 

21 Tns Sem'ces. The Company will advise and assist the Clients in tax matters, in 

The Company will advise i d  assist the Clients in 
connection with the purchase, lease, operation and maintenance of motor vehicles and the 
operation of aircraft owned or leased by the Company or the Clients. 

the preparation of tax returns and in connection with proceedings relating to taxes. 

22 Transportation Services. 

23 Treawry Services. The Company provides savices such as cash management, 
long and short term financing for NSource and all Clients, invesbnent of temporarily available 
cash, retirement of Iong term debt, investment management oversight of dl benefits plans, 
special economic studies as requested, and support for various regulatory proceedings, as 
requested. 

24 Land/SimeyfngSentices. The Company wiH provide land asset management, 
land contract management, and surveying services in connection with Clients' acquisition, 
leasing, maintenance, and disposal of interests in real property, inchding the maintenance of 
land records and the recording of instruments relating to such interests in real property, where 
necessary. 

25. . . Czrstonzer R i ~ ~ ~ ~ ~ C ~ r ~ ~ ~ ~ - ~ ~ ~ ~ - ~ . Q ~ a n y  xcnder 

o '&e&.&& orenaration and issuance of%- 
c-alculating,bill e x c e p t i - i  

. l  rovide cwh mocgs&g~- ewnuq 
&h& r&ed s e &,%!.Lam 
W e s '  u e r t s  andrin&unc&ms.3 . -  
EmYe%.amu.nLrec -. -- onc&Lbns.v&d~.qg&d.datcd services tocfient associated with 

acco qebabt_cQe &gag .-ox& &gx&c&wfrs.v.mue. a n d m m a m ~ & s  
-r contact and related s-J& .. - 6ns cqs@wmmm- w e  t 
-dlninis@h : mmgemgnt&&~orner reintiQnshim: comunicatiQB 

e-wmrnencem-&tenan ce md disco&gggafaervice: sales of mwd- 
.oducts and sedcez the receiot an$.pr.wssb of emereencv calls: the&- 

1 ' . r pnses  . is ~ g ~ U f x 2 & O ~ ~ J g q - ,  takean , 4 
@tional ui 
&msxmm.m&md es 
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a Miscellaneous Services. The Company will render to any Client such other 
services, not hereinabove described, as may properly be rendered by the Company to such Client 
within the meaning and intent of the Public Utility Holding Company Act of 1935 and any other 
applicable statutes and the orders, rubs and regulations of the Securities and Exchange 
Commission and any other govemental bodies having jurisdiction, as from time to time the 
Company may be equipped to render and such Client may desire to have performed. 

I 

ARTICLE3 

ALLOCATION MEXHODS 

1 &eczzc Direct Salmy Chwges to Clients. To the extent that time spent by the 
officers and employees of the Company rendering services herennder is related to services 
rendered to a specific Client, a direct salary charge, computed as provided in Article 4, shall be 
made to such Client 

Apporloned Direct Snlary Charges to Clients. To the extent that the time spent 
by such officers and employees is related to services rendered to the Clients generalis or to any 
specified group of the Clients, a direct salary charge, computed as provided in M c k  4, shall be 
made to the Clients generally, or to such specified group of the Clients, and allocated to each 
such Client wing ah allocation method approved by the Secwities and Exchmg~ Commission as 
set forth on Exhibit Ahereto. 

2 

3 Direct Suhy Charges for Services to fhe Company. To the extent that time spent 
by any officer or employee of the Company is related to services rendwed to thr: Company, a 
direct salary charge computed as provided in Article 4 shall be allocated among the Clients in the 
same proportions which the direct salary charges to such Clients made pursuant to Sections 1 and 
2 of this Article IT& for services of officers and employees, bear to the aggregate of such direct 
salary charges. 

4 Apportionment of Empkyee Bene@. .The employee benefit expenses which are 
. related to direct salary charges made pursuant to sub-paragraphs (l), (2) and (3) of M c l e  3 shall 
be apportioned among the Clients, as applicable, in the proportions which the regsective direct 
salary charges made pursuant to the rendedg of such services to each such Client bear to the 
aggregate of such direct salary charges. 

other Expenses. All expenses, other than salaries and employee bene& expenses 
incurred by the Company in connection with services rendered to a specific Client shall be 
charged directly to such Client. AU such expenses incurred by the Company in connection with 
services rendered to the Clients generally or to any specified group of Clients shall be 
apportioned in the manner set forth in Section 2 of this Article 3 for the apportionment of salary 
charges. AU such expenses incwed by the Company in connection with services rendered to the 
Company shall be apportioned in the manner set forth in Section 3 of this Article 3 for the 
apportionment of salary charges. 

5 
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ARTICLE 4 

COMpTpTaTxON OB' SALARY CHARGES 

Diyect SnZury Charges The direct salary charge per hour which shall be made for the 
time of any officer or employee for services rendered in any calendar month shall be computed 
by dividing his total compensation for such month by the aggregate of (1) the number of 
scheduled working hours for which he was compensated, including hours paid for but not 
worked, and (2) hours worked in excess of his regular work schedule, whether or not 

6 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

OFFICE OF 
PUBLIC UTlLlTY REGULATION 

October 6,2005 

Mr. William T. Baker, Jr. 
Counsel for NiSource Corporate Service Company 
Thelen Reid & Priest LLP 
875 Third Avenue 
New York, NY 10022 

RESPONSE OF THE OFFICE OF 
PUBLIC UTILITY REGULATION 
DIVISION OF INVESTMENT MANAGEMENT 

By your letter dated June 30,2005 and your email of September 19,2005 (collectively 
“60-Day Letters”), NiSource, Inc. (“NiSource”), a registered holding compmy, and its 
subsidiary, NiSource Corporate Services Company (“NCSC”), notified the Commission 
that it proposes to outsource functions of the NCSC Service Agreement (‘(Agreement”). 

The 60-Day Letters are a result of an Order (October 30,2000, HCAR 27263) and a letter 
dated Januxy 14,2005 that required NiSource to give written notification to the’. 
Commission of changes made to NCSC not less than 60-days prior to the proposed 
effectiveness of the change. 

NCSC and International Business Machines Corporation (“IBM’) have entered into an 
agreement (“IBM Agreement”) under which IBM will provide a range of business 
support services to NCSC, including processes within human resources, finance and 
accounting,. supply .chain (procyaient), customer contact, meter-to-cash (billing and 
collections) and-iiiomtttjon technd-logy areas. . i‘hes::,hcfiiins .will be carried.oukty 
IBM jointly with, and under the diiection ind pblicy of, NCSC Bnd NiSo&&. Under the 
terms of the IBM Agreement, which becomes effective on July 1,2005,572 employees 
of NCSC and other -subsidiaries of NiSource are expected to become employees of IBM 
or its subcontractors. In addition, another 445 positions will be eliminated by NCSC and 
its associate companies during the balance of this year and in 2006. Of this total 1017 
employees, 673 are employees of NCSC and, of these NCSC employees, 375 will 
become employees of IBM performing similar functions for NCSC. .The agreement with 
IBM will not affect the methods of allocation NCSC uses to assign costs. Under the 
current SEC approved Agreement, NCSC has the option to obtain resources from third 
parties in order to carry out its functions. 

.I 
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The 10-year agreement is estimated to deliver upwards of $530 million in operating and 
capital cost savings to NiSource over the term of the contract, as well as provide 
technology advances and enhanced service capabilities. NiSource’s cost to achieve this 
will include $35 million in one time severance expenses and approximately $35 million 
in transition costs. In addition, NiSource expects to incur approximately $50 million in 
governance costs over the IO-year life of the IBM Agreement, and will report a $21 
million one-time, non-cash pension expense related to severed employees and employees 
who accept positions with IBM. 

The description of services performed under the Agreement have been clarified in 
Appendix A of the 60-Day letter. No other changes to the agreement, including the 
methods of allocation, have been made. 

It is our opinion, based on the particular facts and representations stated in your letters, 
that NiSource’s proposal is consistent with the 60-Day Letter procedures authorized by 
the Commission in it’s order dated October 30,2000 (“2000 Order”). Furthermore, it 
does not appear that a declaration is necessary with regard to the proposed changes. 

Because this determination is based on the facts and representations in your letters, you 
should note that any different facts or circumstances might require a different conclusion. 
Pursuant to the 2000 Order, NiSource is required to givefurther written notification to 
the Commission with regard to changes in the’organization of NCSC, the type and 

;’ ’ character of the companies to be serviced, the methods of allocating costs to associate 
companies, or in the scope or character of the senices to be rendered subject to section 
13 of the Act, or any rule, regulation or order thereunder.: 

. .  

.< ’  . . i  
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Sincerely, 

Branch Chief, Auditing 
And Financial Policy and 
Chief Financial Analyst 



Public Service Commission Data Request Set 2 
Question No. 68 

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 APRIL I O ,  2007 

Question No. 68 

Refer to the Application, Schedule L, Sixty Ninth Revised Sheet No. 5, the red- 
line version. Footnote 1 of the tariff page states that ”The Gas Cost Adjustment 
applicable to a customer who is receiving service under Rate Schedule GS or IUS and 
received service under Rate Schedule SVGTS shall be $10.4012 per Mcf only for those 
months of the prior twelve months during which they were served under Rate Schedule 
SVGTS.” The GS and IUS rate sheets show a Gas Cost Adjustment (“GCA) of $8.4354 
per Mcf. Explain why the GCA is different for these customers if they were served under 
Rate Schedule SVGTS in the prior twelve months. 

Response of Columbia Gas of Kentucky: 

Please refer to Sheet 32 of Columbia’s tariff, ACTUAL COST ADJUSTMENT. The rate 
in the footnote is computed in Columbia’s Gas Cost Adjustment filings. The rate is 
different because as a Rate Schedule SVGTS customer, the customers would have 
purchased their natural gas commodity from a marketer in the Choice program and not 
Columbia. Therefore, the customers are not subject to the overhnder recovery 
component of the natural gas purchases and the GCA is different. 



Public Service Commission Data Request Set 2 
Question No. 69 

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 APRIL 10,2007 

Question No. 69 

Refer to the Application, Schedule L, Sixty Ninth Revised Sheet No. 91, the red- 
line version. Columbia currently has a proposed tariff pending with the Commission in 
Case No. 2005-001 84’ regarding interruptible rates and banking and balancing service. 

a. Has Columbia incorporated all of the proposed changes in Case No. 
2005-001 84 into this case’s proposed tariffs? 

b. If no, identify which tariff revisions from Case No. 2005-00184 are not 
incorporated. 

c. If no, has Columbia discussed this with Constellation New-Energy Gas 
Division, LLC (“Constellation”)? 

d. If Columbia has discussed the revisions with Constellation, is 
Constellation in agreement with the applicable proposed tariffs in this 
case? 

Response of Columbia Gas of Kentucky: 

a. Yes, all of the proposed changes in Case No. 2005-00184 and shown on the 
proposed Sheets 91 and 91a of Columbia’s tariff have been incorporated into 
the proposed tariffs on Sheets 91 and 92 in this case. 

0 Additional changes are proposed in this case, specifically: 
Changing the description of the service section from Volume Bank to 
Bankina and Balancina Service, 

0 Changing the cash-out provision to an indexed gas price, 
Adding a financial incentive for the customer to abide by the allowed bank 
tolerance and defining the failure to abide by the bank tolerance as an 
“imbalance”, 
Substituting the term “Balancing Service Interruption” for the term “Daily 
Delivery Interruption”, and 
Adding a provision to permit and allow “Monthly Bank Transfers”. 

b., c., and d. Not applicable 





Public Service Commission Data Request Set 2 
Question No. 57 

Columbia Gas of Kentucky Respondent: Panpilas Fischer 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 57 

Refer to the Direct Testimony of Panpilas W. Fischer, page 3. 

a. In calculating the Kentucky income taxes shown in the Application, did 
Mr. Fischer utilize the 6 percent or the 7 percent tax rate? Explain the 
response. 

b. If the 7 percent tax rate was used, submit a recalculation of all schedules 
and the determination of the revenue requirements using the 6 percent 
tax rate. 

Response of Columbia Gas of Kentucky: 

a. The 6% tax rate was utilized to calculate Kentucky income taxes because this 
is the rate in effect as of 1-1-07. 

b. N/A. Revenue recognition has already been determined using the 6% 
income tax rate. 





Public Service Commission Data Request Set 2 
Question No. 58 

Columbia Gas of Kentucky Respondent: June M. Konold 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 58 

Refer to the Direct Testimony of June M. Konold (“Konold Testimony”), pages 3 
and 4. 

a. What situation or circumstance was Statement of Financial Accounting 
Standards No. 158 intended to address? 

b. Concerning Columbia’s requested accounting treatment, has FERC 
previously authorized an accounting treatment similar to Columbia’s request 
for pension and other post employment benefits? Explain the response. 

Response of Columbia Gas of Kentucky: 

a. SFAS No. 158 requires an employer to recognize the over funded or under 
funded status of a single-employer defined benefit postretirement plan as an 
asset or liability in its statement of financial position and to recognize changes 
in that funded status in the year in which the changes occur through 
comprehensive income of a business entity. SFAS No. 158 also requires an 
employer to measure the funded status of a plan as of the date of its year- 
end statement of financial position. 

b. Columbia of Kentucky is not aware of any previous FERC authorizations or 
denials of accounting treatment for pension and other post employment 
benefits similar to Columbia’s proposal. 

On March 29, 2007, the FERC provided guidance to all jurisdictional entities 
to ensure proper and consistent implementation of SFAS No. 158 for FERC 
financial reporting purposes. As stated in that guidance, “this guidance is for 
FERC financial accounting and reporting purposes only and is without 
prejudice to the ratemaking practice or treatment that should be afforded the 
items addressed herein.” 





Public Service Commission Data Request Set 2 
Question No. 59 

Columbia Gas of Kentucky Respondent: June M. Konold 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 59 

Refer to the Konold Testimony, page 5, and Attachments JMK-1 and JMK-2. For 
purposes of this question, assume the following: 

Columbia's request for the PlSCC is approved as proposed. 

The assumptions presented in Attachment JMK-1 are still in force. 

Columbia files a new general rate case, with a test year ending in December 
of the same year as the assumptions in Attachment JMK-1. 

The rates as proposed in the new general rate case become effective in June 
of the year following the period shown in Attachment JMK-1. 

a. Extend the calculations shown in Attachment JMK-1 through to the 
appropriate date based on the assumptions and show the accounting 
entries reflecting the incorporation of the PlSCC into base rates. 

b. Provide the accounting entries to reverse the deferrals shown in 
Attachment JMK-2 and indicate when those reversing entries would be 
made to Columbia's books. 

- 
9 

Response of Columbia Gas of Kentucky: 

a. 
the extension of the calculations shown in Attachment JMK-1 and the accounting entries 
reflecting the incorporation of the PlSCC into base rates. 

Using the assumptions outlined above, below are the journal entries that reflect 

1. To record monthly PlSCC charges to the work order from July through 
May. (Total amount recorded for this period would be $363 x 11 months 
= $3,993) 

Dr. 101 (Special Sub-Account) $ 363 
Cr. 432-PISCC $ 363 

Page 1 of 3 



Public Service Commission Data Request Set 2 
Question No. 59 (Cont'd) 

Columbia Gas of Kentucky Respondent: June M. Konold 

At the end of May, the Plant Account would contain $85,000 related to 
Gas Plant In Service and $4,858 related to PlSCC or a total of $89,858. 

Gas Plant In Total 
Service PlSCC Plant 

January,Xl $ 25,000 5 - 5 25,000 
February 5 30,000 
March 5 20,000 
April 5 10,000 
May 5 
June $ 
JdY $ 
August 5 
September 5 
October 5 
November 5 
December 5 
January.% $ 
February 5 
March 5 
April 5 
May 5 

Total 5 85,000 

5 -  $ 30,000 
$ -  $ 20,000 
5 160 5 10,160 
5 342 5 342 
5 363 $ 363 
$ 363 $ 363 
5 363 5 363 
$ 363 $ 363 
5 363 5 363 
$ 363 5 363 
5 363 5 363 
5 363 $ 363 
$ 363 5 363 
5 363 $ 363 
5 363 5 363 
5 363 $ 363 
$ 4.858 5 89,858 

2. Assuming an annual depreciation rate of 2.66%, the following entry would 
be made in June to record the monthly amount included in customer bills for 
PlSCC and Gas Plant in Service. ($89,858 x 2.66%)/12 = $199 

Dr. 14x -Accounts Receivable $ 199 

Dr. 403 - Depreciation Exp. $ 199 

Cr. 48x - Revenue $ 199 

Cr. 108 - Acc. Provision for Depr. $ 199 

b. The accounting entries to reverse the deferrals shown in attachment JMK-2 would 
occur as amounts attributable to these deferrals are collected in rates. The entries to 
record the reversals are as follows: 

1. To record the monthly amount included in customer bills for depreciation 
and property taxes. (Entries would commence in June based on the 
assumptions in the request.) 

Dr. 14x -Accounts Receivable $ x x x  
Cr. 48x - Revenue $ xxx 

Page 2 of 3 



2. To 

Public Service Commission Data Request Set 2 
Question No. 59 (Cont'd) 

Columbia Gas of Kentucky Respondent: June M. Konold 

rode the regulatory asset over the life of the asset and recognize 
depreciation and property tax expense as amounts are included in rates. 

Dr. 403 - Depreciation Expense $ xxx 
Dr. 408 -Taxes Other Than Income $ xxx 

Cr. 182 - Regulatory Asset $ xxx 

Page 3 of 3 





Public Service Commission Data Request Set 2 
Question No. 60 

Columbia Gas of Kentucky Respondent: Kelly L Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 60 

Refer to the Application, Schedule 8-3.2. 

a. The following accounts appear to be fully depreciated as of test-year end. 
Explain in detail why a depreciation expense has been calculated for the 
account. 

1. Account No. 375.20 - Structures & Improvements-City Gate M&R. 
2. Account No. 375.30 - Structures & Improvements-General M&R. 
3. Account No. 378.10 - M&R Station Equipment-General. 
4. Account No. 392.21 - Transportation Equipment-Trailers $1,000 or 

less. 
5. Account No. 394.20 - Tools, Shop & Garage Equipment-Shop 

Equipment. 

b. Explain why the following accounts show a zero or negative balance for 
depreciation reserve and why there is a calculated depreciation expense for 
the account. 
I. Account No. 303.10 - Miscellaneous Intangible Plant-DIS Software 
2. Account No. 391 .I 1 -Office Furniture & Equipment-Data Handling. 
3. Account No. 394.10 - Tools, Shop & Garage Equipment-Garage & 

Service. 

Response of Columbia Gas of Kentucky: 

a. (1-5) In Schedule B 3.2, the depreciation expense represents a forecasted 
estimate and was calculated on all depreciable accounts based on the plant 
balance times the proposed accrual rates. This would include the five 
accounts in question. However, because these accounts are fully reserved, 
the presentation should exclude a calculation for them. The effect would be 
to reduce the expense in the Schedule by $8,714. 

Account 303.10 is an amortized account. In Schedule B 3.2, all accounts 
that are amortized were presented at their actual annual expense, based on 
history. However, since this account is now completely retired, the 
presentation should exclude this historical amount. The effect would be to 
reduce the expense in the Schedule by $109. 

b. (1) 
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Public Service Commission Data Request Set 2 
Question No. 60 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L Humrichouse 

Account 391.1 1 is an amortized account that is amortized over a 15 year 
period. The rate of 6.67%, or 1/15", is applied to the account and the assets 
are retired as they reach their 15" year of accrual. However, the account 
contains a plant asset recorded with a cost of -$20,000 that is approximately 
half amortized. The impact of the accrual on this specific asset has affected 
the reserve for this account to be negative. An investigation of the amount 
determined that the -$20,000 should have been recorded against Account 
391.10, which is amortized over a 20 year period. A transfer of the charge 
and its reserve will be made and Account 391.1 1 will no longer have a 
negative reserve balance. The annual impact on depreciation will be a 
reduction of $334. 

Account 394.10 is an amortized account that is amortized over a 25 year 
period. The rate of 4%, or 1/25~'~, is applied to the account and the assets 
are retired as they reach their 25'h year of accrual. However, the account 
includes a retirement work order charge from October 2004 for the removal 
of a Lexington diesel tank for $13,799. This cost has impacted the reserve 
to its current negative balance. An investigation of the transaction 
determined that the charge should be transferred to the depreciable Account 
375.70, Structures & Improvements to ensure the future accrual, which will 
transpire once a new study is performed. Furthermore, Account 394.1 0 will 
no longer have a negative reserve balance. 

b. (2) 

b. (3) 
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Public Service Commission Data Request Set 2 
Question No. 61 

Columbia Gas of Kentucky Respondent: Kelly Hurnrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 61 

Refer to the Application, Schedule 8-4. Are any of the construction work in 
progress ("CWIP) balances shown on this schedule subject to Allowance for Funds 
Used During Construction ("AFUDC) treatment? If yes, indicate the accounts and the 
balance subject to AFUDC. 

Response of Columbia Gas of Kentucky: 

The following accounts are subject to the application of AFUDC: 

303.30 
374.40 
375.40 
375.70 
376.00 
378.20 
380.00 
381.00 
382.00 
383.00 
385.00 
387.45 

MlSC INTANGIBLE PLANT 

REGULATING STRUCTURES 
OTHER STRUCTURES 
MAINS 

SERVICES 
METERS 
METER INSTALLATIONS 
HOUSE REGULATORS 
IND M&R EQUIPMENT 

LAND RIGHTS-OTHER DIST 

M&R EQUIP-REG 

OTHER EQ-TELEMETERING 

$87,010 
$69,237 
$23,004 
$3,324 
$2,308,886 
$147,019 
$71,431 
$501 
$94,258 
$48,282 
$68,865 
$67,178 





Public Service Commission Data Request Set 2 
Question No. 62 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED April 10,2007 

PSC CASE NO. 2007-00008 

Question No. 62 

Refer to the Application, Schedule 8-52. Explain in detail why Columbia has 
included purchased gas expense and liquefied petroleum gas expense in its 
determination of cash working capital. 

Response of Columbia Gas of Kentucky: 

The purchased gas expense and liquefied petroleum gas expense included on Schedule 
8-5.2 represents employee labor and any assigned labor related expense as a result of 
chart reading for dual purpose meters. These costs are recovered through base rates, 
rather than the gas cost mechanism. 





Public Service Commission Data Request Set 2 
Question No. 63 

Columbia Gas of Kentucky Respondent: Kelly Humrichhouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 63 

Refer to the Application, Schedule C-2.2. For each of the accounts listed below, 
explain the reason(s) for the change in the account balance between the prior year and 
the test year. 

a. Account No. 421 - Miscellaneous Non-Operating lncome - Gain on the 
Disposal of Property, sheet 2 of 11. 

b. Account No. 430 - lnterest Expense - Parent Company Debt, sheet 2 of 11. 

c. Account No. 480 - Residential Revenue, sheet 2 of 11. 

d. Account No. 481.1 -Commercial Revenue, sheet 2 of 11. 

e. Account No. 481.2 - Industrial Revenue, sheet 3 of 11. 

f. Account No. 489 -Transportation Revenue - Commercial, sheet 3 of 11. 

g. Account No. 489 -Transportation Revenue - Residential, sheet 3 of 11. 

h. Account No. 495 - Other Gas Revenue, sheet 4 of 11. 

i. Account Nos. 801-803 - Natural Gas Field & Transmission Line Purchases, 
sheet 4 of 11. 

j. Account No. 804 - Natural Gas City Gate Purchases, sheet 5 of 11. 

k. Account No. 805 - Other Gas Purchases, sheet 5 of 11 

I. Account No. 806 - Exchange Gas, sheet 5 of 11. 

m. Account No. 808 - Gas Withdrawn from Storage, sheet 5 of 11. 

n. Account No. 903 - Customer Records & Collections - Utility Services, sheet 
8 of 11. 

0. Account No. 904 - Uncollectible Accounts, sheets 8 of 11, 
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Public Service Commission Data Request Set 2 
Question No. 63 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly Humrichhouse 

p. Account No. 920 - Administrative and General Salaries, sheet 10 of 11. 

q. Account No. 926 - Employee Pensions and Benefits, sheet 11 of 11. 

Response of Columbia Gas of Kentucky: 

a. Account 421-Miscellaneous Non-Operating Income increased $.9 million 
primarily due to additional off-system sales capacity release revenue sharing 
whereby Kentucky and its customers share equally the revenue generated 
from these transactions. 

b. Account 430-Interest Expense-Parent Company Debt decreased $.7 million 
primarily due to lower interest rates. 

c. Account 480-Residential Revenue increased $19.7 million primarily due to 
higher gas cost recovery rates. 

d. Account 481 .I-Commercial Revenue increased $18.3 million primarily due to 
higher gas cost recovery rates and higher sales volumes. 

e. Account 481.2-Industrial Revenue increased $.5 million primarily due to 
higher gas cost recovery rates. 

f. Account 489-Transportation Revenue-Commercial decreased $2.0 million 
primarily due to less CHOICE throughput. 

g. Account 489-Transportation Revenue-Residential decreased $2.4 million 
primarily due to less CHOICE throughput. 

h. Account 495-Other Gas Revenue increased $7.1 million primarily due to 
higher off-system sales arrangements. Revenue recorded for off-system 
sales is offset dollar for dollar in gas costs. 

i. Account 801-803 Natural Gas Field &Transmission Line Purchases 
increased $22.2 million primarily due to higher non-local short term gas rates 
and volumes purchased. 

j. Account 8OQNatural Gas City Gate Purchases decreased $14.0 million 
primarily due to lower short term city gas purchases. 

k. Account 805-Other Gas Purchase increased $25.9 million primarily due to 
recording deferred gas costs for transportation end users bank volumes. The 
end user deferred costs were slightly offset by the amortization of an actual 
cost adjustment and the deferral of current period over/under recovery of gas 
costs. 
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Public Service Commission Data Request Set 2 
Question No. 63 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly Humrichhouse 

I. Account 806-Exchange Gas expense decreased $33.6 million primarily due 
to recording gas costs for transportation end users bank volumes. 

m. Account 808-Gas Withdrawn from Storage expense increased $43.2 million 
primarily due to higher storage injections and higher rate in 2005. 

n. Account 903-Customer Records & Collections expense decreased $1 .O 
million primarily due to activities related to the IBM agreement. The IBM 
costs for customer records and collections are billed to Kentucky via the 
Service Corporation monthly bill and charged to account 923. 

0. Account 904-Uncollectible Accounts expense increased $.3 million primarily 
due to higher charge-offs. 

p. Account 920-Administrative and General Salaries decreased $.7 million 
primarily due to the reversal of the company bonus accrual and lower 
severance costs. 

q. Account 926-Employee Pensions and Benefits decreased $1.1 million 
primarily due to a reduction in accrued pension expense. 
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Public Service Commission Data Request Set 2 
Question No. 64 

Columbia Gas of Kentucky Respondent Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 64 

Refer to the Application, Schedule D-2.1. 

a. Refer to sheet 3 of 6. Define the term “non-traditional sales” as it is 
used for this proposed adjustment. 

b. Refer to sheet 6 of 6. Would Columbia agree that the most current 
PSC Assessment rate should be utilized when the Commission 
makes its determination of the revenue requirement? 

Response of Columbia Gas of Kentucky: 

a. The term “non-traditional sales” refers to arrangements that result in 
revenues generated by Columbia Gas of Kentucky beginning April 1, 
2005 for the sale of unbundled or rebundled gas supply and capacity 
products, including the sale of a right to such arrangements. Such 
arrangements are defined to include, but are not limited to: flowing 
gas sales, incremental gas sales, physical gas options, exchanges 
and contract management fees. Columbia Gas of Kentucky also 
includes arrangement for marketed capacity release within the term 
“off system sales.” 

b. The PSC Assessment used in the development of the revenue 
requirement represents the most recent assessment received by 
Columbia Gas of Kentucky and covers the period July 1,2006 through 
June 30,2007. 





Public Service Commission Data Request Set 2 
Question No. 65 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED April I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 65 

Refer to the Application, Schedule D-2.6. 

a. Explain in detail why Columbia believes it should be permitted to 
recognize depreciation expense on CWlP balances. 

b. Provide a calculation of the annualized depreciation expense using the 
test-year-end balances for plant in service and the current depreciation 
rates. 

Response of Columbia Gas of Kentucky: 

a. Although not yet booked to Account 101-Gas Plant in Service, a portion of 
the Construction Work in Progress (CWIP) dollars were in service and 
provided a benefit to the customers as of September 30, 2006. $416,315 
of the $3,021,930 total CWlP balance as of September 30,2006 has 
been identified as being in service. 

b. See response to data request 2007-00008 AG Set 1-008 Attachment 1. 





Public Service Commission Data Request Set 2 
Question No. 66 

Columbia Gas of Kentucky Respondents: Kelly L. Humrichouse &Susanne M. Taylor 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 66 

Refer to the Application, Schedule D-2.8. 

a. Provide supporting documentation for the amounts shown on Schedule D- 
2.8, sheet 1 of 2, for lines 1, 5, and 6. 

b. Explain why the $188,891 on line 9 of Schedule D-2.8, sheet 1 of 2, is treated 
as a positive amount while on WPD-2.8 the amount is negative. 

c. Refer to Schedule D-2.8, sheet 2 of 2. Explain in detail why it is reasonable 
to amortize these one-time costs over a 3-year period. Include any analyses 
or studies performed by or for Columbia that support this recommendation. 

d. For each line item of one-time costs shown on Schedule D-2.8, sheet 2 of 2, 
indicate how many years Columbia, NiSource, and NCSC should benefit from 
the cost changes. 

Response of Columbia Gas of Kentucky: 

A. Supporting documentation for the amounts shown on Schedule D-2.8, sheet 1 of 
2, for lines 1, 5, and 6 are provided in PSC-2-066 Attachment a - Line 1, PSC-2- 
066 Attachment a - Line 5, and PSC-2-066 Attachment a - Line 6. 

The three out-of-period charges and credits for the year Oct 05 - Sept 06 are: B. 

1. ($140,572) represents amortization of employee outplacement costs over 
a 6 month period. 

2. ($138,598) represents revisions of benefit expenses that were recorded in 
the prior year. 

3. $90,279 represents revisions of severance expenses that were recorded 
in the prior year based on the original severance model assumptions. 

These adjustments were made to exclude non-recurring items reflected in 
Columbia’s test year expense level and not otherwise adjusted. These 
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adjustments are positive on Schedule D-2.8 Sheet I of 2 to reverse the negative 
non-recurring entries as shown on WPD-2.8. 

An analysis was performed to review the time between rate cases using various 
methods. A three year amortization was chosen because it represents an 
outcome falling in the middle of these outcomes. 

The average time, in months, between rate cases for Columbia since 1975 is 
35.16. The average time between rate cases for the last 5 Columbia rate cases 
is 45.75 months. However, this average changes to 40.33 months based upon 
inclusion of step increases effective 10/1/1995 and 10/1/1996 as a result of the 
settlement related to Case 94-179. An average of all cases since 1975 excluding 
the shortest and longest periods provides an average of 31.21 months. This 
detail is provided on WPD-2.7 Sheet 1 of 1. 

Please see the response provided for AG Data Request Set 1 Data Request 041 
which refers to LG&Es 3 year amortization as a result of Case No. 2003-0043. 

"Cost Changes" have been defined as lower capital investments andlor lower 
expense levels for consideration of this response. As such, this response will not 
consider customer service enhancements. Items listed on D-2.8 Sheet 2 of 2 
lines, 4,5,6,9,10,11, and 13 do not all align directly with the transition of one effort 
or function but instead are more comprehensive in nature. 

Exclusive of general rate cases, Columbia will experience cost changes from 
capital investment projects over the expected life of the system. An amortization 
will be recognized annually to deplete the anticipated useful life of each asset 
group. Amortizations of Information Technology systems generally range from 5 
to 10 years. Information technology investments can out last this expected life 
and continue to provide support beyond the amortization period or can be 
superseded by improved technology prior to the end of its remaining "book life. 
Cost changes from lower expense levels can be expected to continue through 
the end of the IBM contract period. 

Inclusive of a general rate case, cost changes embedded in the cost of service 
level are passed along to customers through the development of a lower revenue 
requirement and are, therefore, not retained as a cost change. 

C. 

D. 
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Case No. 2007-00008 

Attachment - a, Line 1, page 1 of 1 
Supporting Documentation for Schedule D-2.8, sheet 1 of 2, line 1 
Test Year Corporate Service Bills 

PSC-2-066 

Test Year Corporate Service Contract Bills' 
October-05 

November-05 
December-05 

January-06 
February-06 

March-06 
April-06 
May-06 

June-06 

August-06 
July-06 

1,107,727.40 
920,667.79 
997,317.1 6 
237,422.65 
840,975.48 
978,913.78 
981,893.32 
668,066.96 
837,339.92 
954,042.34 
754,635.91 

September-06 771,347.03 
Grand Total of Actual Contract Bills 10,050,349.74 

Corporate Service Bill Estimate 9/05 reversal* 
Corporate Service Bill Estimate 9/06 estimate* 

(1,170,262.00) 
661,707.00 

Test Year Corporate Service Billings 9,541,794.74 

* Corporate Service bills the affiliates on a one-month lag; therefore, an estimate 
is used in the current month bookings, and then reversed out the subsequent month. 



Case No. 2007-00008 
PSC-2-066 
Attachment - a, Line 5, page 1 of 3 
Supporting Documentation for Schedule 0-2.8, sheet 1 of 2, line 5 
Contractual IBM Increase to 2007 Level 

Total NiSource Total NiSource Total NiSource 
Test Year Calendar Year Calendar Year CKY CKY Portion 

(A) (B) (B)-(A)=(C) (D) ( C W )  
Detailed Annual Service Fees by Tower ($) 9/30/2006 2007'* 2007 over 2006 Allocation ' of 2007 

IT 71,473,151 .OO 90,149,321 .I3 18,676,170.13 3.06% 571,490.81 
Finance 9,100,869.00 12,834,617.78 3,733,748.78 3.22% 120,226.71 
HR 8,520,398.00 6,220,169.11 (2,300,228.89) 2.41% (55,435.52) 
Supply Chain 4,478,806.00 7,102,300.09 2,623.494.09 3.19% 83,689.46 
Meter to Cash 27,243,910.00 29,081,96427 1,838,054.27 5.18% 95,211.21 
Contact Centers 
Sales Centers 
Annual Service Fees 

18,092,836.00 19,343,513.86 1,250,677.86 3.70% 46,275.08 

139,355,856.00 165,578,185.00 26.222.329.00 3.29% 861,457.75 
445,886.00 846,298.77 400,412.77 0.00% 

Capital Transfer (3.22%) *** (27,738.94) 

Contractual IBM Increase for 2007 Level 833,718.81 

* Obtained by computing CKY's portion of total NiSource IBM fixed costs by Tower for the Test Year ended 9/30/06 
Refer to Attachment a - Line 5, page 3 of 3 for CKY allocation percentages 

**Amounts obtained from Amendment 14 of the IBM Contract Dated 11/21/06 + Delta SC from Amendment 15, 
Refer to Attachment a - Line 5, page 2 of 3 for annual contract amounts with IBM 

*** Capital percentage used was the average capital transfer rate from the prior twelve months actuals. 





Case No. 2007-00008 

Attachment - a, Line 5, page 3 of 3 
Supporting Documentation for Schedule D-2.8, sheet 1 of 2, line 5 
Contractual IBM Increase to 2007 Level 

PSC-2-066 

Detailed Annual Service Fees by Tower ($) 

IT 
Finance 
HR 
Supply Chain 
Meter to Cash 
Contact Centers 
Sales Centers 
Annual Service Fees 

Total NiSource 
Test Year 
9/30/2006 

(A) 
71,473,151 .OO 
9,100,869.00 
8,520,398.00 
4,478,806.00 

27,243,910.00 
18.092.836.00 

CKY's Portion 
of Test Year Costs 

At 9/30/2006 
(B) 

2,186,291.44 
292,607.29 
205,200.63 
142,991.48 

1,411,592.93 
669.048.49 

CKY's Percentage 
of Test Year Costs 

At 9/30/2007 
(BMA) 

3.06% 
3.22% 
2.41 % 
3.19% 
5.18% 
3.70% , .  

445,886.00 - 0.00% 
139,355,856.00 4,907,732.26 3.52% 



Case No. 2007-00008 

Attachment - a, Line 6, page 1 of 2 
Supporting Documentation for Schedule D-2.8, sheet 1 of 2, line 6 
Contractual IBM Increase to 2007 Level 

PSC-2-066 

Labor 

Projected February 2007 Labor Attachment - a, page 6 of 6 
Approved merit increase 
Merit 
Annualized 
Gross labor increase for merits 
Capital Transfer (3.22%) 
Net labor increase 

- CKY 

165,804 (1) 
3% 

4,974 

Benefits 

February Benefits 
February Labor 
Percentage 

Net Labor Increase 
Benefit percentage 
Gross Increase in Benefits 
Capital Transfer (3.22%) 
Net Benefits Increase 

Attachment - a, page 6 of 6 47,798 
(1) 165,804 

28.83% (3) 

(2) 57.767 
(3j 28:83% 

16,653 
0.9678 
16,117 

Total NCSC 2007 labor and benefits increase 73,884 



Case No. 2007-00008 
PSC-2-066 
Attachment - a, Line 6, page 2 of 2 
Supporting Documentation for Schedule D-2.8, sheet 1 of 2, line 6 
Contractual IBM Increase to 2007 Level 

DirectFlag Desc Short ResourceType ResourceTypeDesc CKY 
Direct Labor 1000 Hourly Labor - Overtime. 1,420.06 

1003 Salaried Labor 
Labor Total 

Indirect Benefits 9005 
9007 
9008 
9009 
901 0 
901 1 
901 3 
9022 
9023 
9024 
9025 

Pension and Retirement Plans 
Thrift Plan Expense 
Dental 
Group Life 
Long Term Disability 
Post Ret Benefits (FASIO6) 
Other Benefits 
CMEP 
HMO 
Flex Credits 
Medicare 

164,384.31 
165,804.37 

19,627.47 
6,280.82 
1,193.55 

501.39 
748.42 

6,072.92 
364.12 
831 5 2  

11,823.99 
296.30 

57.41 
47,797.90 

Information pulled from CSSBUD O&M 0&12 Budget data as of January 2007 





Public Service Commission Data Request Set 2 
Question No. 67 

Columbia Gas of Kentucky Respondent: Kelly Hurnrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 67 

Refer to the Application, Schedule 0-2.9. Provide documentation supporting the 
annualized expense for property insurance, workers compensation, and miscellaneous 
other. 

Response of Columbia Gas of Kentucky: 

Please see work paper WPD-2.9, sheet 1 of 3 for the development of the supporting 
documentation for the annualized expense shown on Schedule 0-2.9. This work paper 
represents a print out of the September 30, 2006 payments made by the Company. The 
testimony of Kelly Humrichouse at page 15 lines 16 through 21 further explains the 
annualized expense. 









Public Service Commission Data Request Set 2 
Question No. 70 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 70 

Refer to the Application, WPD-2.2, sheet 2 of 8. 

a. Explain in detail why Columbia proposes to recognize a union pay increase that 
is not effective until December 1, 2007, which is 15 months after the end of the 
test year. 

b. Define the term “Premium Pay” and explain what labor is covered by this 
category of expense. 

c. Explain in detail the basis for the 3.5 percent increase in overtime and premium 
pay. Include in the response the date this increase is to become effective. 

Response of Columbia Gas of Kentucky: 

a. The December 2007 union pay increase is known and measurable and falls 
within the rate year. 

b. Premium Pay includes both shift differential pay and upgrade pay. Under 
Columbia’s bargaining agreement, an employee is paid shift differential pay if the 
employee works the second or third shifts, and an employee who is temporarily 
assigned to a higher rated position is paid the rate of pay of the higher rated 
position, or the upgrade pay. The annual labor level identified as premium pay 
has been provided on WPD-2.2 Sheet 3 of 8. 

c. The basis for the increase in overtime and premium pay includes consideration 
for the application of an anticipated merit increase applied to the overtime and 
premium pay levels as incurred in the test year. 

d. The merit increase of 3.5% for clerical occurred as of March 2007. At the time of 
filing this case, the union contract was not yet ratified. WPD-2.2 Sheet 2 of 8 
used a 2.5% anticipated increase for December 2006 and a 3.0% anticipated 
increase for December 2007 related to union employees. This contract has since 
been ratified and these merit increases and merit dates are both supported by 
this contract. A further per hour rate structure increase was agreed to that is 
effective December 2007 as well. This allows for a 10 cent increase per hour for 
each union employee. 
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Public Service Commission Data Request Set 2 
Question No. 70 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

The estimated 3.5% merit increase used for both premium pay and overtime was 
conservative based upon the now known and measurable sequence of union 
increases. 
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Public Service Commission Data Request Set 2 
Question No. 71 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED April 10,2007 

Question No. 71 

Refer to the Application, WPD-2.3. Explain the reason(s) for the reversal entries 
shown on this workpaper. 

Response of Columbia Gas of Kentucky: 

During the first nine months of the calendar year 2005, the Company was accruing 
incentive costs based on the assumption that performance goals would be achieved. In 
October 2005, the incentive accruals booked through September were reversed. No 
incentive compensation was accrued in the first 9 months of 2006, therefore for the test 
year, twelve months ending September 30, 2006; the company had a credit level of 
incentive compensation recorded in O&M expense as shown on WPD-2.3. 





Public Service Commission Data Request Set 2 
Question No. 72 

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 APRIL I O ,  2007 

Question No. 72 

Refer to the Application, WPD-2.7. For the rate cases listed at lines 9 through 
11, provide the total actual rate case expense incurred by Columbia. 

Response of Columbia Gas of Kentucky: 

The table below shows the amount of rate case expense for Columbia’s last three rate 
cases. Please note that all three cases were settled, therefore, the amounts may have 
been different if the cases were fully litigated. Also, the primary reasons for the increase 
in costs from the 1994 case to the 2002 case, besides inflation over the 8 year period, is 
the need for a depreciation consultant and a class cost of service consultant. 

Case No 90-063 $64,564 

Case No 94-1 79 $95,518 

Case No. 2002-00145 $351,028 





Public Service Commission Data Request Set 2 
Question No. 73 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 73 

Refer to the Application, WPD-2.8. Provide the cost information for the listed 
items as of September 30, 2006. 

Response of Columbia Gas of Kentucky: 

Please refer to responses to Data Requests AG Set 1 Questions 49 and 50 for cost 
information for items listed on WPD-2.8. 





Public Service Commission Data Request Set 2 
Question No. 74 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 74 

Refer to the response to the Staffs First Data Request dated January 25, 2007 
(“Staffs First Request”), Item 16. Columbia was requested 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. The response supplied the information for only Account 
Nos. 101, 105, 106, 107, 108, and 111. These accounts do not constitute each one of 
Columbia’s gas plant and reserve account or subaccounts. Resubmit the response, 
using at a minimum the level of account detail shown in the Application, Schedule B-2.1. 

Response of Columbia Gas of Kentucky: 

Please see the following attachments related to 2007-00008-PSC 2-074: 

Attachment 1 .PDF 

Attachment 2.PDF 

Attachment 3.PDF 

Attachment 4.PDF 

Detail of gas plant account balances contained in accounts 
101/106 for the period IO-04/09-05, 

Detail of gas plant account balances contained in accounts 
101/106 for the period IO-05/09-06, 

Detail of gas plant account balances contained in account 107 for 
the period 10-04/09-06. 

Detail of reserve balances by gas plant account contained in 
accounts 108/111 for the period 10-04/09-06, 

Any differences in account 101 between the balances previously submitted in response 
to PSC question 00016, and those contained in the attachments, are the result of the 
capital lease amounts being contained in account 101, but not reflected in the detail of 
the gas plant accounts. 
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Public Service Commission Data Request Set 2 
Question No. 75 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 75 

Refer to the response to the Staffs First Request, Item 27. 

A. In the response to Item 27(a), Columbia states that no advertising expenses 
were booked to Account Nos. 908, 912, or 913. Explain how Columbia 
records its advertising expense. 

B. Refer to Attachment 27(b). Explain the entries referencing "Power plant" 
transactions. 

Response of Columbia Gas of Kentucky: 

a. When Columbia incurs advertising costs, the amounts are recorded, when 
paid, to the specific FERC account based on the type of advertising. As 
indicated in Schedule C-2-2, Sheet 9 of 11, Columbia did not incur any 
advertising type costs specifically Demonstrating and Selling costs (Account 
912) and Advertising (Account 913) for the last 24 months. 

b. These transactions represent additional costs, both capital and expense, 
pertaining to the implementation and installation of the new software system 
for accounting for fixed capital assets, known as Power Plant. 





Public Service Commission Data Request Set 2 
Question No. 76 

Columbia Gas of Kentucky Respondent Kelly Hurnrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 76 

Refer to the response to the Staffs First Request, Item 28. For each of the 
vendors listed below, provide a description of the nature of the services or goods 
received. 

a. Bermex, Inc. 
b. C. J .  Hughes Construction Co. Inc. 
c. Citibank. 
d. H & H X-Ray Services, Inc. 
e. KU Solutions, Inc. 
f. Reliant Services LLC. 
g. Stanley Pipeline Inc. 
h. Surveys & Analysis Inc. 
i. The Fishel Co. 

Response of Columbia Gas of Kentucky: 

a. Bermex Inc. is a meter reading contractor. 

b. C. J. Hughes Construction Co. Inc. performs construction work such as main line 
installation. 

c. Citibank is the Corporate Card used to pay for service and repairs to company 
vehicles. 

d. H & H X-Ray Services, Inc. X-Rays steel pipe when necessary. 

e. KU Solutions, Inc. provides meter reading services. 

f. Reliant Services LLC locates lines when customers call in. 

g. Stanley Pipeline Inc. is a blanket contractor that performs construction work such as 
main line installation. 

h. Surveys & Analysis Inc. performs inspections, locations and corrosion maintenance. 

i. The Fishel Co. is a blanket contractor that performs construction work such as main 
line installation. 





Public Service Commission Data Request Set 2 
Question No. 77 

Columbia Gas of Kentucky Respondent: Herbert A. Miller, Jr. 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL I O ,  2007 

Question No. 77 

Refer to the response to the Staffs First Request, Item 30. Does Columbia 
agree that expenses associated with its lobbying activities should be excluded for rate- 
making purposes? Explain the response. 

Response of Columbia Gas of Kentucky: 

No, expenses associated with lobbying activities should not be automatically excluded 
for rate-making purposes. Lobbying expenses may be incurred for purposes that benefit 
the utility's customers and employees, such as issues of workplace safety, customer 
rates, pipeline location requirements, and reducing customer risks. Further, where the 
utility incurs lobbying expenses as part of an employee's salary and where such 
expenses are publicly reported, such information is in the public domain for open review. 





Public Service Commission Data Request Set 2 
Question No. 78 

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 APRIL I O ,  2007 

Question No. 78 

Refer to the response to the Staffs First Request, Item 31. Describe the 
activities of Central Kentucky Transmission Company. 

Response of Columbia Gas of Kentucky: 

Central Kentucky Transmission Company (“CKT”) holds an undivided interest equivalent 
to 28,000 Dth/day on Columbia Gas Transmission Company’s KA-I North Facilities. 
CKT is engaged primarily in the business of natural gas transportation and is regulated 
by the Federal Energy Regulatory Commission. CKT was formed in response to 
recommendations of the Commission’s 2002 Management Audit pursuant to 
Administrative Case No. 384 and provides a direct connection to Columbia Gulf 
Transmission Company to serve Columbia’s Lexington, KY market. 





Public Service Commission Data Request Set 2 
Question No. 79 

Columbia Gas of Kentucky Respondent: Herbert A. Miller Jr. 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY THE PUBLIC SERVICE COMMISSION 
ORDER DATED APRIL 10,2007 

Question No. 79 

Refer to the response to the Staffs First Request, Item 45. Describe the current 
status of the working arrangement between Columbia and the Paper, Allied-Industrial, 
Chemical, and Energy Workers International Union. 

Response of Columbia Gas of Kentucky: 

The Paper, Allied-Industrial, Chemical, and Energy Workers International Union merged 
with the United Steelworkers of America effective in April 2006. The Company and the 
United Steelworkers bargained in good faith beyond the expiration of the contract and 
reached a tentative agreement that was subsequently ratified by a majority vote of the 
bargaining unit effective March 1, 2007. 
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