
3617 Lexington Road 
Winchester, Kentucky 40391-9797 

www.deltagas.com 

PHONE: 859-744-61 I1 
FAX: 859-744-3623 

April 26,2013 

Mr. Jeff Derouen 
Executive Director 
Kentucky Public Service Commission 
P 0 Box 615 
Frankfort, ICY 40602-06 1 5 

APR 2 5  2013 

PUBI-IC SERVICE 
COMMISSION 

RE: AN ADJIJSTMENT OF THE PIPE REPLACEMENT PROGRAM RIDER 
OF DELTA NATURAL GAS COMPANY, INC. 
Case No. 2013-00101 

Dear Mr. Derouen: 

Enclosed are the original and 10 (10) copies of the responses to the Commission Staffs Initial 
Request for Information dated April 12,20 13 in the above-styled case. 

Please indicate receipt of this filing by date stamping the enclosed duplicate of this letter 

Sincerely, 

c Connie King 
Manager - Corporate & Employee Services 

http://www.deltagas.com


OF KENTUCKY 

THE PUBLIC SERVICE COMMISSIO~ 

In the Matter of: 

AN ADJUSTMENT OF THE PIPE ) 
REPLACEMENT PROGRAM RIDER OF ) 
DELTA NATURAL GAS COMPANY, INC. ) CASE NO. 2013-00101 

VERIFICATION 

The undersigned, Matthew D. Wesolosky, being duly sworn, deposes and states that he is 

Vice President - Controller of Delta Natural Gas Company, Inc. and that he has personal 

knowledge of the matters set forth in the responses for which he is identified as the witness, 

and the answers contained therein are true and correct to the best of his information, 

howledge and belief. 

STATE OF KENTUCKY ) 
) 

COUNTY OF CLARK 1 

Subscribed and sworn to before me, a Notary Public in and before said County and State, this 
d36 day of April, 201 3. 

(SEAL,) 
Notar ublic JF 

My Commission Expires: 



COMMON~EALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

n the Matter of: 

AN ADJUSTMENT OF THE PIPE ) 
REPLACEMENT PROGRAM RIDER OF ) 
DELTA NATURAL GAS COMPANY, INC. ) CASE NO. 2013-00101 

VERIFICATION 

The undersigned, John R. Brown, being duly sworn, deposes and states that he is Chief 

Financial Officer, Treasurer and Secretary of Delta Natural Gas Company, Inc. and that he 

has personal knowledge of the matters set forth in the responses for which he is identified as 

the witness, and the answers contained therein are true and correct to the best of his 

information, knowledge and belief. 
h 

STATE OF KENTUCKY ) 
1 

CO'CJNTY OF CLARK ) 

Subscribed and sworn to before me, a Notary Public in and before said County and State, this 
07 day of April, 20 13. 

(SEAL) 
Notary F b l i c  

My Commission Expires: 

6/&/2Olc 



F ST 

1. Refer to Delta’s application, Schedule I. Explain the basis for the estimate of 
$(51,150) Actual Collections March 2013 and April 2013 on line 16. 

Response: 

The basis for the estimate is the average monthly PRP billings for the six-months ended 
February 2013. The label for this line has been revised to read “Estimated Collections 
March 2013 and April 2013” on the exhibit included with Item 4.a. 

Sponsoring Witness: 

Matthew D. Wesolosky 



ES 
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2. Refer to Schedule I Line 8 of the application, labeled “Tax expansion factor, w 
PSC (per Case No. 201 0-001 16).” 

a. Explain how the tax expansion is calculated and provide an example 
calculation. 

b. Delta’s Pipe Replacement Program (“PRP”) Rider tariff, Calculation of 
Pipe Replacement Rider Revenue Requirement, under subsection c., 
provides for the weighted average cost of capital to be grossed up for 
federal and state taxes as well as the Public Service Commission (“PSC”) 
Assessment. Confirm that Delta is grossing up revenues for purposes of 
providing a revenue requirement for the PSC Assessment. If not, provide 
an explanation. 

Response: 

a. For the purposes of the PRP mechanism, Delta calculated its tax expansion factor as 
1 + the income tax gross-up factor included in footnote 2 on the attached order from 
Case 20 1 0-00 1 1 6. 

b. Delta is grossing up revenues for the purpose of providing a revenue requirement for 
the PSC Assessment. 

Sponsoring Witness: 

Matthew D. Wesolosky 



COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

APPLICATION OF DELTA NATURAL GAS COMPANY, ) CASE NO. 
INC. FOR AN ADJUSTMENT OF RATES ) 201 0-001 16 

On October 21, 2010, the Commission issued an Order in this matter approving 

an increase in base rates designed to permit Delta Natural Gas Company, Inc. (“Delta”) 

to generate additional annual revenues of $3,291,328. This increase in revenues was 

based on the finding that Delta’s net operating income deficiency for its adjusted 

historical test year ending December 31, 2009 was $? ,996,461. 

The Commission has determined that an error in calculating Delta’s adjusted 

test-year income tax expense’ caused Delta’s net operating income deficiency to be 

understated by $134,530 in the October 21, 2010 Order. The corrected net operating 

income deficiency is $2,130,991, which, grossed-up for income taxes, results in a 

required overall increase of $3,513,112.2 The correction in the amount of the required 

annual revenue results in an increase of $221,784. The additional increase in revenues 

The error occurred by using the $1,009,395 income tax adjustment related to 
Delta’s proposed increase (Application, Item 27, Schedule 7) rather than the $91 5,653 
test year tax adjustment (Application, Schedule 2, Item 42), for a difference of $93,742. 
Revising the tax adjustment by $40,788, the tax effect of adjustments revised in Delta’s 
August 24, 201 0 update to its application, caused the net operating income deficiency to 
be understated by $134,530 ($93,742 + $40,788 = $134,530). 

The net operating income deficiency is divided by the income tax gross-up 2 

factor to determine the required increase ($&I 30,991 / 0.6065821 = $331 3,112). 
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3. Refer to pages 2 and 3 of Schedule I1 in the application. In 2010 and 201 1, Delta 
had additions to gathering lines in the amount of $37,514 and $5,783, 
respectively. These lines are designated as “Field Lines” recorded in Acct. 332 in 
Delta’s Annual Report filed with the Commission. Explain why Delta has 
included gathering lines in its PRP recovery. The explanation should include the 
specific function of these lines in the provision of utility service by Delta as a 
Local Distribution Company. 

Response: 

The replacement of the bare steel gathering lines has been removed fi-om the revised PRP 
filing included with Item 4a. 

Sponsoring Witness: 

John EL Brown 



4. Refer to Schedule I11 of the application under the section entitled “Increased 
Property Tax Expense.” 

a. Explain why Delta is using gross cost instead of net cost for calculating 
the amount of property taxes. 

b. Provide a three-year history which shows the ratio of assessed value for 
property tax purposes to net book value of the operating assets of Delta. 

Response: 

a. We agree with the Commission that utilizing net cost would be more accurate. The 
PRP filing has been revised and is included on the attached exhibit. 

b. See attached exhibit. 

Sponsoring Witness: 

Matthew D. Wesolosky 
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c. 

5. Refer to the operating expense reductions in Maintenance of Transmission and 
Distribution Mains listed on Schedule I11 of the application. 

a. Explain why those expenses increased to $79,664 in 2012 from $62,961 in 
the preceding year. 

b. Explain why Delta is proposing to decrease its current year revenue 
requirement for operating expenses reductions in Maintenance of 
Transmission and Distribution Mains incurred in the prior year. 

Response: 

a. The increase is due to the increases in rock, sand and asphalt used in leak repair 
projects during calendar 201 2, as compared to 201 1. Additionally, we experienced 
an increase in cost associated with fees incurred from Kentucky Underground 
Protection. 

b. The revised PRP filing included with Item 4 a. of this data request has been revised 
to remove this decrease. 

Sponsoring Witness: 

Matthew D. Wesolosky 
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6. Identify generally the locations of the major main replacements that occurred in 
20 12 and describe how those specific projects were selected and prioritized. 

Response: 

See attached for general locations of replacements that occurred in 2012. As in prior 
years, with an emphasis on public safety, our distribution personnel consider leak history, 
age and type of pipe in selecting and prioritizing each replacement. 

Sponsoring Witness: 

John B. Brown 



Delta Natural Gas 

Item 6. 
ain Replacement Projects over 1,000 FT 

Footage 
System installed Cost 

Corbin 16,410 .$ 474,179 
Barbourville 
Nicholasville 
Middles boro 
Frenchburg 
Berea 
Wilrnore 

13,844 369,723 
10,086 219,681 
6,292 149,857 
3,375 201,780 
2,657 37,195 
1,740 28,088 

Pi nevi I le 1,327 45,718 
55,731 $ 1,526,221 

Replacements less than 1,000 feet .$ 669,914 
$ 2,196,135 

Per Schedule II of PRP Filing 
Distribution Mains .$ 2,164,531 
Transmission Mains 31,604 

$ 2,196,135 


