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CHAIRMAN HELTON: 

Good morning. We r here in the ma 

adjustment of rates of Delta Natural ( 

,er of an 

:as Company, 

Incorporated, Case Number 99-176. Could I have 

appearance for the parties please? 

MR. WATT: 

Robert Watt, Stoll, Keenon & Park, Suite 1000, 2 0 1  

East Main Street, Lexington, for Delta Gas. 

MS. BLACKFORD: 

On behalf of the office of the Attorney General, 

Elizabeth Blackford, Assistant Attorney General, 

1024 Capital Center Drive, Frankfort. 

MR. WUETCHER : 

On behalf of Commission Staff, Gerald Wuetcher and 

J. R. Goff. 

CHAIRMAN HELTON: 

Is there any member of the public that would like 

to give public comment before we begin the 

hearing? I believe as a preliminary matter before 

the Commission we have a motion by Delta. We have 

a motion by the Attorney General's Office. 

Neither party will have had a chance to respond to 

those motions yet, so we will give you until the 

close of business tomorrow to respond to each 
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other's motions. We will go ahead and take the 

testimony today so as not to any further delay the 

hearing. And then we will rule on the motions 

after and take whatever actions are necessary 

after we rule on the motions. Mr. Watt, you want 

to call your first witness? 

MR. WATT: 

Glenn Jennings. 

(WITNESS DULY SWORN) 

The witness, GLENN JENNINGS, having first been 

duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. WATT: 

Q 

A 

Q 
A 

Q 
A 

Q 
A 

Q 

Glenn, would you please state your name for the 

record? 

Glenn Jennings. 

Where do you live? 

I live at 9 Fairway Drive in Berea, Kentucky. 

By whom are you employed? 

Delta Natural Gas Company. 

What is your position? 

I'm President and CEO. 

Would you please briefly describe your 
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duties? 

I have a team of officers that report to me 

that have the responsibility for various 

portions of the company. I oversee their 

efforts and oversee the overall efforts and 

operations of the company. 

Have you filed direct testimony on behalf of 

Delta in this proceeding? 

Yes, I have. 

Are there any changes, corrections, or 

additions to that testimony? 

No. 

If I asked you the questions contained in your 

direct testimony today, would you give the same 

answers? 

Yes. 

Have you filed rebuttal testimony on behalf 

of Delta? 

No, sir. 

MR. WATT: 

We have no further questions. We would 

move the admission of Glenn's direct 

testimony into the record. 
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CHAIRMAN HELTON: 

So ordered. MS. Blackford? 

MS. BLACKFORD: 

Thank you. I have no questions for Mr. Jennings. 

CHAIRMAN HELTON: 

Mr. Wuetcher? 

MR. WUETCHER: 

I have a few for Mr. Jennings. 

CROSS EXAMINATION 

BY MR. WUETCHER: 

Q Mr. Jennings, did you agree that--well, is it the 

responsibility of Delta's management to monitor 

to insure Delta's operations and capital structure 

its financial integrity is maintained? 

A Yes, that's one of the things that we do 

agree with that. 

I 

Q Okay. How does Delta monitor its operations 

and capital structure? 

A Well, we, I guess, are continuously 

monitoring our operations through the various 

people we have working for us in the 21 

counties that we serve. And we monitor our 

financial performance and our capital 
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structure as just a part of our day to day 

overseeing the company, trying to keep 

ourselves in a position where we can be able 

to raise capital to do what we need to do in 

the future. 

Q Well, let me--If I can, I'd like to go ahead 

and refer you to Delta's response to the 

Commission's Order of June 4, 1999,  in Case 

Number 9 9 - 0 4 6 .  And in that question Delta 

was asked what operations, what analysis of 

its finances and operations that it performed 

to determine whether it was unable to earn 

its authorized rate of return. And as I read 

that response it's, basically, that Delta did 

not perform any such analysis. Now, do you-- 

first of all, do you agree with the 

characterization of that response and, number 

two, do you agree with the response that was 

submitted to the Commission? 

A You know, it would be helpful to me, there 

have been--we have responded to ten data 

requests in this case. It would be helpful 

to me if I could maybe just look at that 

particular one. 
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MR. WATT: 

Could I have the number again, please, 

Jerry? 1'11 show it to him. 

MR. WUETCHER: 

It is the first response to the first 

information request of the June 4, 1999, 

Order. 

MR. WATT: 

Item number one? 

MR. WUETCHER: 

Yes, sir. 

Q The question that was asked--do you have that? 

A Yes. 

Q The question that was asked was what analysis of 

its finances and operations, if any, has Delta 

performed to determine why it has been unable to 

earn its authorized rate of return over the last 

ten years. And the response was Delta has not 

performed any formal analysis except the 

information provided as part of the companyls 

budget. Would it be correct for me when I 

characterize that response as saying that there 

are no formal procedures or processes, would that 

be a correct characterization of the response? 
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A No, it would not, I don't think. John Hall 

responded to this, but John and I conferred 

on this and I think the point that we were 

trying to make there, and you can ask him the 

question as well, but the point that we were 

trying to make was that we, annually, as we 

look at our budgets and financial plans for 

the next year, always analyze where we are 

and what our position is going to be and what 

things look like for the upcoming year before 

we present it to our Board. And each spring 

we evaluate our financial results, look at 

our budget for the next year, our expected 

return, we look at our capital structure, we 

look at everything. And then we come with it 

to our Board at the May Board meeting for 

them to review, consider and approve or 

change. And so, I would say--1 wouldn't want 

to give the impression that Delta is just 

sort of drifting aimlessly because we don't 

consider that to be the case. We think we 

really scrutinize ourselves very hard about 

how we are doing and where we are headed. 

But we do it in the context of budgetary 
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looks once a year, and I think that is what 

we tried to say there. I think the point was 

we have not stopped and done any formal 

analyses other than what we do on an annual 

basis. 

Q Okay. Well, the response makes reference to 

a document that was attached to Delta's 

response to the Attorney General's 

Information Request of June 4 .  And that is-- 

I don't know if you have got that, the 

responses--the first Item 93 of the AGls data 

request? 

A Okay. Okay, I have that. 

Q So, is this--when you talk about formal 

analysis, the analysis that you are talking 

about is just this budget detail or budget 

income statement, but the documents that are 

attached is--a part of a budget statement? 

A Well, what is provided in Item 93 is Delta's 

budget that was presented to our Board and 

the Board approved. And in doing that we 

always look at where are we financially? We 

project our earnings per share, our cash 

flow, our dividend requirements, our capital 
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structure and everything connected with the 

company. 

Q Are those projections also part of the 

planning process? 

A Well, you know, quite frankly it is 

impossible to operate in such a vacuum that 

you don't look at those things all the time 

if you are in the financial management of the 

company. There is no formal process that 

says, okay, at this particular time we are 

going to look at all of those things, we do 

it all the time. But once a year we stop, 

project all of our expenses, our capital 

spending, all of our needs and put that in a 

formal budget and present it. And that is 

what Item 93 was. 

Q And that is all transmitted to the--1 take 

it, to the Board of Directors? 

A That's correct. It is sent to the Board in 

writing and then it is presented to the Board 

by myself and sometimes I have some of the 

management, like John Hall and others, sit in 

and we go through the budget in detail with 

the Board. 
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Q When you say it is submitted in writing, is 

there some type of narrative or analysis that 

goes along with this document? 

A Well, this information here is the detail by 

account for every account in the company. 

And all those accounts are assigned to one of 

the members of management, so every 

operating account, every expense account, 

every capital account, every capital 

expenditure account are listed here. So, 

that is all the detail of all the accounts in 

the company. And then we assign those to 

people and they are responsible for those as 

we go through the year as to how we do versus 

how we plan to do. So, this right here is 

presented to the Board and then we go through 

and discuss those and highlight anything in 

those, particularly changes from the previous 

year, or things that are unusual, or things 

that are different than perhaps they were the 

year before, that sort of discussion. It is 

sort of a give and take discussion that 

covers a period of time with the Board. It 

is not just, you know, a one minute sort of 
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thing. It is a fairly detailed discussion. 

But I don't know that we don't always have a 

particular format in which we present that 

other than this sort of format which is all 

the detail by account and it compares always 

to the previous periods of time so they can 

see how things are looking compared to budget 

and how they vary. 

Q Let me make sure I understand, this goes-- 

this document goes to the Board of Directors 

and then each management official that is 

responsible for a particular account then 

to the Board of 

in writing that 

gives some type of briefing 

Directors, there is nothing 

accompanies this material? 

A Well, generally--well, it m ght not always be 

--that's not completely accurate. It might 

not always be that each person that's 

responsible for each account will be there to 

do that. I will be there to do that and I 

will bring those other people in as I choose 

to. This past year when we did it I brought 

all the officers into the Board meeting and 

we went through and reviewed all the budget. 
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There are years when I only brought some of 

them in, it depends on the nature of what is 

in the budget and what I assess the need to 

be. I mean, I view that as just part of my 

job and part of my judgment to call that. 

Okay. I guess what I'm trying to clarify 

here is where there has been a lack of 

documents, you are saying that there is--this 

is the basic document; correct? 

Correct. 

Then accompanying that is the verbal briefing 

that is made by the various officers so that 

the Board of Directors is kept up to date on 

what is going on? 

That's correct, and that verbal briefing 

might be myself, it might be John Hall in 

some of the accounts, it might be some of the 

other people, Johnny Caudill, Allen Heath, 

whoever is involved, where I feel like we 

need to highlight an area or spend more time 

on it. Those people utilize the management 

under them to develop the budget. We start 

the process in February, generally, and we 

work on our budgets February, March and April 
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and we work on our salary adjustments, we 

work on anything that we are going to be 

proposing early on in the year. 

a lot of detail that each of these people 

develops that eventually comes up to the top 

budget. Well, you don't give your Board, you 

know, that much detail to go through when you 

talk about budgets, you give them the budget 

and you compare it on key comparisons, you 

give them the overall look about cash flow 

and EPS and capital structure and then you 

respond to questions or you highlight those 

things that you think are important for them 

to know about. That is the way I handle it 

and that is the way I choose to try to handle 

the budget process for Delta. 

And the budget is approved--the Board of 

Directors meets what, quarterly? 

Meets quarterly normally, it is a routine, 

the third Thursday of each quarter. 

And the budget is normally approved at what 

quarterly meeting? 

At the May Board meeting which is generally 

the third Thursday in May and those are-- 

And there is 
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those quarters are February, May, August and 

November are the four quarters. 

Q And after the May meeting, is there any type 

of update given to the Board of Directors by 

management as to how the company is doing in 

relation to the budget that was approved in 

May? 

A Yes, two ways. First, myself and our 

Chairman are on the Board, so we are Board 

members, and monthly we have monthly internal 

reports that compare every account, expense 

and capital, to budget. We review those, I 

review them in my management meetings with 

the officer team, and we discuss variations 

and I expect responses on how we are doing 

compared to how we thought we were going to 

be doing. Secondly, then, at each quarterly 

Board meeting after May, I go through the 

results, compare the budget with the Board, 

and highlight and explain anything that is 

different or things that I feel like they 

need to know about. They ask any questions 

and we have a very thorough discussion about 

where the company is financially each quarter 
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as we go through that year compared to where 

we had planned to be. 

Q Have you had an opportunity to review Dr. 

Blake's response to the Commission's Order of 

September 14, 1999, Item 31? I think your 

counsel is pulling out a copy for you right 

now. 

A I'm glad, I'm sure I've seen it. 

Q Well, let me go on and you can tell me if you 

are familiar with it. That response, Dr. 

Blake, among other things, states that Delta 

has "experienced an almost continual decline 

in the equity component of its capital 

structure over the last ten years." And he 

states that Delta has Itall the unmistakable 

signs of financial distressll and refers to 

llDeltats alarming financial trends." Would 

you agree with Dr. Blake's statement and his 

description of Delta's trend? 

A That was Item 31? 

Q Item 31. 

A Your question was 

Item 31? 

Q Yes, sir. Or doe 

do I agree with his response to 

his--well, do you agree 
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with his description that Delta has 

experienced an almost continual decline in 

the equity component of its capital structure 

over the last ten years? 

Yes. 

Okay. Would you agree with his statement 

that Delta has the unmistakable signs of 

financial distress? 

Yes. 

And would you agree with his characterization 

of the last ten years as an alarming 

financial trend? 

Yes. 

Can you tell us what events occurred between 1989 

and 1998 that caused the decline in Delta's equity 

component of capital structure? 

There are several. I guess the--1 studied 

this a little bit last night, because I was 

setting around with nothing to do, the world 

series was over, the Yankees had won, and I 

thought I look at that one more time just to 

refresh myself. And I didn't go back and 

look from 1989 to 1999 but I did look at 

least the last five years. And Delta's-- 
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first of all, Delta hasn't earned it dividend 

in but one of the last five years. So, we 

have four years out of five that we have paid 

out more than we earned, in effect. Our 

payout ratio is greater than 100%. And I 

looked at our retained earnings, what happens 

when you have that happen is your retained 

earnings tend to decline, if you pay out more 

than you earn. And our retained earnings--I 

looked at the last four years--from 1996 our 

retained earnings were almost $2.8 million. 

And now they are--at June 30, '99, they are 

just a million. So, that is a million eight 

decline or 63% decline in our retained 

earnings. And what that means is if your 

retained earnings eventually get down to 

nothing, is you cannot pay any more dividends 

when you run out of retained earnings. 

Retained earnings are there to buffer you 

against times when you don't perhaps earn 

what you pay and to provide funds to 

reinvest. And so, that--that is one thing 

that has hurt us from a capital structure 

standpoint is just the decline in retained 
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earnings. But what has led to that has been 

a combination of things. I would say in our 

last rate case, which was in 1976 test year, 

it was resolved in 1977,  we felt that-- 

MR. WATT: 

' 9 6 - ' 9 7 .  

A Pardon? 

MR. WATT: 

' 9 6 - ' 9 7 .  

A Yes. And we felt that--we felt that we 

needed more revenues than what we received in 

that case, and we really felt it at the time, 

I think expressed that, that that was going 

to make it tough on us to earn our dividend, 

and I think that prophesy came to be true. 

That is only part of it, part of it is 

weather. I mean, we have had some very warm 

winters and, as you know or may not know from 

what is in the case, we are very weather 

sensitive on our sales. And I look back at 

our degree days, at least last four or five 

years, in 1995 the weather was only 90% of 

normal, ' 9 8  it was 93%, '99  was 89%' so we 

have had some weather related impacts. We 
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have had increase in costs since our last 

rate case. We have invested more money in 

capital, some of it produces additional 

revenues, some does not, some is replacement 

of existing facilities. We are now replacing 

some facilities, some transmission pipe lines 

that are old and aged and need to be replaced 

really from a safety and operational 

standpoint that don't generate additional 

revenues. We have had increase in cost, you 

know, for payroll and benefits, health care, 

some of the things way beyond our ability to 

control that are influenced by other things 

in the economy. And those things all have 

contributed to the decline in earnings. And 

our revenues just haven't been there to 

enable us to offset those and to earn a 

return that we need. So, I think all of 

those have led us to the position we are in 

right now which is a pretty distressed 

position. When you--when you are a public 

company paying dividends to shareholders and 

trying to raise new money, and four of the 

last five years you haven't earned your 
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return, and you are still out there trying to 

provide service in a growing 21 county 

community in Kentucky that is very rural and 

spread out, it is very difficult to do. And 

it does tend to make you feel distressed, 

especially, after two or three years where 

you didn't earn that. And you say I'm 

concerned if I'm going to be able to raise 

the equity and the capital in the future to 

continue to do that. 

Q Let me touch on those briefly. 

A Okay. 

Q You said this was the last five rears. WOI 

you agree that the reasons that you gave, 

aside from the reference to the last rate 

case, that all those have been present for 

Id 

the last ten years? If we take Dr. Blake's 

analysis and move it back another five years, 

those all didn't just pop up in the last five 

years, then? 

A Well those, all of those things that I talked 

about, inflation, increase in cost, capital 

spending and weather all have been there 

really as long as Delta has existed, and I'm 
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sure the last ten. 

Q Okay. And to the extent L a t  these are a 

part of a trend, I take it that Delta's 

internal review processes would have picked 

those trends up? Do you feel comfortable 

that itls internal analyses that you say you 

are conducting on a periodic or a continuous 

basis have picked those up and got on your 

radar screens pretty early on? 

A I think that is correct. 

Q Okay. Do you know, has Delta at any point in 

this ten year period retained any type of 

outside consultants or experts to examine its 

operations or assess its financial condition 

to make any recommendations to correct these 

financial trends? 

A I guess, probably not specifically for that, 

I can elaborate if you would like. 

Q Sure. 

A There have been--well, one time when we underwent 

a lot of scrutiny, and I don't know that we 

necessarily--well, I guess we did hire it, 

although we didn't invite it, was the management 

audit that we had. We paid for it and they were 
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employed by us but it was a required thing. That 

was a quite intensive scrutiny of Delta and its 

operations and particular efficiencies and all 

those sorts of things that went on for a couple of 

years. And we implemented all the recommendations 

of that audit, I think, and eventually resolved 

all of those and implemented a great number of 

those things to try to be as efficient as we 

could. We have hired--over the years we have 

hired outside consultants to assist us as we were 

looking at preparing rate cases or whether we 

needed to or how we might approach those, and we 

have involved people from various consulting firms 

that have given us their advice on what they 

thought we should do or not do. And then, in 

addition to that, we continuously talked with the 

one group of people outside the company that have 

a big stake in our financial performance and that 

is investment bankers and analysts that work for 

those banking firms. And Mr. Hall and I have an 

ongoing dialogue with a lot of investment bankers 

that might sell Delta's equity in the marketplace 

in the future. And those people are always 

advising us, usually it is verbally, but they are 
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advising us on how they feel about Delta's 

financial position and whether they are concerned 

about it and what are we doing about it, or what 

steps are we taking. And they always say, well, 

here is what people in other states or other 

jurisdictions are doing, because they are always 

dealing with the utility companies. And I speak 

here, you know, of firms that are normally 

underwriting public offerings for the most part. 

And they have analyst and specialists on their 

staffs. For instance, he and I met fairly 

recently with a couple of those, just discussing 

with him Delta's condition, where we were, the 

fact that four of the last five years we hadn't 

earned our common dividend and what we were trying 

to do about that. I mean--because they--so they 

do provide advice but to say we hired them, you 

know, I don't--we might do business with them in 

the future, but I couldn't say that we hired them 

for that sole purpose. 

Q Would you agree with Dr. Blake that one 

solution to reversing the decline of the 

equity component is a rate adjustment? 

A One solution to reversing-- 
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Q Reversing Delta's declining or decline in 

equity component is a rate adjustment? 

A Yes, to the extent that that would then allow 

us to having earnings greater than the 

dividends that we are paying out, yes, 

because it would add to equity because 

retained earnings would grow. 

Q Okay. Are there any other solutions besides 

the rate adjustment route, that you see? 

A I suppose, you know, that you could always 

say, well, maybe you should do less or maybe 

you should reduce cost, but we feel that over 

the last eight or ten years with the 

management audit, with all of the other 

things that we have done, that we are pared 

down to what we consider very bare bones. I 

haven't heard a lot of complaints during this 

proceeding that we are--that we have a lot of 

areas where we need to be more efficient. 

And I don't see those or know of those, but I 

guess that is the other possibility is to do 

something like that. The problem with that 

is, it hurts being able to provide service 

like we are doing now, it hurts being able to 
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provide service to a growing service area. 

That's the other side of that coin. 

Q Well, then, would it be safe to say that the 

solutions that you see are viable to your 

problem are basically ones that are, at least 

in part, dependent upon management decisions? 

A I'm sorry, I didn't hear you. 

Q The solution to your--to the decline in the 

equity component is, in part, dependent upon 

the actions that management would take? 

Granted, for example, you can't 

automatically--well, automatically is 

probably a bad word, but you cannot adjus 

your rates without the approval of the Public 

Service Commission, but the first step to 

doing that is making the decision to file for 

a rate adjustment? 

A That's correct. 

Q Would the same thing be, for example, 

changing your rate structure to, fo r  example, 

provide for a weather normalization factor 

within your existing rates? 

A That's true but, you know, on weather, you 

know, our rates have always been set before 
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this Commission assuming normal weather. 

That is the assumption, the 30 year average 

weather is what is called normal, and we have 

always had our rate set based on that. We 

don't control the weather, obviously, but we 

have always had the assumption that we could 

earn our return based on normal weather. So, 

that has always been something that has 

always been before the Commission any time we 

have had a proceeding. 

Q Okay. Can you explain then, if a rate 

adjustment is one solution to the financial 

distress that Delta has been experiencing 

during the last ten years, why did Delta 

delay for almost six years before filing for 

a rate adjustment in Case Number 9 7 - 0 6 6 ,  back 

in 1997? 

A Okay. So, 1'11 back up and give you a little 

history on that because I think that is 

probably important. If I get off to a point 

where you get tired of it, just stop me, but 

I've been at Delta 20  years and we had a case 

going on when I joined the company in 1979, 

we had had an acquisition and we had a case. 
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During that time we had rate cases and I know 

because I personally prepared and handled 

them all for the company completely, except 

for our legal side which I don't practice 

law, fortunately. But-- 

At least not officially, right? 

No response. But we had rate cases in 1981, 

'82, '84, '85, '90, '97 and now '99, or '96, 

'97 and '99. That's the history and I know 

because I have it permanently ingrained 

somewhere within me having dealt with all of 

those. But we had it--we tried rate cases 

and we discovered in the '80s there that we 

were spending an enormous amount of our time 

and resources and very costly time with rate 

cases trying to stay current with things in a 

growing service area and trying to stay 

current with our rates. And we said, well, 

let's look at ourselves as well and let's try 

to stay away from rate cases as much as we 

can. Let's try to be as efficient as we can, 

let's try to be as lean as we can, and that 

was the--and that was what we did. So, from 

'90 'til '96 there, that six or seven years, 
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we made a very conscious effort and we did it 

through this process that we talked about 

earlier of annually in the spring an internal 

self investigation of the company. Where are 

we? Where do we project we are going to be 

next year; what do we project our earnings 

are going to be; what do we project our cash 

flows to be; how much credit line do we have; 

how much is still available; you know, what 

is our capital structure projected to be 

like? We do that, as I said, at the outset 

of this, every year we do that, very 

intensive look. And each year that we did 

that from 1990 forward, we concluded that we 

felt that we could function during that year 

without adjusting our rates. Now, part of 

what we did, you know, is we did like every 

other company in the state and the U.S., I 

think, in the last few years, we downsized, 

we right sized, we whatever term you want to 

use, we did more with less, we served more 

customers with fewer employees, all that 

stuff. And we got down to where we 

considered ourselves to be somewhat lean and 
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mean. That's always subject to 

interpretation, depends on, you know, which 

side of the coin you are on. But we tried to 

do that, and in doing that we tried to 

operate without adjusting our rates. And the 

other reason we tried to do that is because 

we deal with fairly significant competitive 

situations in our service area with electric, 

with Kentucky Utilities, which is now LG&E, 

and with the RECCs. They have very low cost 

electric power. They offer a lot of 

incentives, they work hard with builders and 

developers to encourage them to go all 

electric in the things they develop and so, 

we made a strong, strong effort to try to 

keep our rates competitive and we still do 

that. And so, we don't--it is not our choice 

always to want to constantly raise our rates 

because we have to deal with the price and 

competitive issues with that when we do. So, 

during the '90s we did that and that is one 

reason, you know, that is one reason that we 

didn't come back in last year for a rate 

case. We, and you always assume in all that 
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process that you are going to have normal 

weather. You assume over the long haul that 

you are going to have normal weather and in 

the past we have had a year when it is warmer 

than normal, and maybe the next year it is 

colder than normal so, you know, you make 

more, you know, than normal weather would 

provide you one year and you don't the next. 

But I don't know if there is such a thing as 

global warming or not, but I know that we are 

in a trend that is alarming and leaves us in 

the distressed position, partially in the 

distressed position that you referred to 

earlier. So--now, that is a long winded 

answer and I didn't intend to make it that 

way. 

I appreciate that. 

But I wanted to let you know that that is 

sort of the process that we have gone 

through. 

Would you agree with the statement that 

Delta's decision to postpone coming in for a 

rate adjustment in order to use these other 

factors, in order to try to take other 
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methods to become more lean and mean or to 

view other approaches may have contribu-ed ,o 

the financial distress that Dr. Blake refers 

to in his response? 

A I agree with you completely. I think that we 

make the judgments at the company on whether 

to file for rates or not. Now, we can always 

be called in, but for the most part it 

doesn't work that way. And we make those 

judgments and we evaluate whether we do or 

don't need to with always a bias towards not, 

you know, because of the pricing and 

competitive side of it. And we have made 

those calls and those judgments, that's been 

within the prerogative of management to make 

those calls. We might not always make them 

right, but we have made them. 

Q Well, let me turn for a moment to, and I 

think it has been called various names, and 

1'11 just refer to it as the Alternative 

Regulation Plan that Delta has proposed. I 

it you had at least a hand in preparing take 

it? 

A That s correct, I did. 
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Can you describes for us just what your role 

was in it, in the preparation of it? 

Yes. The--1 guess I was involved in looking at 

what other companies do. For instance, I visited 

Alagasco, I visited Atlanta Gaslight, I talked to 

people that I know in the industry, I'm on the AGA 

and SGA Boards and I talk with people at other 

companies just to try to see what other people are 

doing to deal with some of the things that we are 

dealing with, particularly those companies that 

have had better historic earned returns than us 

and have not had the situation that we have had 

for the last few years of not earning their 

dividends, just trying to see what we could do 

different in the way we are doing it. And I had a 

couple of concerns, one was to provide what I was 

looking for as a more--for lack of a better term, 

more streamlined process and a less costly process 

and so, I talked with people, I talked with people 

on the Alabama PSC, Bob Reed, in particular, who 

oversees the Alagasco Alt Reg, and I talked with 

Bob about it to see how the staff viewed it. I 

talked with people at Alagasco to see how they 

viewed it and to see if they thought what they had 

I 
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was working reasonably well. And they both did. 

I visited with Atlanta GasliG,,t and I ,alked to 

people there about what they were doing, looking 

toward a way to streamline and to be less costly 

because rate cases for us are costly. And we are 

not the largest LDC in Kentucky, we are the 

smallest of the five so-called big five or 

whatever, you know, we are the smallest of those. 

And a rate case like this is very expensive on 

Delta Gas and its customers, so we were looking 

for a way to try to do something without that, if 

we could. And we finally decided that the 

approach that Alagasco had was something to start 

from because when you have something that both 

this Commission and Staff and the Company are 

comfortable with and the Attorney General's Office 

and people that intervene there are comfortable 

with that whole process, it seems to me like a 

good starting point. So, my involvement was 

involved more with that, with the overall look of 

let's look at a different way to do things. Let's 

don't just go with the status quo and that is what 

we tried to do. 

You mentioned two companies, Atlanta Gaslight 
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and Alagasco. 

A Yes. 

Q I guess Alagasco is the Alabama Gas 

Corporation? 

A That's correct. 

Q Was your--and correct me if I'm wrong, but it 

seems as if the focus of the plan that has 

been proposed is based in large measure on 

using the Alagasco plan as a model; would 

that be correct? 

A That would be correct. 

Q What other states--or what--let's--first, 

let's start off, what other companies besides 

Atlanta Gaslight and Alagasco did you look 

at? 

A Those are the only two specific ones where I 

spent a lot of time and actually visited and 

talked about, you know, what are you doing. 

We were also in the middle of, at the time, 

of the ongoing unbundling debate and the 

collaborative process and all that and so, I 

was also at Atlanta Gaslight looking at what 

they were doing from an unbundling standpoint 

and how was that working or not working, and 



m 
7 

0 

3 
x 
8 

N 

0 m 

g 
C i l  

w 
a 
(I) 

W I- 
n 

w 
rL 

a 
n 
n 

a 

: 
a 

a 
W 
(I) 

J 

0 

0 
B 
B 

1 

2 

3 

4 

5 

6 

7 

a 
9 

- 0  

-1 

-2  

- 3  

-4 

15 

16 

17 

18 

19 

20 

21 

22 

23 

14 

talking with Alagasco about the same thing 

which they had decided they did not want to 

pursue and why did they feel that way. So, 

it was, you know, it was more than just that 

one thing, but it gave me the opportunity to 

cover several things while I was there. And 

I've talked in the associations about other 

companies and things that they are doing. 

And I finally thought--1 finally focused in 

on these two, because I thought that they, 

maybe, were more close to what we might 

consider doing here. 

Q Well, correct me if I'm wrong, you would 

agree that a lot of states are engaging in 

alternative regulation policies. They are 

experimenting with new things to see how they 

can improve the system or make it work better 

both for the utility and for the customers; 

would you agree with that? 

A Yes, I would, I would agree with that. 

Q What other states besides Alabama and Georgia 

you look at? 

A Well, I get a lot of information from the AGA 

about what is going on in all of the 50 
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states because they are all involved, you 

know, with AGA. And I go to all the NARUC 

meetings and I, you know, the NARUC gas 

committee and the winter and summer meetings 

and I go to those and listen to the debates 

that are going on about what is going on in 

each state. And I guess other than those two 

things--and the SGA, I go through them and 

see what the SGA companies are doing. But 

other than those meetings and just getting a 

feel that everybody, like you say, is looking 

at different things like performance base 

rate making or PBRs as it's referred to or 

ways to streamline the regulatory process. I 

don't know that I looked specifically at any 

other companies. I guess I looked at the 

overall picture and then sort of focused in 

on the ones that I knew, and that I had 

personal, you know, real personal contact 

with, I know the people at the companies and 

I knew that they would be willing to spend 

time with me and share in detail what they 

were doing. So, then, I focused in on those 

because of that. 
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Q Delta retains a consulting firm to assist it 

in putting together its Al-ernative 

Regulation Plan; is that right? 

A We retained the Prime Group, Steve Seelye, 

Randy Walker to work with us on it. 

had thought, this is something we really feel 

like makes sense, not just for Delta Gas but 

for its customers as well. Then, we said 

let's look at developing that and are there 

things about the--those approaches that we 

would like to try to change. For instance, 

not having a settle up mechanism in the 

Alabama one, you know, because we thought 

something that worked more like the PGA or 

the GCR in Kentucky so that you don't always 

settle up and be sure you really settle back 

to a target return instead of just adjusting 

once as they do there and working two or 

three quarters and then start over again 

without ever really settling. 

Once we 

Q When you retain your consultants, did you 

tell them to go out and look at other states 

or at least contact the officials and find 

out what was going on and report back to you? 
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A No; no. No, we did not. We retained them to 

help us develop an appro-ch geared around the 

approach that we thought made sense, which 

was we finally decided was the Alagasco 

approach. 

Q So, when you retained the Prime Group you had 

already made the decision that the Alagasco 

model was going to be the--at least the basis 

for your experimental plan? 

A That's correct. 

Q And prior to retaining the consultants, did 

you go out and maybe at least contact--well, 

what other state commissions did you contact 

just to find out what they were doing or 

considering or had approved? 

A I contacted no state commissions, personally, 

I don't think anyone on my staff did. 

Q Okay. 

A Like I said, we--but I did and I have for 

several years now, gone to the winter 

meeting, the summer meeting and the annual 

NARUC meetings, the gas committee meetings, 

the gas subcommittee meetings, and the 

accounting subcommittee meetings, either 
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myself or John Hall. And so, we felt like 

that we had a pretty good feel for what 

people were doing or not doing as a result of 

sitting and listening to commissioners talk 

about what is going on in their state versus 

our state versus their state, and then 

getting the written stuff that we get and 

stuff that is on the Internet now, you know, 

from NARUC. And then, we went to AGA and did 

the same thing because we are a member there, 

and we went to SGA and did the same thing, 

but we did not, to my knowledge, at least I 

did not sit down and go through all of those 

and say, okay, out of all those options, you 

know, let’s check them a l l  off and decide on 

Alagasco. It was more of a management 

determination that, at some point, if we are 

going to propose something different which of 

all those things now that we have listened to 

and heard do we think makes the most sense in 

Kentucky. And we thought the Alagasco one 

did. 

Q Well , 

that 

were there any other companies or plans 

‘ou looked at and at least considered, 
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did a little research on, and then said, that 

is just not right for us or that won't work 

in Kentucky? 

A No, I guess the only thing that I really 

ruled out was Atlanta Gaslight's unbundling, 

that's the--when I spent a couple of days 

there and looking at--because built into 

their unbundling is a whole different 

approach to rate making. It is an approach 

of a monthly customer charge, basically, and 

really not metered service. And the more I 

looked at that I walked away from that and 

said, that has as lot of pitfalls and I can 

see a lot of problems with that the first 

year. And my prophesy has been borne out 

maybe by accident but it has been. And we 

just decided on that that we would not pursue 

any of that, and then went back to the 

Alagasco. We spent a lot of time looking at 

it, talking with them, I visited there at 

least a couple of different times, and was on 

phone conversations with them and finally 

concluded that that was as good model to 

start from. 
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Q Okay. Well, I hate to beat a dead horse, 

but I'm just still trying to find out the 

field--the universe from which you selected 

your model. And is it correct to say that 

you really only seriously considered the 

Atlanta Gaslight and the Alagasco model? The 

other ones were looked at--well, it doesn't 

sound like you looked at any other ones very 

seriously at all. They were pretty much, 

after an initial review, they were kicked 

out. 

A That's correct. I did not specifically in 

detail go through anything with any other 

state commission or company other than that 

big picture look of what is each state doing 

and what are some of the companies doing 

through SGA, AGA and NARUC. So, you are 

correct, we did not focus in on ten other 

ones and go through those in detail and then 

get down to the one. We cut through all that 

by going through the whole thing and saying, 

okay, now, which of those can we spend some 

time looking at because it was primarily 

myself and John Hall that looked at those. 
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And we don't have a huge corporate staff, I 

mean, we are pretty much the rate and 

regulatory staff as well as the financial 

staff and et cetera, and so, we decided to 

spend our time on that one and we did. 

Q Well, let me just go in very briefly to the 

concept of the Alternative Regulation Plan. 

The Alabama plan, would you characterize that 

as a rate stabilization plan or as a 

performance based rate making plan? 

A They call it a rate stabilization and 

equalization plan, and from talking with 

people down there at the company and the 

Commission, and looking at it, and looking at 

the development of it over a period of time, 

it started, I think, in 1983. So, it has 

been ongoing now for 16 years, I guess, they 

are getting ready to head into the 17 year. 

And it has evolved somewhat, I think, because 

it has been--it started out, I think, as 

maybe a three year or four year experimental 

plan, and then each time it has to be 

reviewed in proceedings by the Commission 

before it is renewed. And intervenors have 
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1 the opportunity to be heard and they go ~ 

2 through the whole process. They viewed that 

3 as a way, it is my understanding from talking 

4 with some of the people there, the Commission 

5 and staff, that they viewed this as a way to 

6 avoid annual rate cases, avoid the cost of 

7 annual rate cases and still have a more 

8 streamlined approach to keeping the company 

9 within some target return that the Commission 

I 

10 and staff and company said is reasonable. 

11 And so, it was a way to stabilize rates and 

12 to stabilize the process a bit. Otherwise, I 

13 think they were just dealing with, as I 

14 understand it, continuous annual rate cases 

15 that were very expensive. So, there was 

16 both, I think both sides of that. 

17 Q Well, would the--Iim sorry. 

i a  A And then that just sort of evolved, you know, 

19 over time. 

20 Q Would it be your opinion, then, that it is 

21 more or less a rate stabilization plan? It 

22 is not as much performance rate making as it 

23 is to stabilize rates and avoid what we might 

24 call the classic war of parties when a 
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company comes in for a rate adjustment? 

A Well, I think that, as I recall from it ,hat, 

it maybe started out perhaps more the way you 

describe, but they have added elements to it 

that deal with efficiencies and trying to 

make sure costs are controlled. And that is 

one thing, you know, when you look at 

something like that you don't--you could have 

the ability to just pass through all costs no 

matter what if you have some controls on 

those to provide incentives, and I think 

theirs does both. And I think that what we 

propose does both, it is not just strictly a 

way to stabilize or to streamline but it is 

also a way to have some cost controls. Now, 

you can argue all day, depending on who you 

are talking with, about whether those are the 

right controls, or you need different 

controls, but we proposed what we thought 

were reasonable controls based on what we saw 

with them and what we see with Delta Gas. 

Q Would you agree with the statement that 

Delta's experimental plan appears to be 

modeled on I guess the first or second 
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generation of the Alagasco plan as opposed to 

the more recent versions that have been 

approved by the Alabama Public Service 

Commission? 

I--I tell you, I would have to go back and 

look at those and I haven't gone through each 

one of those. So, it would be hard for me to 

answer that yes or no. 

Okay, well- - 

I'm sorry I-- 

That's okay. 

I'd be glad to look at them and compare them 

but I just--1 had the general understanding 

from them and I did, you know, look at where 

they were and where they evolved to, but they 

did over time make changes and the Commission 

and the company people told me that over time 

in these three or four year proceedings that 

they did continue to refine it because they 

started out with it as an experiment. And 

each three or four year period they refined 

it. If they saw something in it that they 

didn't think was working over that three or 

four year period, then they tried to change 
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it. And that's, you know, what we--we had 

some discussions up here, conferences where 

the AG was involved and the staff, and talked 

about this. You know, that is our approach 

as well. You start with something on an 

experimental basis, we propose three years in 

this proceeding. In that proceeding, which 

was a different proceeding, which is now 

folded into this proceeding, I guess is--to 

be more accurate, and we are perfectly 

content with that review at the end of that 

period of time. And adjustments that need to 

be made to it, we were perfectly willing to 

work with and negotiate with the AG and the 

Staff and made that very clear back in, you 

know, the early part of this year to try to 

work towards something that would need to be- 

-that would suit everybody and something that 

could then be looked at in three years and 

further massage it if it needed be, because I 

think it is an ongoing process. 

Well, to the extent that, I guess you relied 

upon the experiments that were conducted in 

Alabama and the process that went through 
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there, the subsequent changes and evolution 

of a plan, would you ay that the evolved 

plan would probably be a better model than 

the first generation? 

A Well - - 

Q When I ask that I ask that as far as Delta 

Natural Gas Company using either the evolved 

model or the original model for its starting 

point? 

A One thing, one thing that I really like about 

theirs is the rate of return they have in it. 

And if that were the model that the 

Commission wanted to use, it is the--1 talked 

with them last night, it is a low side of 

13.165, mid point of 13.4 and high side of 

13.65, I believe that is correct, and that, I 

think, gives them the opportunity to stay 

solvent and pay their dividends and we have 

not had that luxury. But now, in answer to 

your real question, which was-- 

Q Let me rephrase it, so I haven't forgotten 

it. 

A NO, I-- 

Q Let me F t it this way, if 1 
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better, the first version or the current 

version of the Alabama plan? 

A Well, I tell you what I think is best, I 

think the Delta filed version is best. 

Q Well, unfortunately that wasn't in the 

selection. 

A I realize that but we are also not trying 

this proceeding in Alabama. So, you know, 

what we did was we took what we saw with 

them, looked hard at Delta Gas, looked at its 

expenses, its operations, its environment and 

said, okay, what do we think we are willing 

to propose for Delta Gas and its customers? 

What do we think will work and that is what 

we did. And I can't evaluate whether 

Alagasgols in every minute detail of where it 

was and where it is is absolutely best. All 

I can say we took it, we used the basics of 

it and we put controls in that we thought 

were reasonable, and we are more than willing 

to discuss in trying to negotiate those with 

Staff and the AG, anyone else that 

intervened. I mean, at that time that was 

the only two involved, and we still just want 
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to get something that is workable and 

reasonable that everybody feels like is 

reasonable like they have in Alabama and go 

forward with it. But we would have to work 

within the environment we are in here, not 

the environment that they are in there. 

Q Okay. Given that you have the current 

Alagasco model and then you adapted it to 

meet Delta's needs, what provisions of the 

existing Alagasgo plan were deemed to be 

unsuitable for Kentucky and why? 

A Well, the one thing that comes to mind, I 

don't remember all of them, I guess I'd have 

to go through and compare it in detail, but 

the one thing that comes to mind is the 

settle up part of it. When we looked at 

theirs they would adjust rates once a year 

based on their budget and then as they would 

go on through the year there was no provision 

to ever, in effect, make whole, like there is 

on the PGA. And we said well that is 

something that we think needs to be done from 

both sides. You know, if you, in effect, 

estimate what your revenues are going to be 
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and your return and then adjust to some 

target return at the end that you say is 

reasonable from both the Commission and the 

company standpoint, then you need someway to 

be able to eventually bring that to closure 

and be whole with it. And that's the one 

thing that really comes to my mind that is a 

significant difference, I think, from what 

they do. And I just said, you know, if I 

were doing it what do I think is reasonable 

from both sides. And I am a Delta ratepayer, 

I live in Berea and I pay Delta's rates and, 

you know, I don't want those to be any more 

than I want Berea College's electric rates to 

be. 

Q So, your testimony is that the only provision 

that you are aware of right now that you can 

recall that has been dropped or that has been 

added is instead of using the--there is an 

addition of a settle up provision in the 

Delta proposal that is not in the Alagasco 

plan? 

A I said that that was the most significant 

one, I believe. 

- 54 - 



1 

2 

3 

4 

5 

6 

7 

a 

9 

0 

1 

2 

3 

4 

5 

6 

7 

a 

9 

0 

1 

2 

3 

4 

Q Uh - huh. 

A So, if ro 1 sill give m just a min nd let 

me think about it. The--the, I guess you 

could call it the PBR piece, the expense 

comparison on looking at adjusting for O&M, I 

believe that our test on that is a little bit 

more than the test that they have. It seems 

to me that the--we also put a revenue cap on 

it like they had done, and I believe our 

revenue cap is 5% versus, I think theirs is 

4, I'd like--I need to review it to be sure, 

but that comes to mind. And the band, the 

band on O&M, the dead band during which you 

don't adjust is--I think ours is 1.5% and I 

believe theirs is a little bit different. 

That may be 1.25 sticks in my mind, but I 

don't have both of them in front of me, if I 

did I could sit there and compare them. 

Those are two things that I recall. 

Q Do you--is there any reason for those 

differences? 

A Well, the only reason that we have was that 

we felt like what we proposed, the band that 

we proposed, the adjustment with the CPI and 
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the revenue cap were things that would make 

it where we could live with it and where when 

we got this in place and worked through it 

for a three year time frame that we would 

have a reasonable opportunity to earn some 

target band of return with it. If we were 

more efficient or less efficient, we would 

eat some of that or we would share that with 

the customer, you know, that there would be 

sharing and that that was reasonable and fair 

for our situation. And then we also--there 

was also an equity capitalization percentage 

there, ours is 60% and I don't remember 

theirs, theirs may be the same, I'm not sure 

on that one. Those are things that come to 

my mind as I think through. 

Q Okay. You had mentioned that one of the 

benefits of this Alternative Rate Regulation 

Plan is you don't have to come in here very 

often, or at least as frequently for a rate 

adjustment case, that the expense of a rate 

adjustment proceeding is avoided. And I take 

it that is a major part of the benefit of the 

plan, at least in Delta's eyes. Would that-- 
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A Well, that was characterized to me by people 

at Alabama Commission and the company that 

that was one of the benefits that they 

experienced is, you know, not having rate 

cases every year. And we talked about this 

last night, John Hall and I did, you know, as 

we look at this case, you know, we are going 

to be somewhere upward of $250,000 in this 

case in just outside costs and that doesn't 

include enormous amount of inside costs. And 

what happens in our company with John and I 

and some other people involved with a case 

like this is it takes away time to manage. 

You know, it takes away time that you deal 

with problems and the opportunities that are 

there, so that is a hidden cost. And so, 

those are, for us, very significant, they 

really are. 

Q Would you agree that when you come in for a 

rate case you basically have to submit a 

tremendous amount of information both to the 

Commission and to interested parties to 

justify your existing or your proposed rates? 

You basically have to throw open your books? 
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A Well, yes, you don't have 

what they ask. But, hist 

it depends on 

lly, we have 

been asked a lot--we've been asked for a lot. 

Q You've been asked for a lot. 

A That doesn't have to be the case, but-- 

Q Now, in the most recent Alabama Public 

Service Commission Order allowing for a 

continuation and modification of the Alagasco 

plan, they talked about some staff of that 

commission becoming very familiar with the 

operations of the utility. Do you foresee 

that you are going to be substituting a 

periodic throwing open your books to one of 

almost constantly having review by the 

Commission or other interested parties? 

A No, I hadn't--I guess I hadn't really 

reflected on that. I'm assuming you are 

probably talking about Bob Reed that works 

for the Alabama Commission. I've talked with 

Bob and Bob does have familiarity with 

Alagasco's operations and systems and costs, 

at least the last time I talked with him he 

seemed to. But I don't view that as 

unhealthy for the Commission or the company. 
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It seems to me that if the end result is that 

you are reasonably have the opportunity to 

earn that return band and the staff feels 

good about where you are and you feel good 

about it and you feel like your customers are 

being treated fairly, then I don't see 

anything wrong with that. 

Q Well, does it-- 

A So, Staff and the companies and intervenors ought 

to all work toward the same goal, it seems to me, 

of reasonable profits and good service. 

Q Are you simply substituting, though, a more 

spread out review period for a compressed 

period? You throw open your books in a five 

month proceeding in a rate adjustment case as 

opposed to one where interested parties and 

the Commission are reviewing your records on 

a periodic basis, reviewing the estimates for 

your budget, reviewing your operations? 

A You see, I donlt--I donlt--I have to disagree 

with you, I don't characterize the process 

the way you are. We always have viewed that 

our books and records are always open to the 

Commission and the staff, I mean, any time 
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they want to come in and look at anything we 

don't refuse or decline and we try to work 

with them, and we couldn't refuse and decline 

if we wanted to, by law. I mean--so, that 

process is always there and in place if they 

want it to be. For instance, the management 

audit that went on for a couple of years, 

I've never, to my knowledge, been through a 

more intense scrutiny than that, personally 

as well as with the company. So, you know, 

we are used to that and I'm not sure that we 

have really defined how intense that annual 

scrutiny needs to be on the Alt Reg proposal. 

I guess it can be--our thought was to work 

with the Commission and the staff and 

determine that, determine that level that 

they felt was necessary and important and 

they were comfortable with, and we are 

willing to do that. 

when we started talking about this. I know 

part of the concern is the budget and, you 

know, reviewing the budget detail and input, 

et cetera. 

in Alabama to see how it is handled down 

We said that a year ago 

I've discussed that with people 
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there and they have a very intensive review 

by management and their board just like we 

do. And since they are a public company as 

well as we are and subject to the SEC and 

other rules and requirements and scrutiny, 

they feel like their Board and management 

really looks hard at their financial plans 

and financial commitments and financial 

goals. We feel the same way. And we think 

that whole process ends up with a much more 

detailed and viable budget with good 

decisions made as you go through it, than you 

do in a non-public company. So, I think that 

is worth a lot but, you know, the staff--we 

have had some staff discussions early on as 

we were having these meetings and just 

talking about this whole concept before we 

even filed anything. Delta Gas is receptive 

to whatever we can work out on the level of 

that review. whether it will take more or 

less, I don't know, maybe in the first year 

it might, but it seems to me over time that 

the comfort level with the whole process 

would either be there or it wouldn't. And if 
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it wasn't, after the three year experiment if 

the Commission staff just said we are never 

going to get comfortable with this, then they 

don't renew it. But if they do, then maybe 

they fine tune it to where they get more 

comfortable with the process. It seems to me 

you have to work through that and I don't 

have all the answers to it, but I'm committed 

to try to do it. 

Q Well, how frequently does Alagasco, how 

frequently is it reviewed by the Alabama 

Public Service Commission or its staff? 

A Well, I know that they file information with 

them at the start and I just donit--I don't 

recall the frequency of that. I discussed it 

one time with them but it seems to me like 

maybe it is quarterly, but it may even be 

monthly, I donit-- 

Q Okay. I'm told that it is monthly. 

A Okay, it could be, I honestly just don't 

recall. I know that there was some periods 

that they would stop and look at it. And I 

know Bob Reed is the staff person that does 

that, or was doing it the last time I talked 
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Q 

? 

A 

Q 

A 

that are made and if the budget information 

looks reasonable, I mean, you know, you can 

quickly look at it and if things suddenly are 

way out of line with where they have been, 

then question those things, it seems to me 

that that could be done fairly easily. 

Did you have any discussions with the Alabama 

Commission on what they thought about 

monitoring, what they felt was an appropriate 

level of monitoring? 

No, I discussed with Bob Reed not long ago if 

he--you know, how he felt about the process 

with a person from Alagasco at the time. And 

I got the feeling that they were comfortable 

with it, but I didn't ask him in detail what 

he does month to month or day to day with it. 

And Bob Reed is what, the Chairman of the 

Alabama - - 

No, Jim Sullivan is Chairman of the Alabama 

Commission. Bob Reed is a staff person that 

is on the staff and it is my understanding 

that he has been assigned, amongst other 

duties, responsibility for overseeing the 

Alagasco program from the staff standpoint. 
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Do you know how many people 

Commission--on the Alabama 

the 

Omm 

Alabama 

ssion sta f 

are assigned to do monitoring? 

I do not. It is my understanding from 

talking with those people that Bob Reed is 

the person. But now whether he has other 

people with him or under him that assist him, 

I have no knowledge of that. 

Let me refer back to your testimony while we 

are still on the Alternative Regulation Plan. 

In your testimony you state that the proposed 

plan would--allows or shares the risk and 

reward of efficiencies with Delt and its 

customers. 

What page are you on? 

I am referring to page 11 of your testimony. 

All right. 

At line 20. 

Okay. 

Okay, do you have that? 

Yes, sir, I do. 

Okay. Can you tell us what are the rewards 

for the customer under this plan? What do 

the customers get out of it? 
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A Well, the thing that we saw is--well, for one 

thing is the cost of going through ra e 

proceedings that doesn't--you know, that gets 

borne by the customer now either in the 

operations year or spread out depending on 

the amortization period. And that is one 

fairly significant benefit that we see. And 

the other benefit that I can see is right now 

the way, under our current rate case 

approach, if we file a rate case and we did 

not have anything like this, and let us say 

that we were very efficient or just reduce 

cost arbitrarily and service may be worsened 

but the bottom line was good, and the return 

was much greater than a band of return that 

was found to be reasonable, then service 

would suffer, customers would suffer on not 

having the service and we could probably try 

to take steps to enhance our return just for 

that purpose and that alone. Under this 

approach, when you do that, the rates come 

down to reflect getting back to that band of 

return and I think that .is fairly 

significant. And the same way with weather, 
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if you have a year when it is 10 or 15% 

colder than normal and your return would be 

much higher as a result of that, that now 

adjusts back under something like this so 

that benefit passes back to the customer 

instead of being retained by the company. I 

think those are some fairly significant 

things that could be benefits to the 

customers, in addition to the cost savings. 

Q Under the existing system of regulation, 

though, if your--if Delta's service 

deteriorated, would not the Commission have 

the authority to come in and require 

corrective action? Isn't that always 

available under the present system? 

A That is always available. 

Q And I take it that if a customer, whether it 

be a large customer or small customer, filed 

a complaint, they could go ahead and seek 

redress from the Commission either informally 

or formally? 

A That's correct. 

Q So, I'm not quite sure I underhand the 

benefit, at least as to service standards? 
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A Well, what would be the time frame on 

something like that occurring? It wou 3 not 

be instantaneous. There would be some time 

lag involved and that time lag may stretch 

over a long period of time. It seems to me 

this would be more reactive. I mean, you 

would--if that happened at least you could 

see the reduction in rates rather quickly 

through the process. And I haven't seen a 

lot of proceedings where companies were 

brought in for overearning or for poor 

service, or maybe it is on a specific issue, 

but it seems to me that this is a way to 

really focus the whole process back to good 

service and if things affect rates, to force 

them back to rates fairly quickly, at least 

in this case on an annual basis. And I just 

view that as a positive sort of thing. A s  

long as you feel like, you know, you feel 

like the expenses are not unreasonable and 

that the return band makes sense. I mean, I 

don't see how the customers are harmed by 

that. I really think they have more up side 

and no down side. 
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A 

Q 
A 

Q 
A 

Q 

A 

Q 

A 

Okay. 

and t 

Let 

rn tl 

me switch gears for a few minutes 

Mt. Olivet Natural Gas Company. 

Has Delta concluded its acquisition of Mt. 

Olivet? 

No, sir. 

When does Delta expect to conclude it? 

Real soon. We had the same thought six 

months ago, though, that it was going to be 

real soon, but we anticipate real soon. We 

hope in the next week or two. 

Okay. 

We hope. I certainly hope. 

Is the recovery of the Mt. Olivet Natural Gas 

Company plan acquisition adjustment included 

in this current rate case proceeding? 

To my knowledge, there is nothing in this 

rate case proceeding dealing with Mt. Olivet, 

to my knowledge. 

Okay. And in your opinion, should any 

adjustments to Delta's rate to reflect the 

acquisition of Mt. Olivet be postponed until 

such time as the acquisition is completed? 

Quite frankly, you know, whether Mt. Olivet 

is in this case or not in this case it is 
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Q 

A 

Q 

A 

very insignificant to the case. I mean, when 

we went through the proceedings with Mt. 

Olivet here and went through all the numbers 

and the data and it is about a wash. I mean, 

there may be a little benefit to including 

it, but it is very insignificant in the big 

picture of things, as I recall, a few 

thousand dollars. And, you know, our 

position has always been once Mt. Olivet gets 

acquired then, you know, if the Commission 

wanted to roll it in, roll it in. I just 

hate to roll it in until we actually own it. 

I would like to at least own the properties. 

Okay. Well, I guess my question then is, is 

your answer to the last question yes or is it 

no? 

Oh, man, let's see, what was the last 

question? Could you repeat the last 

question? Was it should it be rolled in or 

shouldn't it or when should it be rolled in? 

Should it be rolled in or should it be 

postponed until the acquisition is completed? 

Well, I would say i f  we can get it closed 

soon so that it can be incorporated into this 
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proceeding I wouldn't--this is not the 

question but I would encourage fairly rapid 

movement on this whole case here because I 

really, you know, feel like Delta really 

needs some rate relief in this proceeding. 

And I would not want Mt. Olivet to hold that 

up, but if it happens soon, I mean, what we 

have always tried to do in rate cases if 

something is known in time to adjust it into 

something, I think we have tried to do that. 

And I think Mt. Olivet is probably the same 

way. I mean, it--so the answer is yes if it 

is timely enough. You know, we are trying to 

push ahead with it. I ' d  really like to push 

ahead with it so I could quit messing with 

it. 

Q Do you agree that at some point in time Delta 

should transfer the recovery of cost of its 

Canada Mountain storage assets from the gas 

cost recovery mechanism to general rates? 

A Your question was do I agree with that? 

Q Do you agree with that statement? 

A Yes--no, I don't agree with it, but I don't 

necessarily disagree with it. Now, do you want me 
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Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 
A 

to elaborate or just stop there? 

Well, you've been elaborating all Lay, so I 

won't stop you right now. 

Well, you can stop me whenever you want, that is 

your call. If you don't want me to go into it any 

further, I won't. 

If you could explain your answer for us why-- 

well, let's move back for a second, is it yes 

or no, do you agree with that statement or 

disagree with that statement? 

I can express no opinion either way on that 

statement just as a yes or no. 

Well, no, I'm going to follow up and ask you 

for an explanation. 

Oh, okay. 

So,  1'11 give you the opportunity to explain, 

yes or no? 

I don't care a whole lot because--now, can I 

elaborate? 

Sure. 

Because- - 

VICE CHAIRMAN HOLMES: 

Can you give them a yes or no and then 

elaborate? 
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A No, that's not--but, you know--okay, let me think 

about it a minute. 

CHAIRMAN HELTON: 

Mr. Jennings, maybe I was a little 

negligent this morning when we started 

this proceeding because we have been 

announcing it every hearing lately, that 

we would like a yes or no answer from 

the witness and then they can elaborate. 

A Okay. 

CHAIRMAN HELTON: 

And we won't have to go back and ask 

these questions over again-- 

A I understand. 

CHAIRMAN HELTON: 

--and we won't have to spend a lot of 

time rehashing things if you will give 

us a yes or a no, not an either or. 

A Okay. 

CHAIRMAN HELTON: 

A yes or no and then explain your 

answer. 

A Thank you. I understand that and I 

appreciate it. My counsel admonished me las 
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night to be sure and do that and--because he 

gets tired of my long winded answers too, so 

I appreciate that. 

CHAIRMAN HELTON: 

You can object. 

A The--okay, the answer is no. But I don't 

like to give yes or no answers unless I can 

elaborate on them. That's what my concern 

was. 

VICE CHAIRMAN HOLMES: 

You can elaborate. 

Q Before you elaborate let me ask you the next 

question then. Why should Canada Mountain costs 

remain in Delta's gas cost recovery mechanism? 

A Okay. That brings me to the rest of my 

answer then. 

Q Yes, it does. 

A When we decided to develop Canada Mountain I 

thought that made sense because we had to 

have supply in our system. We had to have 

system supply. We said as we looked at the 

cost of developing Canada Mountain that it 

was going to be a three or four year program 

and we could either embark on filing rate 
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cases once a year, or maybe even more often 

because of the cost involved with that and 

the fact that we could not bear that if we 

didn't have some means of recovery of that. 

And we approached the staff and talked about 

this for a long period of time about, you 

know, this approach of doing it through the 

GCR because Canada Mountain is a gas supply 

cost. It is no different than the interstate 

pipe line capacity that we have on Columbia 

Gas and El Paso or Tennessee, it is no 

different. When we went through the 636 and 

436 settlements at the FERC on those 

pipelines we obtained flowing capacity and 

storage capacity on those pipelines, and that 

has historically always gone through the GCR 

as a gas supply cost and still does. Canada 

Mountain is another way for us to supply our 

needs on a peak day in a winter time basis. 

The only alternative to that was building 

significant and more costly pipelines to the 

interstate pipelines and then not having the 

ability to arbitrage pricing. So, we saw a 

lot of benefits to our customers from this to 
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manage supply, and that is the way it is 

working. So, we then propose and it was 

agreed that we could recover that through the 

CGR as we developed that field, otherwise, we 

would have filed rate cases once a year. 

NOW, in retrospect, sometimes you get--I've 

been reminded of this, you sometimes get what 

you ask for--and maybe we would have been 

better off filing those annual rate cases but 

in retrospect we didn't, so I can't go back. 

But now we find ourselves with a field that 

is developed and it seems to me that the 

method that is being used is reasonable, 

considering the nature of the cost, which is 

a gas supply related cost. That is the focus 

of Canada Mountain, that is what it is there 

for. I also think that you need to think 

hard about that because the way we view 

Canada Mountain, you know, from this point 

forward with not much more development costs 

associated with it, you are going to have 

annual depreciation and over time the rate 

base, if you want to use that term, is going 

to, all things being equal, decline as you 
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depreciate it out. Are you with me on that? 

So, I'm not sure if I were in your shoes or 

the customer's shoes I would say let's roll 

it over into rate base, because, you know, if 

you don't make sure it is handled right over 

there in rate cases in the future, or 

whatever proceeding you have, then that 

won't--it might not roll back as quickly to 

the customers as that investment that is 

written off. Now, if you have--I1ll go the 

rest of the story, if you have an alternative 

regulatory approach in place, then that will 

be taken care of through that process. So, 

if you have an alternative regulatory 

approach that works then you could pull it 

out of there and still be assured that it is 

going to roll back to the customers over 

time. Are you with me or do I need to go 

further on that? 

Q I think you've answered-- 

A Okay. And that is why I think you need to 

think very hard about that and, you know, 

from our perspective if you drop it in base 

rates and then don't adjust those again for a 
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long time, you know, we could be overearning 

on Canada Mountain. Right now we are not 

because we are only earning on Canada 

Mountain the return that is given to us in 

the rest of our rates. And that's what we 

use in the GCR is that same allowed return. 

So, you know, I think it is pretty fair, and 

it is gas supply related, so. 

Q In your--in Delta's discussions with both the 

Commission staff and in its dealings with the 

Commission, was there ever any representation 

made that the process of allowing recovery of 

the costs through the gas cost recovery 

mechanism would be permanent? Or was that 

simply to be a temporary expedient which at 

some point would switch over to general 

rates? 

A I don't remember very much ever on any 

discussion with anybody about anything that 

is meant to be permanent. It is just until 

the next case or the next proceeding or if 

the Commission changes its mind or wants to 

reconsider it differently, I mean, just to be 

honest. And so, I certainly didn't consider 
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anything about Canada Mountain to be 

permanent and forever, except for one thing, 

we own the storage in the ground and it is 

there and it is not going to go anywhere. 

So,  that part of it is permanent. But the 

recovery process of it is--that is always 

subject to be considered. And I think the 

concept with the staff was at least that was 

a starting point to have a means to recover 

on it as it was developed. Again, I'm just-- 

just caution you that you have a way in place 

that insures that only a return is earned on 

the investments made and the actual operating 

cost and you have a way of being assured that 

as that rolls down or reduces that it is 

reflected in rates on a current basis, and 

that is something I think you ought to think 

hard about as a staff and a Commission before 

you change it because it works and its fair. 

And I just want to point that out. 

The Commission Staff has a few more questions 

but if we could have a brief five minute 

recess or ten minute recess so we can get 

them together, our questions should be fairly 
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quick. 

CI IRMAN HELTON: 

We'll take our break, ten minutes. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Mr. Wuetcher. 

MR. WUETCHER: 

Thank you, Your Honor. 

Mr. Jennings, 1'11 try to finish up quickly. 

Let me first ask a question concerning the 

applicability of the Alternative Regulation 

Plan. When Delta first made its filing in 

Case 99-046, one of the provisions in its 

filing it stated, and 1'11 read it to you, it 

simply says "If modifications are made to the 

proposed alternative rate making mechanism, 

Delta respectfully reserves the right to 

either choose to implement the modified 

version or to continue to remain under 

traditional regulations.'' Now, can you 

explain that for us? Does that mean if you 

don't--if Delta doesn't like what the 

Commission does it is not going to implement 

the plan at all if the Commission tinkers 
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with it? 

A That was our--1 guess tha, was the thrust of 

our remark, that's why we made it. I don't 

know that that is exactly what we meant by it 

the way you have characterized it. I guess 

our thought was that we have the traditional 

regulatory approach and we understand that 

and we understand how that works, and we 

understand the Alt Reg proposal that we made 

and we understand how it works, and we 

choose voluntarily to file the Alt Reg 

proposal as opposed to or in addition to the 

traditional regulatory approach without 

understanding the framework that we might end 

up with afterwards. And it was our thought 

that, you know, what we propose we can live 

with--we might be able to live with what we 

get but we might not, and we'd like to have 

the choice of just staying with traditional 

regulations if we can. And that is why we 

said that. 

Q Let's explore that for a second so we all 

know what way we are all reading from the 

same page. Let's assume for a moment that 
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the Commission modifies the plan, issues a 

Final Order, is it Delta's position at that 

point that it will either object or withdraw 

the Alternative Ratemaking Plan in toto and 

just continue to follow under traditional 

plans? 

A Well, that is one way to resolve it. Another 

way would be to have a conference and try to 

work it out. 

Q Okay. Well, I'm just--okay, granted-- 

A We'd like--you know, we'd like nothing better 

than that. I mean, we wanted that early on. 

Q I mean, I'm just--I'm looking at just the 

final end result. Assuming for a moment 

there might be additional conferences and 

rehearing and what not, does this--letls take 

a second scenario, assume the Commission 

modifies the plan but approves it, does that 

mean--well, let me step back for a second. 

During the three year period in which Delta 

proposes to have the experimental plan in 

effect, I assume Delta will not be filing any 

type of general rate adjustment proceeding? 

A I don't know about that, I hadn't really 
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thought about that. 

Q Okay. So, there would possibly be some 

circumstances where even though this plan is 

in effect Delta would still come in for a 

general rate adjustment? 

A Well, I'm just trying to think, you know, 

maybe rate design concerns perhaps, I don't 

know how we could modify rate design if we 

felt like we needed to, from a market 

standpoint or competition or pricing 

standpoint. The only way now that we can 

address rate design issues is, seems to me, 

to be in a rate proceeding. Am I correct on 

that, I can't think that that is-- 

Q Well, let's clarify that so we make sure that 

we understand. You are talking about Delta 

may come back in if there are modifications, 

well, if the experimental plan is approved 

Delta might still come back in to make 

changes to its rate design but those would be 

Ifrevenue neutral11 as opposed to change--that 

the revenue that Delta would be getting from 

the new proposed rates would simply 

redistribute what they are already authorized 
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to get? 

A I could n t--that is one that I can envision. 

Right now, off the top of my head, I can't 

envision other things that would require us 

to do that, you know, because you have dealt 

in return and O&M and, you know, capital and 

all those things. 

Q So, aside from some type of reconfiguration 

of the rates for rate design purposes only, 

Delta would not be coming back in for rate 

adjustment to increase the amount of money 

that is coming back in under the experiment-- 

if the experimental plan is approved? 

A If it is approved as filed or as it-- 

Q Well, let's take for a moment if it is 

approved as filed? 

A I think that is an accurate statement, what 

you said is an accurate statement. 

Q Just so that we can--we are all on the same 

sheet of music still, I assume that that 

waiver of any general rate adjustment filing 

is in absence of some extraordinary event, 

let's say an earthquake occurred in eastern 

Kentucky and you had to generate enough 
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revenue to rebuild your system? 

A Well, I was going to elaborate on that just-- 

I can see some things happening like that or 

fairly catastrophic things that have to be 

dealt with. 

Q Okay. 

A Where your expenses might be outside the 

band, you know, the cap, you know, so that 

you--because of things that are just 

completely outside of your control. 

Q Okay, but you are-- 

A We don't usually have a lot of things like 

that, earthquakes would be one. 

Q So, not trying to continue to beat a dead 

horse, but if the Commission accepts the plan 

as proposed, Delta would not come back in for 

a general rate adjustment except for the 

limited purpose of reconfiguring its rates 

for rate design purposes or it would not come 

back in unless there is some extraordinary 

event that would require a rate adjustment 

for additional revenues outside what is 

envisioned by the Alternative Regulation 

Plan? 
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A I believe that is an accurate statement. I 

agree with you. 

Q All right. Okay. Let's take that as as 

given, now, and go back to our original 

example and I had said assume for the moment 

the Commission modifies the plan. Now, one 

scenario based on this statement in here is 

that Delta could say at the time the 

Commission issues its order we are not going 

to--we don't expect that we want to be 

regulated under the traditional rate making 

method, is that how Delta is envisioning 

this? 

A Either that or we could say, you know, we 

have a real problem with this amendment you 

have made to it, can we work this out with 

the Commission Staff and intervenors, can we 

try to negotiate something that we and you 

can live with. 

Q Okay. Assume for the moment-- 

A I don't know what the forum would be for 

that. 

Q Assume for the moment your efforts to get  

modifications to the Commission's Order are 
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unsuccessful. 

A Okay. 

Q Okay. So, Delta would step out of the plan, 

or step out of the Alternative Plan once it 

got a final Commission's Order modifying the 

plan, is that what that language represents? 

A That is correct, that was our hope. I mean, 

that was our desire that if we got something 

that we said, you know, this is worse than 

where we were and we are already in bad 

shape. You know, we would just try to move 

away from it. 

Q Now, so I'm clear and the record is clear, 

that Delta would make its withdrawal from a 

plan as soon as the Order is final or when 

its rights to appeal have been exhausted? 

And before you answer, let me give you the 

other scenario so that it will make it easier 

for you to answer. We are not talking, are 

we, about the possibility that Delta would 

accept the modifications to the plan and then 

at some point say this is not working out, 

you have modified it, the three years have 

not passed, there has been no extraordinary 
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event but we want an additional rate 

adjustment and we are not bound by any type 

of prohibition against a general rate 

adjustment in those three years? 

A Was that a question? 

Q It was. It was kind of like an answer, it 

was pretty long. 

A Okay. I was with you there up to a point and 

then I'm sorry I just-- 

Q Well, let me start back to the beginning. 

You have one scenario, the Commission has 

issued its order, Delta has exhausted its 

rights to get modifications or to go back to 

the original plan. 

A Got it. 

Q Delta either opts in 

A All right. 

r pts out. 

Q As Delta has said in its reservation. Is it 

Delta's position that if the Commission 

modifies the Order and it does not 

immediately opt out, at some point during the 

three year--three years in which the plan is 

in effect, if Delta sees fit, it could still 

opt out of a plan and file for general rate 
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adjustment? 

A Oh, I see, I see ,he question now. No, I 

think our position all along had been once an 

order is rendered in the Alt Reg if it is 

different than what we filed we would have to 

evaluate it right then and say is that 

something we can live with or not. We'd like 

the opportunity to do that and that's why we 

asked for it the way we did. But it would be 

at the time that an order is issued in it. 

And if we had problems to either, I guess, 

seek rehearing or to request a staff 

conference or whatever venue we decided to 

choose at that point to try to resolve it, or 

if it was just at a point where we thought 

well it is not going to be able to be worked 

out, then just say, okay, we request to 

withdraw it and stay on traditional 

regulation. 

Q Okay. So, there is no continuing reservation 

after the Commission issues an Order? 

A Not the way I had viewed it. That's my 

understanding of it when we did that and my 

feeling toward it now is that we would have 
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to call that when the Commission decided on 

it. 

Q Okay. Let me get back for a moment, we had 

talked earlier about the lack of any filing 

of a rate adjustment proceeding for that six 

year period between Delta's preceding rate 

case and the one before that, the six year 

period between, I guess, '91 and '97. Did 

the--can you tell us what has changed in 

management philosophy or in Delta's general 

condition that would have moved Delta to 

begin adjusting rates annually when its prior 

philosophy was not to adjust rates? 

A When you say--let me just clarify this with you, 

when you say move to adjust rates annually, we 

haven't yet, since 1990 or even '97, we haven't 

moved to adjust annually. Are you talking about 

prospective with the Alt Reg, is that what you are 

talking about? 

Q Let me--yes, let me restate the question a 

little bit. 

A I just want to make sure I understood. 

Q So I understand it, too. You would agree, at 

least as a general management philosophy from 
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the early ' 90s  up until about 1997 Delta was 

trying to avoid a rate proceeding, if it 

could, to avoid the expense. It was looking 

at other alternatives to improve its 

financial condition? 

A Yes. 

Q Okay. And you would also agree that the 

experimental Regulation Plan in some extent-- 

to some extent will adjust rates annually, 

one way or the other, within the confines of 

the alternative regulation proposal? 

A Yes. 

Q What change in management--or what brought 

about the change in management philosophy 

that moved from trying to avoid a rate 

adjustment to looking at one of some type of 

annual adjustment? 

A Well, the--from--1 think we had a case in '85 

and a case in ' 90 ,  and both of those really 

started back in 1985. We had four cases in 

five years from '81 to '85. And very 

expensive and time consuming and we started 

then to say are there, you know, what can we 

do and we were in a growing service area and 
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picking up a lot of new customers, and 

industrial parks were being developed and 

adding industrial load, and we said let's 

every year try our best to not file a rate 

case instead of the other way around of 

always filing. And that's what we did from 

'85 to '90, and we did it from '90 to '96. 

We also, during that time, had a lot higher 

retained earnings than we do now. We had 

earned our dividend more years and we had 

some years when the weather was much colder 

and we had some good years and we were able 

to, to some extent, if you want to say that, 

operate off the retained earnings. Those are 

gone now, we have depleted our retained 

earnings, we haven't earned our dividend in 

four of the last five years and we serve a 

rural growing service area that demands more 

and more capital just to keep up with the 

growth in eight or ten of those counties. 

And we don't see a future way to continue to 

do that absent some means of trying to stay 

more current. And that's what all those 

things have led to, to where we are today, 
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not any one in particular but all of them. 

Q Okay. Let me follow on that theme. Would 

you agree that it is Delta's position anyway 

that the cost control measures that are in 

the proposed Alternative Regulation Plan will 

encourage Delta to control the growth of 0 & M  

expens e s ? 

A I'm trying to remember without looking at it, 

it is--the band on O&M, well, it encourages 

us to control O&M on a per customer basis and 

penalizes us if we don't. So, I think the 

answer is yes, it would encourage us to and 

would penalize us if we cannot, and it would 

provide us some incentive if we can. 

Q We could agree that it is also Delta's 

position that as the plan takes effect and 

these cost control measures begin to work, 

that costs will decrease as a result of the 

incentive and that, as a result, Delta's 

customers will benefit from the decrease? 

A They will either decrease or I think be 

controlled within the band. I think either 

way there will either be a control or 

reduction. Control doesn't mean it is always 
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going to go down, but it will be controlled 

within a band. 

Q Okay. NOW, as to the cost control measures. 

The Commission asked what written procedures, 

internal guidelines were available dealing 

with cost control measures and the response 

from Delta was that there were no written 

procedures or guidelines or internal 

standards. And, if you wish, I'm speaking 

concerning Delta's response to Item 21 of the 

Commission's Order of June 4, 1999. 

A I probably should look at that, if you will 

give me just a moment while I find it. 

MR. WATT: 

Item 21 of June 4 ,  is that what you said 

Jerry? 

MR. WUETCHER: 

Yes, sir. 

Q And let me clarify, that is from the Alt Reg 

case, 99-046. 

A Okay. I have familiarized myself with that 

now. 

Q So, is it correct to read from that statement 

that there are no written procedures 
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concerning cost controls? 

That is correct, there are no mitten 

procedures, as such, regarding cost control. 

All right. NOW, in light of the fact there 

aren't any written procedures, how will Delta 

implement cost of service improvements that 

it has been talking about that will result 

from the implementation of the experimental 

plan, if there are no cost control 

procedures? 

Well, I didn't say there weren't any cost 

control procedures, I said there weren't any 

written ones. 

All right, let's-- 

I didn't elaborate because I've been trying 

to answer your questions. 

I appreciate that. In the absence of any 

written procedures-- 

Okay. 

--how will Delta be able to implement those 

cost controls? 

Well, 1'11 go back to where we started at 9:15 

this morning on the budgetary process, because 

that is sort of what this question relates to. 
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That is where we control. When we annually-- 

CHAIRMAN HELTON: 

Mr. Jennings. 

A I'm sorry. 

CHAIRMAN HELTON: 

We are all familiar with that, I think 

the question is no written procedures. 

Mr. Wuetcher may need to rephrase his 

question, how will this Commission or 

any of the intervenors know that you are 

actually implementing cost control? 

A I'm sorry, I misinterpreted the question, I 

thought he meant how will the company manage 

to do it, wasn't that the question? 

CHAIRMAN HELTON: 

That's what he asked but I'm asking-- 

A Oh, I'm sorry. 

CHAIRMAN HELTON: 

--how would anybody else know if you 

don't have any written procedures? 

A Well, because we don't feel like we need written 

procedures. 

company with only four or five officers and we 

meet weekly and we meet with all the management 

And our company being a very small 
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people regularly, we communicate verbally. You 

know, I communicate to people about controlling 

cost and I go through and view every account when 

we are budgeting and I feel very comfortable that 

we eliminate any unnecessary expenses in that 

process, and we do that annually, and we follow up 

monthly to see how we are doing. And we have 

never felt the need to write that down to say that 

is what we are going to do because we communicate 

and do it. 

CHAIRMAN HELTON: 

But you weren't under an environment 

where your--a new mechanism either. 

A But we would still do it the same way, I 

guess. If there is a strong need, if someone 

feels that we need to write down what I just 

said, we can do that. But, you know, I don't 

have a problem with it, I just--I've tried to 

avoid written things and deal with people 

more directly all the time. 

Q Well, let me follow up on that, does Delta do 

any type of comparison of its O&M costs with 

other gas systems to evaluate its cost 

containment efforts or budgetary efforts? 
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A 

Q 

A 

Q 

A 

Q 
A 

We have compared, more compared ourselves 

through--we have some performance indicators that 

came out of the management audit that compare a 

lot of different categories and some of those are 

to other companies and some are to ourselves 

internally over, say, a five year period. And so, 

those do help us to measure how we are performing 

over time compared to ourself and, like I say, in 

some areas, to other companies. Could I-- 

Let me go ahead and ask a couple of more on 

that. 

I just wasn't sure I was finished on that 

answer, but - - 
Well, if you are not, I'm sure we will get 

back to it in just a second. 

Okay. 

When you say that you compare to--what 

measures are you talking about and to what 

other utilities are you comparing? 

Well, you see that's what I was going to 

finish elaborating on. 

Okay. 

There are not a lot of companies, particularly in 

this state, that are like Delta Gas, 21 county 
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rural service area, 2100 miles of pipe, you know, 

scattered all over the place, a lot of them are 

more focused. And it is not easy to compare 

apples to apples when you are doing those 

comparisons, okay. It's very difficult. And 

there is not a lot of companies in the country 

that are that similar in terms of operation, you 

know, we are fairly unique in many respects. So, 

that is something that is a real struggle. But in 

the management audit, with the performance 

measures that we are requested to develop and put 

in place, we have those things that we think can 

be compared and some of them are expense things 

and some are gas supply items and different ways 

that we can try compare ourselves to other people, 

and we do that. We do it on an annual basis, we 

share it with our management team, we do it before 

we develop our budgets, we share it with our Board 

of Directors, and I go through that whole process. 

Q Could you provide us a list or a set of 

comparisons that you've made? 

A Yes, I could. 

Q Let's say we take the last three years, just 

to show what your target group is and how you 
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compare it? 

I can do that, because each year that we do 

it we do three or four years and we just roll 

a year out and a year in. So, even the most 

recent one which was in the spring was 

looking at, like, a three or four year time 

frame. 

And those comparisons will indicate the 

utilities that you are using as your 

benchmark? 

For the ones where we are using other 

utilities, or it will indicate it is 

comparing Delta to itself. We found it very 

useful, as we make changes, to compare 

ourself year to year to see how the changes 

we make affect the various costs. And it is 

capital, construction, operations, gas 

supply, a lot of different areas. 

Just a couple more questions. I want to get 

back for a moment to the issue of equity 

distress that Dr. Blake had mentioned and we 

had touched upon earlier. Would it be 

correct to say that part of the problems that 

Delta--or the stress that Delta is currently 
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experiencing is in part the result of its 

efforts to expand customer service in its 

service territory? 

Yes. 

Okay. And would it be correct to say that, 

to characterize some of your policies that 

promote growth, that they are much more 

advantageous than, perhaps, other utilities 

are? 

Advantageous to whom? 

Well, lest me go ahead and clarify that. 

Would you--it is correct that--is it correct 

that Delta installs the service line at no 

charge for its residential customers? 

Up to a certain amount. 

Okay. And is it not correct that Delta had 

to obtain a deviation from the Commission's 

Regulations in order to do that? 

Yes, I believe maybe 1989 we had a proceeding 

here, but I don't think we are the only 

utility in the state that does that. I think 

Columbia did it before we did and we sort of 

tailored ours after what they had done. 

Okay, and-- 
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A 

There is a reason for that, by the way. 

Well? 

If you don't want to know it, that's fine. 

I'm sure somebody else will be asking about 

it. 

Okay, all right. 

The other area, Delta also has a main 

extension policy that provides 200 feet of 

main extension before the customer is 

charged? 

up to 200 feet. 

up to 200 feet? 

Yes. 

And that is roughly twice what is required 

under the Commission's Regulations? 

Regulation, as I understand it, requires up 

to 100 feet upon request and we stand to 

provide up to 200 feet upon request. 

And that is in part--the reason part of that 

is in order to promote growth and make the 

extension service more attractive within your 

service area? 

I would say it is more of a necessity in our  

service area because of the nature of our 
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service area. Being very rural and spread 

out with bands of, you know, unserved areas 

and where the growth is developing, it is 

very difficult to get gas supply to people. 

Q To the extent a customer has to pay for a 100 

feet when he can get that extra 100 feet for 

free it, is more an incentive for them to 

take service, though, isn't it, at least the 

disincentive for not taking service is not as 

great? 

A I would agree with you, I just disagree with 

the word free, because it is in rates, so, I 

mean, okay, I mean it is recovered, it is 

just like the service line issue, it is an 

immediate recovery or longer term recovery. 

Q Okay. 

A The customer either puts in the service line 

or we do and it is either long-term in rates 

or it is an immediate thing if they put the 

service line in immediately, it is the same 

way with extensions. 

Q And just to follow up on that with one more 

question on that issue, and that is again a 

management policy in order to promote Delta's 
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position in the area and to expand service? 

I can't agree with that statement but it is a 

management decision, yes, but it is not just 

for what you said. It is also to be able to 

get gas to people that want it. 

Okay. 

And we think in the least costly, most 

efficient way to them. That is the way we 

view it. 

All right. Are you aware that some utilities 

will issue debt and common stock to maintain 

its desired equity to debt ratio? 

Yes, sir. 

And could you explain why Delta does not do 

that or has not done that when it has issued 

large debt? 

Well, we have. And we issue common stock and 

debt both, so we have done that. 

The last time that there was a large issuance 

of debt did--was there an accompanying 

issuance of common stock? 

There was not, but that is the case many 

times where we will issue common stock or 

debt, sometimes both, sometimes only one, it 
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depends on the market, depends on 

investment bankers, depends on th 

the 

comp ny 

needs. It can be one, it can be both, it can 

be just equity or just debt. But that is 

very common in the industry, that is not just 

Delta. 

When was the last time that Delta had a large 

issuance of common stock to correct its or at 

least to bring its debt in balance? 

We brought along our Annual Report, 1'11 look it 

up in there so I don't give you the wrong date. 

Well, if you can just give me a ball park 

year that would be fine. 

July, 1996, we issued 15 million of 

debentures and 400,000 shares of common 

stock. So, that was--that would have been 

our last equity and debt offering. And then 

in 1998 we issued 25 million of debentures. 

Part of that was to refund and repay some 

existing debt to get better rates and part of 

it was to pay off short term. 

When--1 think in some of the responses to the 

information request it was indicated that the 

imbalance began to occur back in around 
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1990--1988-'89 time frame, were there any 

accompanying issuances of stock then or were 

they even considered? 

Let me explain and--because I can't remember, 

okay, specifically that year, so let me just 

explain in general how it works. 

Well, in order to--I'm not going to tie you 

to a specific year because that would be 

unfair, you have already said that year--but 

within that time frame of, let's say, 1988 

through '92, '93, was there any issuance of 

stock or should I just refer-- 

Well - - 

1'11 tell you what, we will just refer to the 

report in order to save time. 

Well, I brought--1 brought an old report to 

try to cover some years, let's see if I have 

enough. In 1993 we issued 15 million 

debentures and 170,000 shares of common 

stock. In May of 1991 we issued 10 million 

of debentures, so that's a couple of 

financings we have had. The way Delta's 

business operates is we function on a credit 

line, that's a 25 million dollar line right 
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now, and periodically we have to refinance 

that as it builds up. If we don't, the banks 

cut us off. They won't, you know, continue 

to extend credit. And so, we have been 

financing every two or three years with debt 

or equity. 

to maintain about a 50/50 debt to equity 

structure on the long-term, but in the short- 

term it can vary from that. It depends on 

our needs, it depends on the financial 

markets, depends on where the stock pricing 

is, whether the investment bankers want to do 

an equity offering for us, so it is affected 

by a lot of things, some of which are outside 

of our control. And over the last ten years 

that is what has happened, over the last 20 

years that I've been at Delta that is the way 

we have operated. 

refinanced that short-term debt from time to 

time and sometimes we refinance outstanding 

long-term debt with better term debt if the 

markets are such, you know, if interest rates 

drop, that sort of thing. That's the way we 

go about doing it and that is what we have 

And we try to do that--we shoot 

We have historically 
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been doing it, and we 

heavier in deb, or he 

find ourselves at times 

vier in equity 

depending on the markets and what we run 

into. 

CHAIRMAN HELTON: 

Mr. Wuetcher, do you want--is that 

report not in any data request and do 

you want it entered? 

MR. WUETCHER: 

I think that may be in it, if it is not, 

I believe it is on file with the 

Commission. 

CHAIRMAN HELTON: 

Okay, fine. 

MR. WUETCHER: 

I think that is all we have. Thank you 

Mr. Jennings. 

CHAIRMAN HELTON: 

Commissioner Holmes? Commissioner Gillis? 

MR. GILLIS: 

1'11 wait until after the Attorney General has 

some questions. 

MS. BLACKFORD: 

I have just a couple I want to follow up on. 
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1 RECROSS EXAMINATION 

2 BY MS. BLACKFORD: 

3 Q  Am I correct that Delta increased its dividends 

4 from $1.12 to $1.14 in 1997? 

5 A  Is that calendar or fiscal '97? 

6 Q  Ca 1 endar ? 

7 A  Calendar '97, I'm not sure that is correct. The 

8 Annual Report shows that our dividends for fiscal 

9 '96 was $1.12 and for fiscal '97 was $1.14. Now, 

10 I don't know the exact time but somewhere in there 

11 we increased it a little bit. I'm not sure which 

12 year that fell into is the only reason I asked. 

13 Q why did Delta increase its dividends when 

14 earnings per share were greater than the 

15 dividends per share only once since 1993? 

16 A There is a significant pressure on a public 

17 company to raise equity capital. One of the 

18 considerations is the level of the dividend, 

19 the yield. The other is the investors 

20 expectations on where the price is going to 

21 go. In other words, as they evaluate it, and 

22 investment bankers as they look at selling 

23 equity for you, they look at what the demand 

24 is from their customers. And in the industry 
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4 Q 

over the last 10 or 15 years, most LDCs like 

Delta or larger, for the most part larger, 

have been increasing their dividends in the 

2% to 3% range. There is a lot of pressure 

on a company that is trying to sell equity 

and compete with all the other people who are 

selling equity to be providing some return 

that is similar or some dividend that is 

similar and some dividend growth over time. 

So, Delta has always tried to maintain its 

dividend where it had it and over time to try 

to gradually increase that to be competitive 

on raising equity capital. And that is why-- 

in '96 I show that we had earnings of $1.41 

that year and our dividend is a $1.12. And 

we decided then to increase it very slightly 

to two cents on a $1.12 dividend to give the 

market some understanding that we had a 

dividend we could maintain and perhaps, you 

know, could continue to increase over time if 

earnings were there. And that's why we did 

that, just to try to react to the 

requirements of the market place. 

So, would I correctly characterize this as a 
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A 

Q 

A 

Q 
A 

Q 
A 

Q 
A 

Q 

management decision to, in the face of 

potential lowering, to actually exacerbate 

the problem of having earnings insufficient 

to meet your dividend? 

Yes, you could say that, but we didn't 

anticipate that the next three years after 

that we weren't going to earn the dividend. 

I mean, that is the other side of the coin. 

We always anticipated earning our return in 

the future and we weren't able to, but, yes, 

to answer your question. 

In that period of 1991 to 1995, where there 

was no rate case, am I correct in 

understanding that the borrowee for '92 was 

over 15%? 

For fiscal '92 it was 1 5 . 1  is what I have. 

Fiscal ' 9 2 - -  

That's June 30, that's using the annual. 

And for fiscal '93 was it 15%? 

14.9. 

For fiscal '94 was it around 12%? 

Yes, 12.05 I have. 

Was that attributed in any way to Delta's 

decision not to file rate cases during that 
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time? 

A Of course. Each year hat we look at where 

we are and project where we are going, you 

know, if we don't feel like we need to adjust 

we don't. We had been allowed during that 

time, as I recall, a 15% return on equity. 

Or that had been in our last case that came 

through the Commission and it had not been 

changed since that. So, we--and this is 

consolidated results as well, but we were not 

earning more than what had been allowed, but 

we were earning enough to where we didn't 

feel like we needed to come in for a rate. 

Now, the weather during some of those time 

periods was also a factor, you know. We had, 

if I might just flip to that, we had--well, 

for instance, it ran '93 was right at normal 

weather, '94 was 6% colder than normal, so 

there was some times in there when some of 

those things occurred where weather was a 

factor. 

Q Well, that brings up something very 

important, if the weather normalization 

adjustment factor, as you proposed it, goes 

- 112 - 



2 m z 
: 
4 
2 
5 

N 

0 m 

I 
o(l 

a 
a a 

a 

a 

u) 

W l- 

2 
W a 
a 

4 

0 
6 

W 
u) 

0 

: 
9 

1 

2 

3 

4 

5 

6 

7 

8 

9 

- 0  

.1 

L2 

13 

14 

L5 

L6 

L7 

L8 

19 

20 

2 1  

22 

23 

24 

into place 

return wi 1 

the allowed return and the actual 

essentially track one ana-her 

with reference to the weather conditions; is 

that true? 

A With respect to adjusting the normal weather 

that is correct. 

And one of your major problems historically, 

as you have posed it here, has been that the 

company has been brow beaten by bad weather: 

is that correct? 

Q 

A Well, it has been both ways. I mean, we have 

had years when we earned well when it was 

colder and we have had years when we didn't 

earn as much when it was warmer, because our 

sales are weather sensitive on residential 

and commercial sales. 

Q Surely. But do I not understand testimony 

from you and from others that bad temperature 

years from the natural gas company point of 

view have, unfortunately, been the norm for 

the last few years? These have contributed 

to low actual earnings? 

A Well, it has been for--well, let's see the 

last--'98 was only 94% of normal, '99 was 
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only 89% of normal, so at least for those 

two. '97 was 104% of normal, it was actually 

colder than normal, but that was the year of 

the last rate case as well, so that 

contributed to that as well, that's why I 

mentioned that earlier. 

Q In the 98% and 89% years would produce lower 

than expected revenues and reduce your actual 

rate of return? 

A That's correct, everything else being equal, 

that is very correct. 

Q Had the weather normalization adjustment now 

proposed been in place then would the actual 

rate of returns been closer to, if not equal 

to, the allowed rate of return? 

A I would say they would have been closer to, 

I'm not sure they would have been equal to 

because there are other factors that affect 

earnings other than just weather, but 

everything else being equal it would have 

helped. And either way it would have 

adjusted up or down. 

Q Now, you pointed out that the weather 

normalization clause would also operate to 
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lower the company's return in cold years, am 

I correct? 

A Could you repeat that, I'm-- 

Q In below degree--1 may be saying this 

backwards. In a year that is, from a natural 

gas company's point of view, beneficially 

cold- - 

A Colder than normal. 

Q Colder than normal. It would operate to 

lower the revenues the company receives 

during that time from what they would have 

received had there been no weather 

normalization adjustment? 

A Yes, it would always function to bring the 

impacts of weather back to 30-year normal 

weather. And to the extent that that is 

changing, if you are in a warming trend, I 

mean, you can have some impacts from that 

either way, or colder trend for, say, the 

last ten, but everything else being equal it 

would tend to bring you back closer to that. 

But that is all that a rate case does anyway 

is try to normalize your weather for normal 

weather. I mean, that is the way they have 
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always been done so that is no different 

than- - 

They have always been done to normalize it 

for purposes of establishing the rate, they 

have not been done for the purposes of 

insuring that the revenues match the 

established rate, isn't that correct? 

But the whole underlying tenant is that they 

will, otherwise, the whole process is a 

fallacy. If they don't try to match up to 

normal weather over time, then the whole 

thing doesn't work, you know, for the company 

or the customers. So, I think underlying it 

is the fact that it does work, at least from 

the way we view it. You just have the short- 

term impacts one way or the other. Any year 

can be colder or warmer than that 30-year 

average and we can't predict that. So, 

sometimes it is one way, sometimes it is 

another way. 

Well, perhaps we are having two different 

conversations and not intending to do so. 

I'm sorry. 

I'm trying to establish what the benefit of 
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the weather normalization adjustment factor 

is. And what I'm hearing from you in that 

last answer is that there is none. 

A The benefit to whom? 

Q To the company? 

A To the company. 

Q To the company which has sought it? 

A Because there is two benefits, there is a 

benefit to the customer as well, that's why I 

want to point that out. I mean, if you do 

not have weather normalization and the 

weather is warmer than normal. then you will 

adjust up to the 30-year average. If it is 

the other way, you will adjust down. But 

without it, you know, it cuts both ways. 

Q Certainly. 

A So,  there is an impact on both the customer 

and the company I guess is the point I was 

trying to make. 

Q S o  I'm looking at it from the utility's point 

of view, what is the benefit to the utili 

of the weather normalization? 

A Well, again, to the extent that our rates 

were set in a rate case that assumes norm 
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weather, then the underlying rates are set 

assuming that that is going to take place. 

Now, if, in fact, that does not take place 

and it is either warmer or colder, then the 

rates will be adjusted and the utility will 

have those rates to reflect those volumes 

being either warmer or colder than normal. 

That's the impact on the utility. 

Q So, the net result is that you actually more 

accurately tracks your allowed rate? 

A Yes. 

Q And that is a benefit to a company which has 

suffered from years that are warmer than 

normal and, therefore, have not had actual 

revenues to match the allowed rate? 

A It is and it is a detriment if it is colder than 

normal. So,  it is a two edged sword. 

Q Well, now, let's talk about the arc, it also 

acts as a leveling influence, it has an up 

side and a down side as I see it, so could 

not the same benefits and drawbacks be 

assigned to the arc? 

A The alternative regulatory approach, I'm not 

sure I understand what you mean by the 
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benefits in that, but it will function to 

maintain within the confines of what it is, 

the controls and the target return, to help 

provide the opportunity to earn that. 

It will essentially bring the allowed rate 

and the actual rate in line regardless of 

what happens with weather? 

Or at least closer together. 

Just as the weather normalization clause 

does, they both adjust for certain factors-- 

That's true. 

--and by doing s o ,  bring those two items closer 

together, meaning that they increase it during 

warmer than normal years and decrease it, perhaps, 

during colder than normal years or maybe not? 

Well, not perhaps, I think they both would 

tend to decrease it when it is colder and 

increase it when it is warmer. 

Is there a benefit independent of that that is 

provided by the weather normalization adjustment 

clause attending--that attends the Alternative 

Regulation Plan from the utility's point of view? 

I'm sorry, could you ask me that again, 

somehow I just couldn't grasp the question in 
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that. 

Is there a benefit the utility will receive 

from the Alternative Regulation Plan that is 

not also received from a weather 

normalization adjustment factor? 

Well, I guess the weather normalization only 

addressed weather and the alternative 

regulatory approach the benefit, I guess, is 

two fold, one--and this is just not the 

utility benefit but it is streamlining the 

cost saving aspect of not having to file rate 

cases all the time. And, also, within the 

target, within the band, you know, if you can 

control cost, then the utility will share in 

those it controls or it will have to have a 

detriment on those that it doesn't, so, I 

mean, it is a two edged sword on both. So, 

the Alt Reg is a bit different than weather 

normalization, I think, because it has some 

features in it beyond just weather. 

So, you are saying that there would be no 

effort to streamline expenses or to do those 

other beneficial things if there were only a 

weather normalization adjustment? 
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A No, I'm not saying that. I don't think I 

said that at all. You just asked me the 

difference between the two and I responded. 

Q Is there not in conjunction with the weather 

normalization an effort to streamline and 

would there not be benefits to the utility 

from that? 

A Well, there are--our position is that we 

always try to operate as efficiently as we 

can. 

Q I certainly understand that. 

A So, we will continue in that. The whole idea 

behind having, I think, performance measures, 

and I think maybe that is what the Commission 

and other companies have considered here in 

this state and in other states, is to provide 

incentive for that and they have found that 

the incentives tend to help promote that. 

And to the extent they don't, then the 

detriment helps the other side of it, the 

penalties end up helping that to happen. So, 

we decided to put some of those things in 

what we filed for to try to encourage that. 

Q I was a little curious, you were asked at one 
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point about the AAF and the operation of the 

performance based controls, if I could 

paraphrase your answer, and please tell me if 

I'm paraphrasing it as something other than 

what it was, you said 1'11 have to think 

about that, I have to remember exactly what 

is in there. And you had to pause a moment 

and think before you could answer the 

question, is that correct? Does that match 

your memory of what happened? 

A Except I don't remember it in the context of 

the AFF, it was more a question just about-- 

what do you mean when you say AAF, what does 

that mean to you? 

Q Well, my understanding is that the 

performance based mechanisms of this 

alternative proposal fall within the AAF 

factor, that they are applied to what 

ultimately constitutes AAF? 

A Could you just clarify for me what you mean 

by AAF, just so I can focus myself? 

Q The historic factor that is applied in the 

year after the first year has been in place 

in order to adjust a budgeted--in the 
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Q 

A 

A 

Q 

original proposal, budgeted to actual? 

That's the first year after the--okay, all 

right, I'm with you now. All right, what was 

your question? 

All right. The question was that you had-- 

the question was you had to pause and think 

about it; is that correct? 

Well, he didn't--as I recall, it was Mr. 

Wuetcher and he didn't ask me about the AAF 

particularly, just the whole concept. And I 

paused to think about those things that are 

in the whole alternative regulatory approach 

that we have. And some of those might be in 

the AAF, some might be in the--what's the 

other term- - 

CHAIRMAN HELTON: 

AAC . 
--AAC because there is the equity test, there 

is the 0&M test and then there is the 5% 

test, so I'm not sure which piece those fall 

in but that is why I stopped to just think 

through the pieces of it. 

Now, am I correct that you have been 

instrumental in choosing the method to be 
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A 

Q 

A 

Q 

A 

Q 

A 

developed and in helping develop this method 

for the 1 st year? 

Yes, particularly the overall idea of it, the 

overall concept of it. 

But you still find it very confusing to 

figure out what goes where and when? 

No. I told him I could get them out and 

compare them. I've been through 12 volumes 

of data in the last two days and to say that 

I would remember every detail of that without 

looking--I said I'd be glad to get them out 

and compare them if he wanted me to, that I 

could do that, and I could do it for you if 

you would like for me to. 

Well, actually, all I'm talking about is what 

are the simple components of the three 

factors? 

Okay. 

It appears that you are having some 

difficulty remembering which components go 

with what factors? 

No, I don't think I am. If you'd like for me 

to get them out and compare them right now 

I'd be glad to go through them with you, I 
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have no problem with that. 

MR. WATT: 

Your Honor, let me object to this line 

of questions. I believe that the 

components of the three factors are 

explicitly set forth in the plan as 

submitted. And it really doesn't seem 

to me to serve a lot of purpose to 

subject Mr. Jennings to a memory test as 

to what he remembers being where. 

CHAIRMAN HELTON: 

I think, Ms. Blackford, that was your 

concluding question on that anyway, 

wasn't it? 

MS. BLACKFORD: 

It certainly wa 

Q Let me ask you also about the fact that you 

indicated that you thought rate case expenses 

which have been burdensome to both Delta and 

its customers would--general rate case 

expenses--be abated were the alternative rate 

plan placed into an experimental three-year 

life? Have I correctly said what you were 

claiming as a benefit? 

- 125 - 



0 
2 
m : 
8 
N 

l p  

U 
w 
v) 

4 
0 z 
i, 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

1 

2 

3 

4 

A 

Q 

A 

Q 
A 

Q 

A 

Q 

A 

Yes, ma'am. 

Let me ask you, is the O&M expense that 

becomes the basis to which the Alternative 

Rate Plan factors are ultimately applied, 

that O&M expense which will be established 

either as a part of this rate case or if none 

is established as a part of this rate case, 

that which was established as a part of the 

last rate case, 97-066? 

I think it would really be established in 

this rate case. 

In all likelihood? 

Yes, it should be. 

And that is then the O&M expenses to which 

all the multiples are applied? 

Yes, because you have to have a starting 

point. 

And that starting point would include in it, 

would it not, the full rate case expense from 

this rate case being amortized, or the 

amortized rate case expense from this rate 

case; am I correct? 

Yes, it would include some portion of it, I'm 

not sure exactly how much. 
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Q And I believe that you have also included in 

your miscellaneous expenses, which are part 

of your O&M, what remains from the last rate 

case that has not yet been recovered through 

amortization? 

A No, because it is being spread over a 

multiple period of years, that's correct, and 

its an annual amount. 

Q And so, those would be a part of that 100% 

O&M to which factors have been applied, 

right? 

A Yes. 

Q So, they carry forward and are continued to 

be a part of the rate structure and the 

expense borne by the customer regardless of 

whether rate cases continue as general rate 

cases or not; is that right? 

A Well, until they are amortized out, I mean, 

it is like any amortization, it has--you 

know, if you have a rate case and you have a 

number that is spread over three years if you 

don't continue to spread it over three years 

you don't recover it. If you have an order 

that allows, you know, a three year recovery, 
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then you have to continue to do that until it 

is amortized out, otherwise there is a 

fallacy in the whole discussion on 

amortization. 

Q But they still remain a part of that base 

rate, regardless of whether they are 

amortized out, to which the multiplier is 

applied? 

A Yes, over the--1 guess over the--probably 

over the three year term of the Alt Reg it 

would. Another--that's another reason to 

make it a three year program because then 

you, you know, by that time you have worked 

your way through those things and then you 

would reestablish or move forward. 

Q Now, you are saying we reestablish them, 

where in the proceeding do I find any 

suggestion that there will actually be a 

reestablishment of O&M rates? 

A Well, because at the end of the three year 

experimental period the Commission has to, 

and staff and intervenors, have to reconsider 

Alt Reg and either continue it, modify it or 

discontinue it. It doesn't continue on its 
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own merits, it is a three year program. Like 

in Alabama is he way we consider it, you 

have to either reup it, modify it, or stop it 

and go back to traditional regulations at 

that point. 

But if you simply reup it, the base rates 

continue as they were in the original; is 

that correct? 

That depends. I mean, I can't dictate the terms 

on which it would be reuped. If it were reuped 

exactly as is you are correct but, you know, I 

can't forecast that. I don't know what that will 

be. 

But there is nothing in this proceeding that 

says, in fact, this is what we propose, that 

it be examined on this basis and that these 

adjustments be made at that time? 

That time being now or three years out? 

At the expiration of the three year period? 

Oh. Correct, but there is nothing that says 

they can't. Those things just weren't really 

addressed. 

Certainly, during the initial life of this 

particular alternative regulation mechanism 
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it is a part of the expense to which the 

multiplier will be applied? 

A Yes, that's correct, because it is an 

expense, it is an O&M expense. 

Q You also pointed out the fact that as a 

benefit that there could be possible 

decreases in rates that attend the 

Alternative Regulation Plan and I want to 

explore a little more with you the 

circumstances on which you think those 

decreases of rates might occur during this 

initial three year period. Can you tell me 

the circumstances under which you foresee 

that happening? 

A That rates might decrease during the period 

of time? If expenses went down. 

Q If expenses went down after they had been 

subjected to an inflationary rise, if they then 

went down? 

A Or, yes, if we controlled expenses, below some 

point then there would be a sharing, or if 

we, you know, if the weather was very cold, 

you know, different than the 30-year average 

base sort of thing you are basing it on. I 
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mean, there are things that could lead to 

rates going aown. 

Now, that rate could go down if it were 

simply a weather normalization adjustment 

factor, it would be applied to that very cold 

year and you were under traditional rate 

making; is that correct? 

If it was only the weather that was affecting 

it, yes, because that would just adjust fo r  

weather, that's correct. 

So, a downward trend in the O&M expenses is the 

only realistic mechanism for any rate reduction 

during this time period? 

And I believe that is generally correct and I 

believe that's 0 & M  per customer, I think, not 

just O&M- - 

What are the circumstances under which you 

perceive the company earning a rate of return 

that is higher than the top band proposed by 

the ARP during this initial three year 

period? 

Earning a return greater than the top of it, 

the circumstances I--under which I see them 

doing that? 

- 131 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

.o 

.1 

.2 

.3 

.4 

.5 

-6 

-7 

- 8  

-9 

!O 

21 

22 

23 

24 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Which you foresee might lead to such a 

result? 

I'm not sure I can foresee any. 

And yet you listed the top of that band as a 

valuable benefit of this plan during this 

period of implementation? 

Okay. I guess I--I guess the one thing I'm 

thinking about is weather. To the extent 

that it was--1 guess I'm also thinking about 

weather normalization and Alt Reg since we 

filed for both of them. But if you didn't, 

if you just had the one and you had an 

extremely cold time then you could be above 

it and come back to it. 

But, again, weather normalization clause or 

factor might do exactly the same thing? 

Yes, that would adjust for bringing weather 

back to the 30-year average, that's correct. 

And in the meantime would stabilize the rates 

in an upward format were there to be a warmer 

than normal year? 

Yes. 

MS. BLACKFORD: 

Thank you. That's all my questions. 
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CHAIRMAN HELTON: 

Mr. Gillis? 

COMMISSION GILLIS: 

No questions. 

CHAIRMAN HELTON: 

Mr. Jennings, I have a couple of questions. 

Recognizing you have a lot of years of experience 

in this industry, you know a lot of people in the 

industry, I guess I still was a little confused by 

why you didn't seem to look at any PBR or other 

types of PBR plans in other states within this 

state. And recognizing that Delta is a--serves a 

different kind of territory and that there are few 

companies to compare yourself with, give me a 

succinct answer as to why you did not look at 

PBRs? 

A 1 think we wanted to look beyond just the PBR 

concept is pretty much it. We wanted to look 

to--beyond that to something that would allow 

us to avoid what we considered to be a very 

costly effort to have more frequent rate 

cases and we saw the target return approach, 

the Alagasco approach, being one that would 

do that. 
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CHAIRMAN HELTON: 

And why have you not proposed anyt 

your gas costs? 

.ing to control 

A Our position has been that gas costs have 

traditionally been recovered as incurred, 

including pipeline capacity and the flowing gas 

cost. With deregulation of supply, gas is priced 

pretty much at the market on a national basis, and 

we have always recovered those costs, especially, 

in times when they were rising. And our position 

has been that as prices have leveled or have 

fallen, we wanted that benefit to pass back to the 

customer. And we believe that we do control 01 r 

gas cost as best we possibly can to get the lowest 

gas price. We have no incentive to have higher 

gas prices than what we have and, so, we feel like 

it is the best way to go to let that pass back to 

the customers, as well. So, we have looked at it 

and just said we don’t think that that is 

something that is going to benefit and we prefer 

to stay traditionally the way we have been doing 

it. 

CHAIRMAN HELTON: 

Is the plan th t ‘ou have filed here discussed 
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with your Board? 

A The alternative reg or the w 3ther norm or 

the whole--we have discussed the alternative 

regulatory approach with our Board, the 

weather normalization approach with our Board 

and the--some of the concerns, you know, 

about filing a rate case. And we always do 

that before we file a rate case, we always 

discuss that with our Board in the context of 

working on our budgets and to keep them 

informed and to get their input and to, you 

know, how they view things. 

CHAIRMAN HELTON: 

And Mr. Wuetcher asked you about the consultant 

that you employed and what you asked them to look 

at. When you selected the CPI-U as an index, was 

that the--your suggestion or the consultant's 

suggestion? 

A I think it was--1 think that was sort of 

jointly arrived at as we thought about, well, 

what would be a reasonable thing to use that 

is obtainable, measurable and you can get at 

pretty easily and that people really are very 

familiar with, and we thought that was 
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probably the best 

probably made tha 

one to use. 

decision j 

And I think we 

intly, or maybe 

they concurred with our thought that that was 

one that would make sense after thinking 

about other things to use. 

CHAIRMAN HELTON: 

I guess I'm curious as to why you didn't select 

the GDPPI versus the CPI-U? 

A Well, we thought the CPI was, you know, for 

us readily obtainable, somewhat 

understandable and the whole concept within 

our company, we compare a lot of things to 

CPI when we look at inflation and that sort 

of stuff, and it was just a much more 

meaningful thing f o r  us to use than any 

other. We don't use the other for anything, 

not to say that we couldn't look at that but 

that is the way we arrived at what we did. 

CHAIRMAN HELTON: 

In the last management audit you said you had 

implemented all of the efficiency--the 

efficiencies that were suggested in the management 

audit . 
A Yes. 
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CHAIRMAN HELTON: 

Do I unders-and tha you still have the same 

number of field offices and service centers and so 

forth, that you have not, as other companies have 

done, that you have not consolidated those into 

sma 11 er numbers ? 

Was your question that--you are stating that we do 

have or are you asking if we do have? 

A 

CHAIRMAN HELTON: 

I'm asking you. 

A We do not, we have consolidated several of 

those in the management audit, and we down 

scaled our work force through attrition, 

primarily, and our employee per customer 

count is sort of how we measure the field, 

went down fairly significantly. I think over 

a two or three year period it was like a 11% 

or 12% reduction in the early to mid 90s. 

So,  we made a strong effort in implementing 

those things to operate as efficient as we 

could. 

CHAIRMAN HELTON: 

Do you have any redirect? 
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MR. WATT: 

Your Ion r, I have just a few redirect. 

REDIRECT EXAMINATION 

BY MR. WATT: 

Q Glenn, when you were asking questions that were 

posed by Mr. Wuetcher, at one point you responded 

to a question about the amount of information that 

is delivered to the Board in connection with its 

consideration of Delta's budget, and I believe you 

said you don't like to give them that much 

information and spread your arms apart. Could you 

please describe in words what you meant by that as 

opposed to simply the hand movement? 

A Yes. I meant all of the underlying analysis 

and details that the various people in the 

company work up, the budget agents and the 

officers to support the request for budgets. 

We normally don't provide all of that detail 

to the Board, it is available and I always 

tell them it is available if they choose to 

review it, send them the budget-- 

CHAIRMAN HELTON: 

Mr. Jennings, I think what he asked 
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Q 

A 

Q 

A 

required a quantitative answer. Could 

you say four foot or-- 

Okay, it is-- 

It looked like it was about a three or four foot 

stack of material; is that fair? 

It's a large stack of paper that is somewhere 

between a foot and a foot plus. 

All right. Is it important to Delta that it, 

as a philosophical matter, that it provide 

persons in its service area a choice of 

energy sources? 

It is very important to us. We serve this 

rural area that in many cases would not have 

gas service offered to it if we weren't there 

and its a challenge to do that. And they 

have only electric service to choose from 

either the co-ops or KU, LG&E, or other fuel 

such as propane or oil or coal, and they 

really want natural gas service. And so, it 

is very important to us to do that and we 

view that as one of our strong missions as a 

company to provide that natural gas service 

in that rural service area to help with 

development , particular1.y economic 
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development as well. 

Q Glenn, when Mr. Wuetcher was asking you some 

questions about the annual review process in 

connection with the proposed Alternative 

Regulation Plan, you described to some degree 

why you felt that that review would be better 

than conducting a rate case. Is it true that 

the anticipated review process would be less 

formal and more constructive than is normally 

experienced during rate cases? 

A Yes, we believe it would. 

Q Mr. Wuetcher also asked you about the 

inclusion of the Canada Mountain operations 

in this rate case as opposed to--as part of 

the gas cost recovery mechanism. When the 

rate design and cost of service studies were 

done in this case, what part did the Canada 

Mountain operation play in those two 

functions? 

A Those were excluded. In other words, there 

were no cost of service done or those weren't 

considered in it, so if we were to try to 

roll those into base rates or out of the GCR 

that would have to be restudied and addressed 
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and it was not. 

Q When Ms. Blackford was questioning you a,out 

the three year review under the proposed 

Alternative Regulation Plan, there was some 

discussion about the scope of that review. 

Would you please refer to Item 8 of Delta's 

response to the June 4 Commission request in 

the Alt Reg case, which I believe is in the 

white notebook there next to you. Does the 

response to Item 8(a) set forth the scope of 

the anticipated review at the end of the 

three year period? 

A Yes, it does. 

MR. WATT: 

That's all the questions I have Your 

Honor. Thank you. 

CHAIRMAN HELTON: 

Mr. Wuetcher, do you have much on recross? 

MR. WUETCHER: 

I don't believe I have any, I think I'm going to 

pass. 

MS. BLACKFORD: 

Just one question with reference to Item 8(a). 
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RECROSS EXAMINATION 

BY MS. BLACKFORD: 

Q Am I correct in saying that what it says is we do 

not envision an extensive review? 

MR. WATT: 

Let me object, Your Honor, it says what 

it says. 

CHAIRMAN HELTON: 

Ms. Blackford, rephrase your question or 

restate your question? 

Q What detail can I determine from "we do not 

envision an extensive review,Il how can I 

figure out what that review might be? 

A Well, are you referring to 8(a)? 

Q Uh-huh, that very last phrase in the first 

paragraph? 

A Okay, which phrase being? 

Q We are not envisioning an extensive review. 

MR. WATT: 

Your Honor, let me object, that 

mischaracterizes what the document says. 

A I don't see that in it, that's why I'm 

curious, I'm trying to understand your 

question. 
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Q 
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Q 

Well, perhaps I'm misquoting it. Let's look 

at 8(a), or 6 (a), I'm sorry, are we on 6 (a) 

or 8 (a) ? 

I'm on 8. 

I'm sorry. 

Because 8 was what he asked me the question 

about, not 6, earlier, that's why I am having 

a hard time. 

I misread the number, I have another 

interrogatory in front of me, we will address 

that later. 

CHAIRMAN HELTON: 

That appears to be all the questions for this 

witness. We will take a--if we could be back by 

one o'clock, I have a lunch meeting, but we would 

like to get through as many witnesses today as 

possible, so if we could reconvene at one. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Mr. Watt, call your next witness. 

MR. WATT: 

John Hall. 

(WITNESS DULY SWORN) 
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The witness, JOHN F. HALL, having first been duly 

sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. WATT: 

Q 

A 

Q 
A 

Q 
A 

Q 
A 

Q 

A 

Q 

A 

Q 

John, would you please state your name for the 

record? 

John F. Hall, H-a-1-1. 

Where do you live? 

My business address is 3617 Lexington Road, 

Winchester, Kentucky 40391. 

By whom are you employed? 

Delta Natural Gas Company. 

What is your position? 

Vice President of Finance, Secretary and 

Treasurer. 

Would you please briefly describe your duties 

at Delta? 

I am, basically, the CFO of the company and handle 

all the SEC work, regulatory work, and I have 

under me accounting and data processing. 

Have you filed direct testimony on behalf of 

Delta in this proceeding? 

Yes, I have. 

Are there any changes, corrections or 
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Q 
A 
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A 

additions to that testimony? 

The only change I would mention is the one of 

short-term debt, it has gone up twice since we 

filed. As of today it is 5.89 instead of 5.41. 

That's 5.89% interest rate on short-term 

debt? 

Yes. 

Any other changes? 

No. 

If I asked you the questions contained in your 

direct testimony today, would you give the same 

answers? 

Yes. 

Have you filed any rebuttal testimony in this 

case? 

No. 

MR. WATT: 

We have no further questions Your Honor 

We would move the admission of John's 

direct testimony as supplemented. 

CHAIRMAN HELTON: 

S o  ordered. Ms. Blackford? 

MS. BLACKFORD: 

Yes, I do have a few questions, if I may, to begin 
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with 1'11 pass out what I want to mark as Cross 

Examination, mark for the record as Cross 

Examination Exhibit Number 1. 

CROSS EXAMINATION 

-*- MS. BLACKFORD: BX 

Q 

A 

Q 

A 

Q 

A 

Q 
A 

I handed that to you just so I wouldn't get 

up and trip in the middle of our questions. 

1'11 be addressing it in just a few moments. 

If we can start, please, by having you turn 

to page five of your prefiled testimony being 

Case Number 176. Are you there? 

Yes, ma'am. 

At line 12 you state that Schedule 9 shows 

the calculation of Delta's overall cost rate 

for capital, which is 9.41%, is that correct? 

Yes, ma'am. 

And you have subsequently adjusted that to 

indicate that the true figure should be 

9.24%, am I correct in that understanding? 

No, that is 9.24 if you--the cost rate is 

times the capital base. 

I'm sorry, I did not hear you. 

I barely hear you too, so we are having 
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trouble. 

Q Do we not have a mi,e on or sometliing. 

A The 9.31 is the cost of capital at the--times 

the capital structure, the rates applicable 

to the capital structure. The 9.24, whatever 

the percent was, 9.24, that is the one if you 

get a return times the--that is applicable to 

the rate base. I'm not sure if I'm making 

myself clear. 

Q Just a moment. 

A I'm sorry, 9.31 is--I1ve got that backwards. 

9.31 is the imputed capital structure divided 

by your rate base. The 9.24 is the imputed 

capital structure at the cost rates. 

Q Would you save that spot and turn now with me 

to FR Number 6(h), that is in Volume One of 

three of the filing requirements. 

MR. WATT: 

What tab is that? Do you have that? 

MS. BLACKFORD: 

I want to say it is tab 25 if I'm not 

mistaken. 

MR. WATT: 

It is, thank '01 
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Q 
A 

Q 

A 

Q 
A 

Q 

A 

Q 

That's correct. 

Are you there? 

Yes. 

Can you point to where on the Schedule 9 the 

calculation of Delta's overall cost rate for 

is capital is shown? 

It is not computed, but on Schedule 9 - -  

Yes? 

--that is the rates that I have used, if you 

put in the rates of the 13.9, the cost of 

long-term debt and the cost of short-term 

debt, that's where you will come up with the 

rates. 

Let's look now at the exhibit I just handed 

you. 

Okay. 

On that exhibit--I'm sorry, I've turned you 

to the exhibit too early. All right. On 

Schedule 9 the ratio of columns, the 

structure entitled Imputed Capitalization 

corresponds with the right hand column of 

Section 9, that is common equity is 43.5%, 

long-term debt is 48.43%, and short-term debt 

is 8.07%, is that correct? 
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A That is correct. 

Q And the capitalization is adj 

A 

Q 

A 

Q 
A 

Q 

A 

Q 

isted, if 

checked against the fourth column, are these 

figures also correct? 

Could you repeat that please? 

Checking the cap--on the lower part of this 

exhibit if you were to compare the 

capitalization, as adjusted, against the 

fourth column from the right of Schedule 9, 

do these also accurately reflect what is 

there? 

Are you talking about before being imputed? 

The ratios? 

Those ratios are correct, also. 

All right. Looking back at page five of your 

prefiled testimony please check the cost 

rates shown on this exhibit against the ones 

that you show on lines 14 through 20 of your 

testimony. Are these correct on the cross- 

examination exhibit? 

The top one is, yes, and I assume the bottom 

one is, I don't know, I'd have to get my 

calculator out. 

Please notice that the imputed capital 
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structure with a 9.24% is the same as 

receiving 14.08% on the actual capital 

structure. Is that a correct analysis? 

MR. WATT: 

Your Honor, may I have that question 

repeated, I did not hear it. 

CHAIRMAN HELTON: 

Pardon? 

MR. WATT: 

May I have that question repeated, I 

didn't hear it? 

MS. BLACKFORD: 

Is the microphone not on or am I not 

leaning forward. Bob, I'm not meaning 

to be obstreperous, I just can't figure 

out what is going on. 

COMMISSIONER GILLIS: 

I'm having a little hard time hearing, 

too. 

CHAIRMAN HELTON: 

I think also the A/C is on right now 

when it kicks off we probably won't have 

as much trouble. So, just be a little 

bit louder whj.le it that is going on 
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Q 

A 

Q 

A 

please. Is everybody comfortable? 

will turn the A/C down. Okay. 

Please notice that the imputed capital 

structure with a 9.24% return is the same as 

receiving a 14.08% return on the actual 

capital structure; isn't that correct? 

That is what it says, like I said, I haven't 

calculated this. 

We 

Isn't the use of an imputed capital structure 

the same as a back door approach to trying to 

get an authorized higher rate of return on 

eqyi ty? 

Yes, it is. 

MS. BLACKFORD: 

Thank you, that's all of my questions. 

CHAIRMAN HELTON: 

Mr. Wuetcher? 

MR. WUETCHER: 

Thank you, your Honor. 

CROSS EXAMINATION 

BY MR. WUETCHER: 

Q Let me start out by saying good afternoon. Why is 

Delta's capitalization greater than Delta's 
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proposed rate base? 

A Why is D Ita's capitalization gre 

its proposed? 

Q That's right, proposed rate base? 

ter than 

A Oh, proposed rate base. We had a few 

questions on that and I've put a lot of 

thought into that and there is a lot of 

reasons. A lot of companies that come in 

here they have different capital structures 

than us. Basically, they have equity and 

long-term debt and/or preferred stock only. 

We have short-term in ours, and the way we 

use our short-term is we use it like most 

people use their cash or short-term 

investments, we bring it up and down daily. 

And, so, it is called part of our long-term 

capital structure. But if you, at any one 

point in time, if we was to reduce our--some 

of our payables or something, we would 

increase our short-term debt. And so, any 

point in time it could be higher or lower 

than--so it is--as to why, that is one 

reason. I'm sure the cash working capital 

could be another reason. 

- 15% - 



0 

0 
2 m : 
2 

2 

N 

0 m 

0 
0 

z 
00 
a 
w a 
a n 
(I) a 
w l- 
a 

W 
g 
a 
a 

4 

z 
v 

w 
(I) 

0 

i? 
B 

a 

1 

2 

3 

4 

5 

6 

7 

8 

9 

.o 
-1 

-2  

- 3  

14 

15 

16 

L7 

L8 

19 

10 

21 

22 

23 

24 
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A 

Q 
A 

Q 

A 

Q 
A 

Q 

A 

Q 

A 

Could you explain that 

the cash working capit 

reason? 

a little bit more why 

1 would be another 

Well, it is part of the rate base and it is 

imputed at 1/8% of the O&M. And if our O&M 

was higher, our rate base would be higher. 

Okay. 

Or vice versa, if it was lower, it would be 

lower. 

Okay. Does Delta's proposed capital 

structure include the capital that financed 

Delta's investment in cash surrender value of 

life insurance in the amount of $347,789? 

At one time it did, yes. 

Does it now? 

Not to my understanding. 

Can you tell me when it ceased to include 

that amount? 

No, I can't. 

Could you provide that for us subsequently 

to--subsequent to this hearing? 

Sure. 

MR. WATT: 

What yo1 want is the date that the cash 
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34 

surrender value of life insurance 

longer was part of the capital 

structure? 

MR. WUETCHER: 

Yes, sir. 

MR. WATT: 

Thank you. 

Q Is the in-cash surrender value of the life 

insurance included or excluded from Delta's 

rate base? 

A It is excluded from the rate base. 

Q Is the capital supporting Delta's December 

31, 1998,  investment of deferred gas costs 

$1,354,892 included in Delta's proposed 

capital structure? 

A It could be in short-term debt. 

Q Could you verify that for us? 

A No, I cannot verify it, I don't know-- 

no 

f 

Q Well, I guess you are saying it could be, I 

guess the question is are you uncertain about 

that or-- 

A I'm uncertain, yes. 

Q Could you check your answer for us then so 

that you are certain? 
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Q 

A 

Q 

A 

Q 

A 

Q 
A 

Q 
A 

Okay, sure. 

Would you agree, subjec, to ch k, that in 

Case Number 97-066 Delta's capitalization 

exceeded its rate base by $504,003? 

Subject to check, yes. 

And would you agree, subject to check, that in 

that proceeding the Commission applied the 

weighted cost of capital to net investment rate 

base to arrive at Delta's revenue requirement? 

They did and I disagreed with it. 

Okay. Well, that was my next question. Why 

did Delta not use the same methodology that 

the Commission used in Case Number 97-066 to 

develop its proposed revenue requirement? 

Because I disagreed. 

Okay. 

And the reason-- 

Yes, sir, go ahead. 

The reason was is if you take the numbers 

that Mr. Henkes has produced saying we needed 

a reduction of 132,000 at 10.75%, if you 

bring the numbers down and show the return on 

equity at that, it is not 10.75, it is 10.5. 

And so, if you, also, if you pay the debt, 
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Q 

A 

Q 

A 

Q 

Pay 

aPP 

the interest on the 

icable to the capit 

debt that is 

1 structure, th n it 

reduces the return on equity to 10.1. So, we 

are short changing ourself, that's why I did 

it. And we were short changed in the last 

order, also. 

Can you provide us the calculations to 

demonstrate that. I won't ask for it today. 

Sure. 

I won't ask you to provide it today but if 

you could provide that so we could have 

something in the record that shows how Delta 

was short changed? 

I'd be glad to. 

I think you had addressed some information 

requests in which you explained or were asked 

to provide some analysis as to why Delta had 

failed to earn its authorized return over the 

last ten years. Can you tell us what those 

factors are? 

This is in one of my data requests? 

Yes, sir. Well, let me be a little bit more 

specific, I think you had identified in your 

data request the only factor that you did 
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identify was 

A Could you te 

weather. Would that be 

1 me what data request 

refresh my mind? 

correct? 

o I can 

Q I was afraid you were going to ask that. Let 

me rephrase it, can you--in your opinion, why 

has Delta been unable to achieve its allowed 

rate of return over the last ten years? 

A I'd say--other than the reasons Mr. Jennings 

stated, I would say weather has been one 

impact, incremental growth has led to one. 

Can we just say weather has been the 

predominant factor? 

Q 

A I don't know that it is predominant, the last 

four out of five years maybe. 

Has there been an increase in capital cost 

over the ten year period and what impact, if 

there has been, has that played on Delta's 

inability to earn its allowed rate of return? 

Q 

A The--it has gone up and down, I don't know 

that it is steadily going up, because I know 

in this case I think it is down from the 

previous year, two years ago. 

Q Well, would an increase in capital cost have 

been one of the reasons for the inability to 
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1 meet the authorized rate of return? 

2 A  Yes, it hurts. 

3 Q  

4 

5 1999, in Case Number 99-046. 

6 A  What's the number again please? 

7 Q  It is the July--I'm sorry, it's the first 

8 item to the information request. 

9 MR. WATT: 

I'd like to go ahead and refer you to Delta's 

response to the Commission's Order of July 2, 

10 Item 1 of the July 2 data request? 

11 MR. WUETCHER: 

12 Yes, sir. 

13 Q Okay. Do you have that in front of you sir? 

14 A Yes, I do. 

15 Q Okay, in the second paragraph you state that in 

16 developing budgets for the fiscal year 2000 you 

17 

18 authorized rate of return. I think you indicate 

19 that part of the reason was weather and, 

20 additionally, increased costs in investment. What 

21 are the cost increases that you were referring to 

22 from this analysis? 

23 A This is the increase--I think it is increased 

24 cost and investments, the increased cost in 

evaluated why Delta has not been able to earn its 
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investments. 

CHAIRMAN HELTON 

So, it should state rlandll instead of 

Ilin,Il Mr. Hall? 

Well, it says increased cost IIandIl 

investments. Basically, there was not a lot 

of increase in costs, such as O&M. 

Okay. Well, when you make the reference to 

increased cost, what particular cost are we 

speaking of, operation and maintenance costs? 

No, capital costs. 

When you prepared your analysis, did you review 

the increased cost to determine whether the 

increases were controllable? 

Yes, always, none of them were controllable. 

Can you explain to me how you identified that 

they are controllable? 

All costs are controllable to us. 

And when you conducted--I'm sorry, you said 

when you conducted your review you determined 

that they were controllable or were not 

controllable? 

I'm saying all costs that we have are 

controllable. 
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Q 

A 

Okay. 

We can cut out any part of L e  company. 

After you conducted your analysis, did you 

consider any alternative to a rate increase, 

such as reductions to the year 2000 budgeted 

exp en s e s ? 

We always look at the--and compare our 

expenses from year to year and if you are 

speaking in particular of Y2K, there was none 

to- - 

No, I'm not talking about Y2K, I'm just 

saying you looked at the budget and when in 

making the decision-- 

If there is any cost controllable that we 

should reduce, is that what you are saying? 

Well, I'm saying when you were reviewing the 

cost, did you consider any alternatives to a 

rate increase, such as a reduction in any 

particular expense item? 

There was none that we felt that could be 

reduced. I'm saying that we can cut out 

services, anything, it is all controllable, 

in that sense that cost--we can reduce ten 

people but we are going to reduce services, 
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Q 

A 

Q 

A 

Q 

Q 

that's what I mean when I say it is 

controllabl . I'm not saying that we have 

excess people or we have other things that we 

can control that way. 

Well, just so I understand, then, what you 

are saying is that when you conducted your 

review you looked at the cost, they were all 

cut, at least in your alls opinion, to the 

bone. 

Absolutely. 

And there was no other alternative available to a 

rate adjustment? 

That's true. 

If you turn to the next page, I'm going to be 

referring to Response 2 to the Commission's 

Order of July 2.  You are identified as the 

witness for that one. 

MR. WATT: 

You are on Item 2? 

MR. WUETCHER: 

I'm sorry, Item 2 of the response to the 

July 2 Order. 

You state there that--did you not refer to your 

monthly and annual analysis of the budget 
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versus actual financial information as 

analysis. You do, however, state that you do 

continuous analyses. What are some of the 

actions that might typically be taken by 

Delta when you have costs that are above 

budget? 

A If it is already spent, there is nothing we 

can do. But if--oh, we live by our budget. 

By that I mean once we set the budget in 

place, hopefully, all costs from that point 

on will come in at budget. If anything that 

we know of is going to be outside of the 

budget that we, like I say, I'm going to pay 

more for insurance, et cetera, I have to get 

approval through Mr. Jennings and so, we know 

when those costs will be above the variance. 

So, also all costs are reviewed monthly by 

our analysis--it's not analysis, it's budget 

variances. 

Q Well, let me see if I understand it. You 

have your annual budget? 

A Yes. 

Q And I assume that based on that you have at 

least an estimate of what you are--or budget 
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as what you plan to spend each month. And 

based on your monthly reviews you can 

determine if a particular expense item is 

being incurred at too rapid a pace, that it 

would exhaust what you budgeted for that 

particular item before the end of the fiscal 

year, is that correct? 

Yes. 

When you see that trend occurring through your 

monthly analysis, what is the next step that is 

taken? 

The next step is, if it is controllable, gas 

purchases, what can we do? We have got to 

purchase the gas, but labor, it is generally 

a one time thing, you know, it has been 

approved before hand. Magazine 

subscriptions, whatever, it has got to be 

explained. And we can't reduce it from that 

point on, but we can control it from that 

point on. 

Okay. I'm still not following you and I 

apologize. When you see a troubled expense 

item, something that at least to you appears 

to be something you are spending too much on 
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at too great a rate and it is going to be out 

of budget, you then at thal point determine 

whether it is controllable or not, is that 

right? 

A Yes. It is not as though we have got 

additional labor. That itls--one time we had 

overhead--or over time one month, and when it 

was explained that month, we can control it 

the next month by saying there is no more 

over time. But sometimes when there is an 

emergency or something, somebody has got to 

have some over time spent, so in that sense 

it is not controllable, but we can control it 

by saying you are not going to do it. 

Tell me what is Delta's track record with 

regard to operating within the budget based 

on the analysis that it performed in response 

to the Attorney General's Data Request, Item 

Number 39 of the June 4 data request? And I 

believe that is, again, in Case Number 

9 9 - 0 4 6 ,  book three of three. 

Q 

A This is O&M expense, right? 

Q Yes, sir. 

A The numbers speak for themselves. 
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Q Well, would you say you have been successful 

in op rating within your budget? 

A I would have to go back and look to see why 

the variances or what they are. Some are 

over and some are under, and if it was--1 

can't explain by just looking at the number. 

We get estimates for insurance, or such as 

that, and we put it in the budget, but if 

during the year the insurance is $200,000 

more than what we had in the budget, does 

that mean that we don't buy the insurance. 

Q Well, would you agree th.at the analysis that 

is set forth in response to Attorney General 

Data Request 39 reflects that only three out 

of ten years where Delta's actual O&M costs 

were within the budgeted amounts? 

A That's according to what percent you are 

talking about. 

Q No, I'm talking about actual results. 

A The total 0&M was within the budget amount? 

Q Yes, sir. 

A Oh, you are saying under- budget, right? That's 

what the numbers say, yes. 
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MR. WUETCHER: 

Thank you Mr. Hall. 

CHAIRMAN HELTON: 

Chairman Holmes, Mr. Gillis? 

VICE CHAIRMAN HOLMES: 

NO questions. 

COMMISSIONER GILLIS: 

No questions. 

CHAIRMAN HELTON: 

Redirect? 

MR. WATT: 

That's all we have. 

I have just very brief, Your Honor. 

REDIRECT EXAMINATION 

BY MR. WATT: 

Q John, is it Delta's recommendation this case 

that a 13.9% return on equity is appropriate if 

you use Delta's actual capital structure? 

A Yes, it is. 

Q Would you please direct your attention to Attorney 

General Cross Exhibit Number 1. The table that is 

shown under the heading "Capitalization as 

Adjusted," is it your understanding that that is 

Delta's--close to Delta's actual capital 
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structure, as of the date indicated? 

A Yes. 

Q So, that the 14.08% that results from the 

9.24% weighted cost of capital is pretty 

close to the 13.9% that Delta recommends? 

A Yes. 

MR. WATT: 

That's all I have Your Honor. 

CHAIRMAN HELTON: 

Ms. Blackford? 

MS. BLACKFORD: 

No further, thank you. 

CHAIRMAN HELTON: 

Ms. Blackford, I don't believe that we moved this 

into the record, you marked it Cross-Examination? 

MS. BLACKFORD : 

I'd like to move it into the record, please? 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 1) 

CHAIRMAN HELTON: 

Mr. Wuetcher? 
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MR. WUETCHER: 

We have n further questions. 

CHAIRMAN HELTON: 

You're excused. Mr. Watt. 

MR. WATT: 

John Brown. 

(WITNESS DULY SWORN 

The witness, JOHN B. BROWN, having first been 

duly sworn, testified as follows: 

BY 

Q 

A 

Q 
A 

Q 

A 

Q 
A 

Q 
A 

DIRECT EXAMINATION 

MR. WATT: 

John, would you please state your name for the 

record please? 

John B. Brown. 

Where do you live John? 

1137 Lafayette Boulevard, Winchester, 

Kentucky. 

By whom are you employed? 

Delta Natural Gas Company. 

What is your position? 

Controller. 

Would you very briefly describe your duties? 

I direct the accounting and financial 
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Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

reporting and management information system 

activities at Delta. 

Have you filed direct testimony on behalf of 

Delta in this proceeding? 

Yes, I have. 

Are there any changes, corrections or 

additions to the testimony? 

No. 

If I asked you the questions contained in your 

direct testimony today, would you give the same 

answers? 

Yes, I would. 

Have you filed rebuttal testimony on behalf 

of Delta in this proceeding? 

Yes. 

Are there any changes, corrections or 

additions to your rebuttal testimony? 

No. 

If I asked you the questions contained in 

your rebuttal testimony today, would you give 

the same answers? 

Yes, I would. 

MR. WATT: 

We have no further questions Your Honor. 
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We would move the admission of John's 

direct and rebuttal testimony. 

CHAIRMAN HELTON: 

So ordered. Ms. Blackford? 

MS. BLACKFORD: 

Thank you. 

CROSS EXAMINATION 

BY MS. BLACKFORD: 

Q 

A 

Q 

A 

I have a series of documents which I have compiled 

into what I will ask to have marked as Cross- 

Examination Exhibit Number 2. Cross-Examination 

Number 2 consists of three sheets, if you will 

turn with me to the first of them it simply lists 

the historic 401K expense numbers for the company, 

which were taken from the company's trial balances 

for the representative years. 

subject to check, that those numbers are correct? 

Yes, subject to check. 

The expenses as shown on that sheet gradually 

increase from $114,000 in 1994 to $140,000 in 

1997, but then jump to $180,000 in 1998; is that 

Would you accept, 

correct ? 

Yes, subject to check. 
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Q And they rose approximately $40,000 in that 

last single year. 

response to Attorney General's Data Request 

Number 53. There the company confirms that 

one of the reasons for this large increase is 

that the 1998  expense includes a 

reclassification of the pension expense due 

to an account distribution correction made 

for a trustee for the year of 1997; is that 

correct? 

The second page is the 

A Yes. 

Q And the third page of this collective exhibit 

is the response to the Attorney General's 

Supplemental Data Request Number 22. 

response confirms that without this 

reclassification for the 1997  account 

distribution correction, the 1998  401K 

expenses would have been $161,634; is that 

correct? 

That 

A Yes. 

MS. BLACKFORD: 

I move that this be moved--1 move this 

into the record as Exhibit Number 2. 
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CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 2) 

Q Just to keep Mr. Henkes occupied and off the 

street, I have a collection which I will refer to 

for the purposes of identification as Cross- 

Examination Exhibit Number 3.  This exhibit is, in 

fact, the response to Data Request Number 55 with 

its attachment, a schedule pertaining to Delta 

Natural Gas Company's uncollectibles, is that 

correct? 

A Yes. 

Q On the second page, line four, under the test 

year column that the--we see that the 

uncollectible expenses booked during the 1998  

test year amount to $345,870 representing 

.99% of total revenues for the year; is that 

correct? 

A Yes. 

Q For 1997  the uncollectible expenses were 

$310,000 or .79% of revenues; is that also 

correct? 

A Yes. 
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Q 
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A 

Q 

Q 

Q 

A 

Q 

A 

Q 

And for 1996 the uncollectible expenses were 

$150,000 or .45% of revenues; is that also 

correct? 

Yes. 

Finally, for 1995 the uncollectible expenses 

were $100,800 or .45% of revenues; is that 

correct ? 

No, that was '94. 

I'm sorry. For 1995,  am I reading--okay. 

MR. WATT: 

You're on the wrong column there. 

Okay. I was on the wrong column, okay, 

128 ,400  or .33%, correct? 

CHAIRMAN HELTON: 

No, ma'am, it is 128,400 and the 

percentage is .45.  

Let me back up and try again. For 1995  the 

uncollectible expenses were 124 ,800  or .45% of 

revenues ? 

No, the amount is 128,400. 

And for 1993 and 1994 the uncollectible 

expenses were $100,800? 

Yes. 

Or .33 to .36% of revenues; is that correct? 
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Yes. 

The uncollectible reserve ending balance at 

the end of the 1998 test year has grown to 

$155,773; is that correct? 

Subject to check, I don't have that in front 

of me. 

I believe it is on that sheet in the final 

column. 

At the end of the test year you are saying? 

Yes. 

Yes. 

MS. BLACKFORD: 

I'd move this into the record as Cross 

Exhibit Number 3. 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 3) 

We'll refer to this for identification purposes as 

Attorney General Cross Exhibit Number 4. 

exhibit consists of four documents, the first two 

of which are pages 325 of the company's 1998 and 

1997 FERC Forms 2, do you recognize those as such? 

Yes. 

This 
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A 

Q 

A 

Q 

A 

Q 

A 

Q 

And the third document is the response to 

Attorney General Data Request Number 49, and 

the fourth document is the response to the 

Public Service Commission Request Number 47, 

do you recognize those? 

Yes. 

Look on the first document, it is page 325 of 

the 1998 FERC Form 2, there the company's 

1998  test year expenses include $104,940 of 

regulatory Commission expenses; is that 

correct? 

Yes. 

The second document shows that for 1 9 9 7  these 

Account 928 regulatory commission expenses 

were about $63,000; is that also correct? 

Yes. 

And in 1996 that sheet shows that these 

expenses were also about $63,000; is that 

correct? 

Yes. 

In response to Attorney General's Data 

Request Number 49, which is the third sheet 

of this collection, the second page shows a 

breakout for the 1998 test year expense 
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amount and also shows that the major reason 

why the 1998 expense eve1 of $104,9 0 is so 

much higher than the expense levels of 

$63,000 for the prior two years. And that 

reason is that the 1998 expenses include two 

expense bookings for the DOT Pipeline Safety 

Programs; is that correct? 

A Yes. 

Q Specifically, there is a $20,870 booking for 

the 1998  payment and then another booking of 

$23,960 for the same program which represents 

a prepayment for 1999; is that right? 

A I am not sure about that, I believe there was 

another response. 

Q All right. Let's--I'm sorry, I've jumped 

ahead of myself. On the final document, the 

final page of the final document, I believe 

that the answer was given that, in fact, that 

is a prepayment for 1993 and that would be 

the second for 1.928.00 regulatory commission 

expense, and the answer is, IIIncrease in PSC 

assessment and increase in revenues of Delta. 

DOT assessment of $23,960 applicable to 1999 

was paid in the calendar year 1 9 9 8 . "  
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A That is true. One point to note, though, 

that th actual PSC payment was in the 

$72,000 range in the test year. So, it was 

significant. It was significantly more than 

it had been in the past, so then you would 

have the $20,000 some dollars DOT on top of 

that. 

Q There were two factors there? 

A There were two factors, the overbooking was 

made relatively minor by the increases. 

MS. BLACKFORD: 

I would move this into the record as 

Exhibit Number 4. 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: 

Examination Exhibit No. 4) 

We are now passing out what I'd like to refer to 

as Cross Exhibit Number 5 for the record. Three 

items are included in this group. The second 

item, which is the third sheet of this group, has 

been prepared by Mr. Henkes to facilitate cross- 

examination. It shows the actual pension expenses 

booked by Delta from 1993 through 1998 in Account 

Attorney General Cross 

Q 
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926.02 as directly taken from the companyls trial 

balances. Would you accept these numbers as 

accurate, subject to check? 

Yes, subject to check. 

This sheet shows that the companyls pension 

expenses have gradually decreased from 

$413,000 in 1993 to $293,000 in the 1998 test 

year; is that correct? 

Yes. 

The third item in this group, the last two 

pages, is the response to PSC Data Request 

Number 44. In 44(b) the Commission requested 

the most recent actuarial report concerning 

the company's pension plan; am I right? 

Yes. 

And in response to that the company submitted 

an actuarial report dated April 1, 1999, 

which was rather bulky. All I've included 

here is the cover sheet, do you recall having 

done that? 

Yes. 

In fact, this report did not provide the most 

recent annual--actual annual pension expense 

level, so the information was again requested 
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A 

Q 
A 

Q 

A 

Q 

in 

I 

supplement AG 2 3 ,  do you recall that? 

on't recall the specific questi n. 

Well, are you aware that it was not actually 

included in that report? 

Are you referring to the actuarial report in 

the- - 

Report, yes. 

I recognize this exhibit, if that is what you 

are asking. 

All right. The Supplemental AG 23 is 

actually the first page of this report, first 

two pages of this report, or of this exhibit, 

I'm sorry. In response to this request you 

stated that the most recent annual pension 

expense as per the most recent official 

actuarial report is $181,167; is that 

correct? 

That was as of the most recent financial 

statements, June 30, '99, for financial 

statement purposes. 

On page seven of your rebuttal testimony you 

explained this actuarial determined pension 

expense amount does not include actuary 

expenses, trustee expenses, and pension 
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Q 

A 

Q 
A 

Q 
A 

benefit guarantee corporation expenses; am I 

right? 

That's true. 

And the total of those expenses would be 

$40,354 in 1998; is that accurate? 

Yes, during the test year. 

If we are to add that $40,354 to the 

$181,167, the math works out to a total 

pension amount of $221,521; is that correct? 

That's true. 

And this would be comparable to the actual 

1998 pension expenses of $292,818 as was 

requested in that data request; is that 

right? 

Well, other than the fact that we are mixing 

two plan years. 

different plan years, one where the actual-- 

actuarial evaluation was higher and one that 

was lower. So, by computing it that way you 

are taking the lower of the two. 

Okay. 

So, that would be the difference. 

And that is the most recent one of the two? 

That's right, through 1999. 

The test year covered two 
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Q On the first page of the supplemental of the 

response to AG Supplemental 23, it shows that 

the company's pension plan has been in an 

over-funded status since 1995; am I right? 

A Yes. 

Q And the over-funding was recently--has 

recently increased from about $500,000 in 

1997 to about 1.9 million in 1998? 

A That's true. 

Q When the pension plan is over-fundedl the 

earnings from the over-funding go towards 

reducing the future pension expense accruals; 

is that generally true? 

A Well, that's one factor, but there are 

several other factors that come into play 

when determining pension expense for 

actuarial. I'm not an actuary so I don't 

pretend to understand those, but I do know 

that in light of this we have since received 

the year 2000 actuarial evaluation and it is 

significantly higher than the '99 was, which 

counters the argument that you are making. 

Other things that go into that are the 

earnings of the assets and it just happens to 
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as 

that 

ets 

on the last--over the last period the 

arned lower than expected. So, that 

would cut the other way. And that is a fact 

what has happened and why the year 2000 

expenses are so much higher. 

In your rebuttal testimony on page eight you 

state that Delta received the net pension 

expense at April 1, 2000, from the actuary 

and that the annual amount is $267,238; is 

that what you were saying? 

Q 

A That's right. 

Q Does this amount come from an official 

actuary report such as the one that was 

provided in response to PSC 44 or is this 

just a preliminary estimate from an actuary 

that you have received by phone call, letter, 

wha t ever ? 

A No, it is the precise exhibit that you have 

given me, just a year later. 

So, you are saying that it is actually in the 

report, but a year later? 

Q 

A It is, as you pointed out earlier, the 

actuarial valuation is not in the official 

reports. 
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Q Right. 

A So--but it i 

Q 

A 

Q 

A 

Q 

as offici 1 as this document 

that you have for ' 99 .  We--it is prepared by 

Hand and Associates under the same. 

Could we have a copy of that? 

Yes. 

Okay. Thank you, that's all my questions on 

that one. I move that Cross Examination 

Number 5 be placed in the record. 

CHAIRMAN HELTON: 

S o  ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 5)  

Mr. Brown, the actual 1998  test year medical 

cost in Account 926.04 amounts to $729,269;  

is that right? 

Yes, subject to check. 

The cost of $729,269 represents a gross cost 

amount. It has not been reduced by amounts 

allocated to construction and subsidiaries; 

is that right? 

Yes. 

The medical coverage amounts allocated to 

construction and subsidiaries associated with the 
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A 
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A 

Q 

A 

Q 

A 

Q 

A 

company and left unadjusted by us represents 

a gross cost adjustment that was not reduced 

to reflect the amounts allocated to 

construction and subsidiaries; is that an 

accurate statement? Is it accurate that 

there was no reduction, that that is a gross 

cost? 

Yes. 

So, the appropriate adjustment should have 

been 77,561 times the O&M ratio of 73.98% or 

$57,380, if the math--assuming the math is 

correct? 

Yes. 

And would you accept this as a proper 

functioning of math, subject to check? 

Subject to check. 

I'd like to move to your rebuttal testimony 

at page five, line eight. Are you there? 

Yes. 

There you have calculated that the revised 

total pro forma medical expenses should be 

$900,970; is that right? 

Well, I think that the--that amount is not 

necessarily our pro forma amount. It is--it 
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Q 

A 

Q 

is more an illustration of a few of the 

accounts that, if similarly treated as a 

whole, as some of the accounts that the 

Attorney General has pulled out, that it 

would be such. We are not really proposing 

that this is the way that we would have 

calculated it because we would have 

calculated it that way to begin with. 

All right. Well, if we take that assumption 

a little further, this is a gross number; is 

that right? It's unadjusted? 

Yes. 

And it would result in an expense adjustment 

of $171,701? 

Yes. 

After you apply the expense factor of 73.98% 

to the total proposed adjustment that 

adjustment would be $171,701 times 73.98% or 

$127,024, if that made any sense. 127,024, I 

wasn't going to spit those out in words to 

save myself. 

Subject to check. 

Subject to check on the math. And since you 

used 77,561 as the original cost adjustment, 
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the difference between the two amounts would 

be $49,463; is that correct? 

A Subject to check? 

Q A s  opposed to the $94,100 that was claimed in 

the testimony on line 11? 

A Again, subject to check. 

Q In your rebuttal testimony you state that in 

calculating the medical expense adjustment 

you used the same methodology as was used by 

Mr. Henkes in his Schedule RJH-14 for 

uncollectible expenses: am I accurate in that 

statement? 

A Yes. 

Q First, can you tell me in what way your 

methodology is similar to that of Mr. Henkes' 

in RJH-14? 

A Well, just basically taking an average of 

history and projecting i.t, calculating it 

based on another factor that is relevant. 

The other exhibit that you referred to was 

about uncollectible expense, so there is a 

relationship between uncollectible expense 

and revenue, I believe, was the other factor. 

So, this was just saying that there is a 
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A 

relationship between medical plan expense and 

payroll. And then looking at that 

relationship over a few years and applying an 

average percentage to an amount which is in 

the test year. 

All right. Theoretically what you are doing 

is similar, but methodologically is it 

similar? 

costs? 

Just at historic costs. 

But you included 1999 cost beyond the test 

year; is that right? 

Yes. Let me back up. Did use the most 

recent information and the reason for that 

was the experience of rising health care 

costs. We felt that the most recent 

information was the most relevant. 

So, this is post test year information, as 

Mr. Seely would deem it? 

Some of it could be characterized as that. I 

believe, though, that the point is not 

necessarily the--like I said earlier, the 

amount derived here, the overall point is the 

fact that, you know, we are taking accounts 

Did you look only at historic 
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that we are alleging are higher in the test 

year and we are just trying to illustrate a 

few of the accounts that are possibly lower 

in the test year, to make that point. And, 

again, I back up, this calculation 

methodology is not the company's original. 

We would have--we stand by what we originally 

have in our case. This is illustration 

purposes to--for the testimony of the 

Attorney General. 

MS. BLACKFORD: 

Okay, just a second. Thank you. There 

is no need to move this into the record, 

we will just pull it out. 

Q Let me discuss the training schools with you for a 

second. On pages five and six of your rebuttal 

testimony you discuss the fees training school 

expense in account 1.880.01 and state that the 

1998 expense level for this expense type is 

abnormally low; right? 

A Yes. 

Q The 1998 expense for this item was $14,173 and the 

1997 expense for this item was $51,436; is that 

accurate? 
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Q 
A 

Q 

A 

Q 

A 

Q 

Yes. 

What is .he expens level for this item in 

1999 through October for the first ten months 

of this year; do you know? 

I don't know that. 

Can you provide that? 

That can be provided, yes. 

In your testimony you claim that when you 

average the 1997 expense level of $51,436 and 

the annualized 1999 expense level of $40,304 

you arrived at a proper normalized expense 

level of $45,870; is that accurate? 

Yes. 

In this averaging methodology have you 

totally ignored the actual expenses of 1998?  

Yes. 

MR. WATT: 

Your Honor. 

Now, let me address small tools for a moment. 

MR. WATT: 

Your Honor, before we go to small tools, 

I was looking for something over there 

when the last request for the provision 

of an item occurred, could I have that 
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repeated please? 

MS. BLACKFORD: 

Surely. That was for the expense level 

for fees training schools in 1999 

through October, or to date, since we 

are nigh onto November. 

MR. WATT: 

Thank you, I apologize. 

Q Taking up small tools. On page six of your 

rebuttal testimony you discuss small tools 

expense in Account 1.900.03 and you state 

that the 1998 expense level for this expense 

type again is abnormally low. 

expense for this item was $53,056 and the 

1997 expense for this item was $82,435; is 

that right? 

The 1998  

A Yes. 

Q What is the expense level for this item in 

1999,  again, through date; do you know? 

A I do not. 

Q 

A Yes. 

Q 

Would you be willing to provide that? 

You say there that you have averaged the 1 9 9 7  

expense level of $82,435 and the annualized 
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1999 expense level of $64,995 and arrived at 

a proper normalized expense level of $73,715;  

am I right? 

A Yes. 

Q In this averaging methodology have you 

totally ignored the actual expenses in 1998? 

A Yes. 

MS. BLACKFORD: 

Thank you, that's all my questions. 

CHAIRMAN HELTON: 

Mr. Wuetcher? 

MR. WUETCHER: 

Thank you. 

CROSS EXAMINATION 

BY MR. WUETCHER: 

Q Good afternoon Mr. Brown. 

A Hi. 

Q Let me start out, I think the AG had 

previously requested that you provide a copy 

of the April 1, 2000, net pension expense or 

a copy of the actuarial report for-- 

A Yes. 

Q Could you also provide to the Commission the 
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1999 and, if you haven't, the estimated or 

the year 2000 expenses for--that are to be 

paid to Hand and Associates, American 

Industry Trust Company and the Pension 

Benefit Guarantee Corporation? 

A Yes. 

Q Delta's annual pension expense decreased-- 

MR. WATT: 

Just as moment, could I have those again 

so I can get the notes taken? Hand and 

Associates-- 

MR. WUETCHER: 

Hand and Associates, American Industry 

Trust Company and the Pension Benefit 

Guarantee Corporation. 

MR. WATT: 

Thank you. 

Q Just to clarify for the record, would there 

be any other parties that would also be paid 

expenses other than these parties related to 

the pension expense? 

A NO. 

Q Delta's annual pension expense decreased between 

June 30, 1998, and June 30, 1999, by 33%, and 
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increased by 48% between June 30, 1999, and June 

30, 2000, by 48%. Why would Delt Is annual 

pension expense fluctuate so drastically? 

A Well, our annual pension expenses, the 

fluctuation is driven mostly by the actuarial 

valuation which, like I said earlier, the 

foundation which the actuary uses to 

establish that every year, there are several 

factors that come into that, the degree of 

funding, the return on the assets, the number 

of retirees you have and the aging. There is 

several--several items that factor into that 

and we--and for that very reason is why we 

have to hire an actuary to come up with that 

amount. So, basically, we rely on Hand and 

Associates in calculating the expense that we 

should book each year arid we book the amount 

that they give us. 

Then would it be correct to say you don't 

know but if the answer is in the actuarial-- 

if your actuary has provided it to you, it 

would be in the report that you are going to 

be providing the Commission? 

Q 

A Actually, the one page report does not have 
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any narrative on it. 

COMMISSIONER GIL IS: 

That much of a change from one year to 

the next there should be a few isolated 

things that cause that much change. 

you know what those were? 

A I do know that our earnings on our plan have 

fluctuated greatly over the last two or three 

years. The year ended April of ' 9 8  had 

excellent performance. It out performed 

expectations. The year ended '99 was 

virtually break even, which was seriously 

under expectations. You know, Delta has not 

had a significant change in its employees, 

its compensation levels, retirees, so the big 

changes--we have not changed the plans 

significantly, you know, anything that you 

would look at. So, it is driven by those 

market conditions. 

Do you agree that overtime and part-time 

labor should be reflected in Delta's pro 

forma operations? 

Q 

A I think that depends on what the number is 

being used for, you know, there are some 
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places that it is appropriate to consider 

those numbers and some places they may not 

be. 

Q Okay. Well, let me clarify it a little more. 

When we are speaking in terms of payroll, 

would you agree that overtime and part-time 

labor should be reflected in Delta's pro 

forma operations? 

If you are trying to get a full picture of 

what your direct payroll costs are, you would 

want to know those. But, you know, there 

are, I'm sure, instances where you would want 

to do calculations with those excluded since 

it is a different character. 

A 

Q Does Delta--Delta's proposed payroll 

adjustment of $116,199 represent a gross 

adjustment that includes labor costs either 

capitalized or charged to clearing accounts? 

A Let me pull that adjustment. 

Q Okay. 

A So, you are referring to the 116,200 

adjustment to payroll and you are asking 

whether that includes-- 

Whether that represents a gross adjustment Q 
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that includes labor costs either capitalized 

or charged to clearing accounts? 

Yes. 

Would you agree, subject to check, that Delta 

charged $4,531,719 to its operation and 

maintenance expenses during the test period? 

Yes, subject to check. 

Okay. Have you reviewed the Attorney 

General's proposed reduction to Delta's 

payroll adjustment to reflect only the 

portion of payroll increase that will be 

charged to the operation and maintenance 

expense? 

Yes, I have. 

Do you agree with it? 

Yes, in theory. 

If you will refer to Delta's response to Item 

23 of the Commission's September 14, 1999, 

Order. Based upon this response would you 

agree that the pro forma payroll that would 

be charged to operations-- 

Excuse me, could you let- me find that? 

I'm sorry, go ahead, it is Item 23 of the--of 

Delta's response to the Commission's Order of 
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Q 
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Q 

A 
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A 

September 14,  1999.  

MR'. WATT: 

Do you have it John? 

Yes, I have that. 

Okay. Based upon this response, would you 

agree that the pro forma payroll that would 

be charged to operations and maintenance 

expense would be 4,612,184? 

Can you direct me to where that number 

appears ? 

Okay. Which, the four million number? 

Yes. 

The number I just--okay, well, I don't 

believe it appears on there. I can--why 

don't I take you through it and see if you 

agree with it? 

Okay. 

If you take payroll of 6,213,582, which, if you 

will look at page five of the response,-- 

Right, I see it. 

Okay. And then subtract- from that $1,595,398 

for capitalized labor, which--okay, do you 

agree with that? 

Uh-huh. 
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Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

And then also subtract $6,000 related for--to 

subsidiaries, that would produce the 

$4,612,184? 

Yes, subject to check. 

So, it is yes, subject to check, for the 

entire answer? 

Right. 

Okay. Would you agree, subject to check, 

that if the $4,612,184 pro forma payroll is 

used, then the payroll adjustment would be 

$80,465 rather than Delta's proposed 

adjustment of $116,199? 

Yes, subject to check. 

If you will refer to Delta's response to Item 25 

of the Commission's September 14, 1999, Order, do 

you have that? 

Yes. 

Okay. 

1.920.01 styled Administrative Payroll by 

$24,000 to reflect compensation paid to Glenn 

Jennings in the form of a loan payment 

forgiveness? 

Yes. 

Does Delta's pro forma salaries and wages 

Is Delta proposing to increase Account 
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calculated in response to Item 23 of the 

Commission's September 14, 1999, Order 

include the $24,000 loan. payment forgiveness 

to Mr. Jennings? 

I don't believe so, but I'd have to find the 

schedule to verify that. 

Do you want to take a moment and take a look 

at that schedule? 

The Attorney General's request, their first 

request, August 11, '99, question 37, asks if the 

PSC Report also includes 1998 test year above the 

line expenses including the $24,000 loan 

forgiveness that were di-sallowed for rate making 

purposes, please confirm this. 

response we confirmed that the $24,000 is included 

in the test year. 

So, would the answer to my question be yes? 

My concern here is that these numbers, I 

don't have, you know, the 435. 

Well, why don't we do this, then, do you 

believe right now that .it possibly could be 

but you want to go ahead and check it to 

insure, to verify that? 

The way I understood it was that that was 

And in this 
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erroneously left out of the test year initially. 

And then the request, the answer to the question 

that you first directed me to was our way of 

suggesting that it should not have been left out. 

But there have been so many requests about 

payroll, I'm not clear on which schedule it is and 

which schedule it is out. So, I'd really need 

to--but I'm sure there is information in the data 

request that gives that answer. 

If you could go ahead and subsequently verify 

that for us and the--what we are referring 

to, again, is the schedule that was submitted 

in response to the Commission's Order, Item 

23 of the Commission's Order of September 14, 

1 9 9 9 ?  

Q 

A The--1 think you will find that Mr. Hall and 

Mr. Jennings sponsored a lot of the data 

requests that had to do with the $24,000, so 

you might be able to get a direct answer 

today from them. 

Q Okay. Well, I think you were responsible for 

that particular schedule, you are listed for 

the sponsoring witness €or that item. 

on to, very briefly, the 401K expense. Why 

Moving 
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is it appropriate to include a prior period 

trustee fee in Delta's test period 401K 

expense? 

We are not saying that it is proper, we are 

saying that that specific item being in that 

expense account does not render the O&M test 

year non-representative, because we feel 

there are other accounts that have items 

which go the other way i.n equal or greater 

amounts . 
Since the 401K expense is a cost that is 

directly related to labor, should a portion 

of this expense be allocated to Delta's 

construction and subsidi.aries? 

Well, that is an employee benefit which does 

get allocated through our overhead process. 

Okay. I think here we are trying to address 

the proposed adjustment * 

Well, then, it would fall under the same 

category as medical and such, yes. 

Does allowing Delta to recover the cost 

associated with two rate cases represent an 

abnormal annual expense level? 

It is not abnormal if that is the situation. 
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A 

Q 
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Q 

If the costs have been incurred, we have had 

rate cases close together and those rate 

cases accumulate costs which need to be 

amortized. To that extent it is not 

abnormal. 

Are you familiar with the normalization 

method that the Attorney General has proposed 

for Delta's rate case expense? 

Yes. 

Would eliminating the amortization expense of 

Delta's prior rate case, as the Attorney 

General proposes, be disallowing the recovery 

of a legitimate operating expense? 

Yes. 

What changes did Delta make in 1999 to more 

aggressively enforce its collection policies? 

We, basically, developed better reporting, 

internal reporting, on activities related to 

collections and raised awareness throughout the 

company. 

Can you be a little bit more specific on 

that? When you say you developed more 

reporting policies, does that mean somebody 

internally who wasn't aware of what was going 
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A 

Q 

A 

Q 

A 

A 

on before now became aware of it? 

Well, I think it raised awareness. 

Would you explain why Delta, then, changed 

its bad debt collection policies in 1999? 

Well, the--like you said, we didn't change 

our policies, we have just developed, we 

feel, at least we are hoping, some reports 

and some procedures to help us enforce our 

policies, our existing policies. 

Would it be correct, then, to say that the 

changes were to heighten awareness of the 

existing situation? 

Yes. 

CHAIRMAN HELTON: 

Mr. Brown, would you explain how that is 

going to help collections? I mean, you 

didn't change your policy, so you don't 

call a customer earlier than you did 

before or send them a notice earlier 

than you did before, so how is raising 

awareness within the company going to 

change the level of your uncollectibles? 

Well, you know, the aggressiveness to which you 

collect, your efforts of going to the house, 
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Q 

A 

Q 
A 

Q 
A 

making that call to get the collection, the--those 

things are left--ar rather--are more subjective 

than objective, I guess, and, you know, we began 

keeping some statistics on the amount of, 

basically, service orders that get generated and 

then are followed up with the collection folks 

going to the house and collecting. 

basically, raising awareness of the importance of 

being very strict with those policies we hope will 

help with the collection efforts. 

And just, 

CHAIRMAN HELTON: 

So, more adherence to the policies you 

already had in place, is that what you 

are saying? 

Yes. 

Have you reviewed the Attorney General's 

proposed property tax adjustment? 

Yes. 

Do you agree with that proposed adjustment? 

Let me tell you what I remember and make 

sure. Is this concerning Canada Mountain, 

the amount of property tax? 

Yes, it is. 

Yes. 
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Does Delta pay property taxes based on net 

utility plant and construction work in 

progress and cushion gas? 

Yes. 

Do you agree with the Attorney General in 

that Delta's proposed income tax adjustment 

should include the annual investment tax 

credit amortization of $71,000? 

Yes. 

And, in your opinion, should the amortization of 

the excess deferred income taxes as of December 

31, 1998,  that resulted from the change in the 

federal income tax rate from 46% to 35% be 

included in Delta's proposed adjustment? 

Yes. 

MR. WUETCHER: 

That's all I have. Thank you very much. 

CHAIRMAN HELTON: 

Redirect? Should I ask if there is going to be 

much redirect or recross, would you like to take a 

break or maybe try to finish this witness? 

MR. WATT: 

Mine is really very brief. 
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BY 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

MR. 

REDIRECT EXAMINATION 

JATT : 

John, you were asked some questions 

about the pension expense where you 

a moment ago 

were going to 

provide 99 and 2000 expenses from Hand and 

Associates and those others, do you remember that? 

Yes. 

Is life insurance also a part 

expense? 

Yes. 

So, that was omitted when you 

kinds of expense? 

Well, yes and no. Those pay- 

of pension 

were discussing 

life insurance 

payments are typically made to American 

Industries which is one of the institutions 

which was mentioned. 

Okay. 

information you will be providing? 

Yes. 

Has the funded status of the employee benefit 

plans decreased from fiscal year end '98 to 

fiscal year end '99? 

I don't know the answer to that. 

So it would be included in the 

- 207 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

LO 

1 1  

L2 

L3 

L4 

L5 

16 

17 

18 

19 

20 

2 1  

22 

23 

24 

MR. WATT: 

That's all I have Your Honor. 

CHAIRMAN HELTON: 

Recross ? 

MS. BLACKFORD: 

Thank you, nothing. 

MR. WUETCHER: 

We have just a couple of' items. 

RECROSS EXAMINATION 

BY MR. WUETCHER: 

Q When you provide the expense levels related 

to the companies we mentioned at the 

beginning of the cross-examination, would you 

break that down as far as what relates to 

pension expense and life insurance expense? 

A Okay. 

Q And, also, can Delta provide an update on its rate 

case expense itemizing the types of service 

received for those expenses and in what case the 

expense was incurred? I3y that I'm referring to, 

if an expense was incurred in the preparation of 

9 9 - 0 4 6 ,  that that expense be indicated as being 

prepared in that case as opposed to the current 
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rate case? And, also, can Delta provide the 

invoices for its legal and consulting services 

that it has used for this rate case? 

A Sure. 

MR. WUETCHER: 

That's all we have. Thank you. 

CHAIRMAN HELTON: 

Thank you, you may be excused. Let's take a 

break, 15 minute break. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Mr. Watt, your next witness. 

MR. WATT: 

Robert Hazelrigg. 

(WITNESS DULY SWORN) 

The witness, ROBERT C. HAZELRIGG, having first 

been duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. WATT: 

Q Bob, would you please state your name for the 

record? 

A Robert C. Hazelrigg. 

Q Where do you live? 
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Q 
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Q 

71 Mockingbird Valley Road, Winchester, 

Kentucky. 

By whom are you employed? 

Delta Natural Gas Company. 

What is your position? 

Vice President of Public. and Consumer 

Affairs. 

Would you please briefly describe your 

duties? 

I'm primarily responsible for governmental, 

public and media relations, as well as 

economic development and our large volume 

customer accounts. 

Bob, have you caused Delta to publish legal 

notice of this hearing and this proceeding? 

Yes, I have. 

MR. WATT: 

Your Honor, we would like to mark this 

packet of affidavits of publication as 

Delta Hearing Exhibit Number 1 

collectively. 

CHAIRMAN HELTON: 

So ordered. 

Bob, I'm handing you De:Lta Exhibit Number 1 
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1 and 1'11 ask you if those are the affidavits 

2 of publication which the newspapers have sent 

3 you? 

4 A  Yes, they are. 

5 MR. WATT: 

6 

7 1. 

I move their admission as Delta Exhibit 

8 CHAIRMAN HELTON: 

9 So ordered. 

10 (EXHIBIT SO MARKED: Delta Exhibit No. 1) 

11 Q Have you filed direct testimony on behalf of 

12 Delta Gas in this proceeding? 

1 3  A Yes. 

1 4  Q Are there any changes, corrections or 

15 additions to that testimony? 

16 A I do have two corrections to make. As stated 

17 in my response to question four of the Public 

18 Service Commission's August 11 data request, 

19 the reference to the 25 cent difference 

20  between GS and interruptible service on page 

21 four, line 1 3  of my direct testimony, should 

22  state prior to rate case 1190-34211 rather than 

23 1197-066.11 Additionally, on page five, line 

24 1 4  in my direction testimony, it should read 

- 2 1 1  - 
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10 

11 Q 

1 2  

1 3  A 

1 4  Q 

15 

16 A 

17 

1 8  

19 

20  

2 1  

22  

23 

24 

and 1'11 ask you if those are the affidavits 

of publication which the newspapers have sent 

you? 

Yes, they are. 

MR. WATT: 

I move their admission as Delta Exhibit 

1. 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Delta Exhibit No. 1) 

Have you filed direct testimony on behalf of 

Delta Gas in this proceeding? 

Yes. 

Are there any changes, corrections or 

additions to that testimony? 

I do have two corrections to make. As stated 

in my response to question four of the Public 

Service Commission's August 11 data request, 

the reference to the 25 cent difference 

between GS and interruptible service on page 

four, line 1 3  of my direct testimony, should 

state prior to rate case 1190-34211 rather than 

1197-066.11 Additionally, on page five, line 

1 4  in my direction testimony, it should read 
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"interstate or intrastate" rather than 

"interstate in intrastate" pipelines. 

Q Subject to those corrections, if I asked you 

the questions contained in your direct 

testimony today, would you give the same 

answers? 

A Yes, I would. 

Q Have you filed rebuttal testimony on behalf 

of Delta in this proceeding? 

A No. 

MR. WATT: 

We have no further questions Your Honor. 

We would move the admission of Mr. 

Hazelrigg's testimony as part of the 

record. 

CHAIRMAN HELTON: 

So ordered. Ms. Blackford? 

CROSS EXAMINATION 

BY MS. BLACKFORD: 

Q Mr. Hazelrigg, I only want to ask you about your 

advertisements. Did you issue new advertising in 

conjunction with the two new tariffs that were 

filed or the tariff sheets that were filed on 

- 212 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

LO 

1 1  

12 

L3 

L4 

15 

16 

17 

18 

19 

20 

2 1  

22 

23 

24 

October 25 in connection with the 

this proceeding? 

A NO. 

MS. BLACKFORD: 

Thank you. 

CHAIRMAN HELTON: 

Mr. Wuetcher? 

MR. WUETCHER: 

NO questions. 

MR. WATT: 

I have no questions, Your Honor. 

CHAIRMAN HELTON: 

testimony in 

Okay, I believe you are dismissed. M r .  Watt. 

MR. WATT: 

Martin Blake. 

(WITNESS DULY SWORN) 

The witness, MARTIN J. BLAKE, having first been 

duly sworn, testified as follows: 

DIRECT EXAMINATION 

BY MR. WATT: 

Q Dr. Blake, would you please state your name fo r  

the record? 

A Martin J. Blake. 
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Q 
A 

Q 
A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Where do you live? 

6 7 1 1  Fallen Leaf, L isvill , Kentuck] 40241. 

By whom are you employed? 

The Prime Group, LLC. 

What is the purpose of your testimony in this 

proceeding? 

The purpose of my testimony in this 

proceeding is to address the appropriate 

return on equity for use in this proceeding. 

Are there any changes, corrections or--excuse 

me. Have you filed direct testimony on 

behalf of Delta in this proceeding? 

Yes, I have. 

Are there any changes, corrections or additions to 

that testimony? 

Yes, there are. 

Let me show you a document that we have 

marked Delta Hearing Exhibit Number 2 and 

would you please explain what that exhibit is 

in the context of any changes, corrections or 

additions to your testimony? 

Yes, I will. I will address this one first. 

This is an exhibit that I did, as you can 

tell, by hand while listening to the other 
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Q 

witnesses in response to Attorney General 

Cross Exhibit Number 1. The other changes 

that I have are in my testimony in Exhibit 

MJ-4, page two. The calculation using the 

Edward Jones analyst growth rate, the ROES 

should not be 1 1 . 0 3 , 1 1  they should be 1 1 . 0 2 . 1 t  

The calculation is correct, it is just a typo 

on the . 0 3 .  It says t t . 0 3 1 1  and it should be 

II . 0 2 .  II The other is a change on MJB-5, 

Exhibit MJB-5, and in the first column of 

interest coverage about 2 / 3  of the way down 

for South Jersey Industries, Inc., that 

should be I 12 .26 l1  instead of I 1 2 . 3 6 . l 1  And 

those are the only changes that I have to my 

testimony. 

Dr. Blake, if I asked you the questions 

contained in your direct testimony today, 

subject to the changes that you have just 

described, would you give the same answers? 

Yes, I would. 

Have you filed rebuttal testimony on behalf 

of Delta in this proceeding? 

Yes, I did. 

Are there any changes, corrections or 
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additions to 

No, there ar 

the rebuttal testimony? 

none. 

If I asked you the questions contained in 

your rebuttal testimony today, would you give 

the same answers? 

Yes, I would. 

Dr. Blake, I'd like to direct your attention to 

Attorney General Cross Exhibit Number 1, do you 

have a copy of that before you? 

Yes, I do. 

And Delta Exhibit Number 2? 

I also have that, yes, 1 have them both. 

What I'm talking about j-s the handwritten 

one? 

Right. 

Would you please explain to the Commission what 

you have done on Delta Exhibit Number 2 as it 

relates to Attorney General Exhibit l? 

You bet. As I understand it, the Attorney 

General Cross Examination Exhibit Number 1 

illustrates a pretty well-known principle 

that capital structure changes have little 

impact on a utility's revenue requirements or 

its customer bills. However, the capital 
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structure does affect the cost of both debt 

and equity but changes in those variables are 

offset by changes in the weights of each 

capital structure component. 

a look at that, the Attorney General showed 

that one way where the Attorney General made 

the point that the use of an 11.9 in an 

imputed cap structure was similar to the use 

of a 14.08 with no imputed cap structure. 

What Delta Exhibit Number 2 does is show it 

the other way around, the use of the capital 

structure or the cost of equity that I 

recommend in this proceeding using the 

existing capital structure for Delta would be 

the same as a 10.4% rate of return for a 

company with a 43 1/2% equity. And that 

10.4%, just personal opinion, I don't think 

the Commission would grant anything quite 

that low. And so, I think it is important to 

know that that principle cuts both ways. 

That's all I have on that. 

And if you take 

MR. WATT: 

I have no further questions, Your Honor. 

We would move the admission of Dr. 
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Blake's direct and rebuttal testimony 

and the admission of Delta Exhibit 2. 

CHAIRMAN HELTON: 

S o  ordered. 

(EXHIBIT SO MARKED: Delta Exhibit No. 2 )  

CHAIRMAN HELTON: 

Ms. Blackford? 

MS. BLACKFORD: 

Yes. 

CROSS EXAMINATION 

BY MS. BLACKFORD: 

Q Just to be sure your exhibit is merely showing 

that the sword can cut both ways, it is not what 

you are recommending in any way? 

A I am not recommending that, just showing how 

it does cut both ways. 

Q Dr. Blake, please refer to page 1 7  of your 

prefiled testimony. 

A Okay. 

MR. WATT: 

Case 99-176? 

MS. BLACKFORD: 

Yes. 
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COMMISSIONER GILLIS: 

what page is it on? 

MS. BLACKFORD: 

Page 17 beginning at line one. 

Yes. 

The first part of the sentence of the quote which 

begins at line one states Ifthe data did no permit 

analysis outside of the 42.5 to 54% debt range so 

we cannot state exactly what would happen," is 

that accurate? 

That's correct. 

Dr. Blake, please turn to your Exhibit MJB-1. 

Yes. 

Am I correct in interpreting the column 

labeled IIOriginal Equity Percent" as 

excluding short-term debt and the column 

labeled New Equity Percent includes short- 

term debt? 

Yes. 

Do you know if the study you site on page 17 

included or excluded short-term debt? 

I don1 t know. 

If a company had more debt than 54%, it would 

have had less equity than 46%; correct? 
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Yes. 

And, S Y  

companies 

u said, you do not know hol many 

shown have more debt than 54% or 

equity less than 46% when short-term debt is 

excluded? 

The data in MJB Exhibit 1 was not the data 

used to do the article by Brigham, it is 

different data sets. Are you trying to 

compare - - 

I'm just trying to find out--I'm merely 

trying to find out whether the statement that 

was reflected in that first line is 

accurately reflected in your exhibit. 

appears that there are a series of companies 

shown there, some seven of them, which, in 

fact, do have more debt than 54% or equity 

less than 46% when short-term debt is 

excluded. 

Like I say, the data set was not the data set used 

to conduct the study by Brigham. 

It 

Uh - huh. 

That is a quote from an article, published 

article, by Brigham from 1987. 

In your MJB - 1 - - 
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Yes. 

--is i C 

companies 

rrect th t there are some 2 0  

that have more than 54% or equity 

less than 46% when the short-term debt is 

included? 

I didn't count them but, subject to check, 

yes. 

Please turn to page 2 0  of your testimony. 

Yes. 

On line 16 you state that the cost of equity 

is based on the equation which defines the 

appropriate return on equity as the discount 

rate that equates the stock price of the 

stream of expected future dividends; is that 

right? 

Yes. 

In financial jargon when something is an 

expected value, isn't it a future value and 

isn't the term expected future a redundancy? 

Sure. 

The Equation 1 shown on line 19 shows that P, 

the price of stock, is equal to discounted 

dividends. Is D1, Dz and D3 in the equation 

the expected future divj-dend stream you are 
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A 

r e fe r r ing  to?  

Y e s ,  i t  would ,e one year  ou t ,  two year  ou 

three year  out  and so fo r th .  

Please tu rn  t o  page 21 .  

Yes. 

Equation 2 on l i n e  s i x  shows D, i s  the same-- 

i s  t h a t  the same D, t h a t  was shown i n  

Equation 1 on the preceding page. 

Y e s .  What t h a t  shows i s  t h a t  the dividend i n  the 

year  sub 2, o r  two years  ou t ,  i s  equal a dividend 

one year  out  t i m e s  the growth r a t e .  

A t  the top of page 2 1  you shows t h a t  D, 

equals ,  a s  you j u s t  s a id ,  D, 

times G; i s  t h i s  correct.? 

Correct.  

Please tu rn  t o  Exhibit  MJB-4, page one. 

Y e s .  

The bottom three equations shown on MJB-4 

show t h a t  you used $ 1 . 1 4  a s  the dividend; i s  

t h a t  r igh t?  

Yes. 

Is the $1.14 the same D, required by the DCF 

model o r  i s  it analogous t o  a Do? 

It i s  my understanding t h a t  t h a t  would be the D,. 
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A 

And not the Do. To convert the Do to a D, 

shouldn't we multiply it by G as you have 

shown at the top of page 21? 

Yes. 

So, in Exhibit MJB-4, page one, the $1.14 

which represents Do should be multiplied by G 

or 5.7% so that we get .065; is that right? 

Would D, actually be 6 1/2 cents? 

Would D, be what? 

I'm sorry? 

Would D, be-- 

Six and one-half cents. 

No. 

It's actually 1 plus G so we should get $1.02 

or $1.20.5;  is that right? 

No, I don't think. I don't have a 

calculator, I don't know what you are doing. 

Well, are we agreed that: Do should be $1.14? 

Since Delta hasn't changed their dividend in 

the last several years, I don't know that it 

would make much of a difference, but $1.14. 

And if you were to multiple that by 1 plus G, 

G being .057. 

All right. 
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You would get 1.205; is that right? 

Oh, I see what you are doing, yes. 

Dr. Blake, on MJB-4, page three, you show 

your use of a two stage DCF model; is that 

correct? 

Yes. 

Turn with me please to page 24 of your 

testimony. 

Yes. 

Lines one through four on that page indicate 

that in the two stage model dividends are 

assumed to grow at the analyst forecast for 

the first five years, and then at the 

industry growth rate aft.er that: is that a 

proper summation? 

Yes. 

Turn back please to MJD-4, page 3. In your use of 

the two stage model, did you use $1.14 as D, or 

did you increase the $1.14 by one plus G to get 

DI? 

To be honest, I'm not sure. 

Irrespective of what you use for D,, did you 

grow the dividend at the estimated rate for 

Delta for five years and then switch to the 
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A 

5.7 growth rate in year six when you 

imF emented the model? 

No. I explained that in one of the responses 

to a data request that I grew it at the 

analyst rate for the first five years and 

then after, in the 20th year, started growing 

it at the industry average and used a linear 

trend to give a smooth transition between the 

two instead of just going from 2% to 5% which 

appeared a bit unrealistic. This smooths the 

trend out over a longer period of time. It 

would also lead to a more conservative 

result, a lower result than jumping 

immediately to the 5%. 

Is this the method that you describe on page 

24 of your testimony? 

No, it is not. 

Have you utilized the method described in 

your testimony to determine what the results 

would be? 

That--the results do reflect what I just 

described. It is a transition to a growth 

rate after 20 years. Staff, in response to a 

data request, staff asked for the work papers 
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to generate that and that's when I found that 

there was a difference in the description in 

the--itls response to Item Number 54 in the 

August 23 PSC Data Request. 

In 176? 

Yes. 

Case Number 176? 

Yes. And it describes the methodology that I 

just described and what is contained in MJB-4 

on page three corresponds to the methodology 

described in the response to Number 54. 

All right. And that then rather than what 

was your testimony at lines one through four 

is what you intend to utilize as the DCF 

multistage model? 

Correct. 

Turn to page 26 of your testimony, please, 

sir. 

Yes. 

There you show use of the CAPM model; is that 

right? 

Yes. 

On page 27, at line five, you show the 

implementation of the model; is that right? 
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A 

Yes. 

You used an 8% m rket risk premium and this 

was obtained from SBBI 1999 Yearbook, a page 

from which is shown in Exhibit MJB-6; is that 

also right? 

Yes. 

Would you turn, please, to MJB-6? 

Yes. 

The fourth number down t.he right hand column shows 

the 8% market risk premium; is that right? 

Correct. 

You used a long-term bond yield in the DCF 

model. to be consistent. with the 8% market 

risk premium why didn't you use the 5.4% 

long-term bond yield shown at the top of the 

exhibit? 

I plated to the most recent treasury bond 

data available from the Federal Reserve 

Board. 

Then why didn't you use a current market risk 

premium rather than the historical 1926-1998 

risk premium? 

The 1990--or 1926 to 1998 risk premium is 

calculated over a very long period of time 
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and is unlikely to show much fluctuation from 

one additional year. In fact, when you 

calculate risk premiums over a fairly short 

period of time they are subject to quite a 

bit more fluctuation. I believe Dr. Weaver 

used ten years, which not only would not pick 

up an entire business cycle but could be very 

subject to the use of one additional year of 

data. When you are using 75  years of data 

that is a more stable data setup and is 

unlikely to change from the addition of one 

additional year. 

Would that 75 years data set include some 

major events such as wars? 

Definitely, and a depression. 

And depression. 

And several business cycles which is why they 

call it long-run, and, probably more 

reflective, investor's expectations are based 

on long-run. And I felt that this was a 

better way to capture long-run expectations. 

Dr. Blake, would you accept, subject to 

check, that had you used the 5.5% long-term 

bond yield the CAPM results would have been 
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9.8%? 

Subjec, to check. 

I want to discuss for a moment the size 

premium shown in Exhibit MJB-6? 

Yes. 

Is the size premium for regulated natural gas 

distribution companies or is it for all 

companies? 

I believe it is for all companies. 

Does the fact that a company is regulated 

have any effect on its risk? 

Probably it does, yes. 

And what would that effect be? 

It would probably reduce that risk. 

Does the stage in a company--of a company's 

life cycle have any effect on its risk? 

Yes. 

What would that effect be? 

Very new company, say, one year old, would 

probably be regarded as riskier than one that 

was more mature. 

Would you agree that regulated companies tend 

to be mature Companies while some non- 

regulated small companies might be mature but 
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some might be relatively new and, therefore, 

more risky? 

This would be an average of all small caps 

out there and you are going to find some new 

and some mature. 

So, there might be some higher risk and some 

lesser risk? 

That's included in that average, yes. 

Would some non-regulated small companies be 

small because management has not successfully 

grown them? 

State that again please? 

Would some non-regulated small companies be 

small because management has not been 

successful in growing them? 

Hard to tell why they are small. There may 

be a number of reasons why they are small, 

the niche that they are serving in the market 

place may not be a big one, there is many 

reasons why a company might be small. 

Let me change gears. Dr. Blake, do you think 

that the risk of Delta and its cost of equity 

would be affected if the Commission adopted 

the Alternative Regulation Plan that Delta is 
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proposing? 

A No, I don't. 

Q Why then should it be adopted? 

A The reason that I say that it doesn't--that I 

don't think it would is that right now what 

Delta is proposing is a three year 

experimental plan. Investors determine the 

worth of an investment based on long-run 

expectations. As the DCF model illustrated, 

long-run expectations go out to infinity in 

the DCF model. Three years is a good deal 

short of infinity and I think that what you 

are capturing there is--and I believe Dr. 

Weaver mentioned this in his testimony, as 

well, that there is uncertainty among 

investors about will that cause them to over 

earn will it cause it to under earn, will 

there need to be changes in the ARP, will it 

be adopted permanently. So, until those 

questions are answered, I honestly don't 

think it will have much affect on Delta's 

equity. Ultimately, if it is adopted and if 

it is very successful it may, but investors 

will have three years to find out if the ARP 
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is adopted. 

But then th Commi sion woi Id not be 

enhancing the risk profile of the company by 

implementing the ARP? 

No, I think it could help, but we don't know 

that. That's why we-- 

It's way down the road is basically what you 

are saying? 

That's why we call it an experiment is 

because it may do some good, we think it will 

do some good and we think it is going to be a 

very good thing. The only way that we are 

going to find out for certain is to actually 

adopt it. 

On page 26 of your testimony-- 

Yes. 

--you used a .55 for beta? 

Yes, I did. 

Value Line expanded coverage shows a beta of .45, 

are you aware of that? 

I did not find Delta in the Value Line 

expanded coverage. I looked pretty hard for 

them and didn't find them. 

Sometimes those things escape us. 
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Well, it escaped me, I was working on the 

paper version. 

MS. BLACKFORD: 

May I approach? 

CHAIRMAN HELTON: 

Uh-huh. 

Thanks. Looks like 45-- 

I'm sorry, I didn't hear you, you said it 

looked liked 45? 

It's hard to tell, it is pretty blurred, but 

yes, I believe it is. 

Do we need a clearer copy for you? 

MR. WATT: 

It doesn't matter because I can't find 

it. 

Yes. 

All right, thank you. What effect would that have 

on your CAPM model? 

That would reduce the rate of return. 

Dr. Blake, in looking through your multitude 

of accomplishments I saw there were many, 

many areas of qualification but I was unable 

to determine whether you had presented 

testimony determining the cost of equity 
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previously; have you done so? 

A No, I have not. 

MS. BLACKFORD: 

Thank you. That's all of my questions. 

CHAIRMAN HELTON: 

Mr. Blake, could you recalculate, since there is a 

different beta, could you recalculate and tell us 

what your recommended ROE would be using the CAPM 

model? 

A Sure. 

CHAIRMAN HELTON: 

Not right now. 

A Not right now? 

CHAIRMAN HELTON: 

No. 

A Okay. I can do that, not a problem. It 

won't take long I promise. What I come up 

with is, after the size adjustment is made, 

it would be 12.28% and before the size 

adjustment is made it would be 9.68%. 

CHAIRMAN HELTON: 

Thank you. Mr. Goff. 
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CROSS EXAMINATION 

BY MR. GOFF: 

Q Dr. Blake, my name is J. R. Goff and I'm going to 

ask you a few questions sir. In your analysis of 

Delta's required rate of equity, I mean, return on 

equity, you used information for the gas industry 

as a whole as reported by--for companies followed 

by Value Line and Edward D. Jones; is that 

correct ? 

A Yes, it was natural gas distribution companies, it 

wasn't--it didn't include combined companies or 

pipelines, it was just for natural gas 

distribution companies reported by Edward Jones. 

Could you tell me why you did not narrow your 

analysis to include only companies that were 

comparable to Delta? 

Q 

A As I pointed out in my rebuttal testimony, I 

think one of the problems in this case is 

there really aren't any companies comparable 

to Delta. When I was evaluating Dr. Weaver's 

panel I found substantial differences between 

the ones he used as being comparable to Delta 

and Delta Natural Gas. And I feel, as I 

pointed out in my rebuttal testimony, that 
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the only way to make--to kind of salvage the 

results is to do an after the fact adjustment 

for those differences. So, I really don't 

think there are too many companies comparable 

to Delta. We're talking about a fairly 

rural, mountainous, service territory, one of 

the lowest equity ratios of any of the gas 

distribution companies reported, very-- 

smaller than almost any of the companies 

reported. One of the smallest companies out 

there that was reported in that panel. So, I 

didn't find any really comparable companies. 

So, what I was comparing it to is industry 

averages. 

Q You, I believe, are fami.liar with Dr. 

Weaver's testimony? 

A Very, yes. 

Q Dr. Weaver has posed a 50 basis point adjustment 

for added risk due to size, leverage, and the 

predominantly rural high space heating load 

customer base. I think you, however, have 

proposed an entire two percentage point adjustment 

to compensate for Delta's relatively high amount 

of leverage in its capital structure. Why do you 
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believe that an adjustment of a full two 

percentage points is reasonable? 

A The reason that I think two percentage points 

is reasonable is, again, to account for the 

significant difference in equity between 

Delta and the industry as a whole, and Delta 

and Dr. Weaver's panel. If you look at the 

exhibits that I included, the difference 

between Delta and, say, an average, an 

industry average, the industry average was 

about 43 1/2% based on that panel of gas 

distribution companies. Delta is in the 

neighborhood of 30% for 13 1/2% difference, a 

pretty sizeable difference in return on 

equity. Between Dr. Weaver's panel and Delta 

there are several different ways of measuring 

that. He has got several exhibits in his 

testimony and I looked them up in my 

testimony dealing with equity ratios, and 

pretty consistently came out in the 

neighborhood of a 10% difference in equity 

ratio, whether you include short-term debt, 

don't include short-term debt, it came out to 

about 10 percentage points. So, that gave us 
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the quantity difference. Now, in attaching 

a--how many basis points does that--should be 

associated with each percentage point 

difference, I relied on published research by 

Brigham, Capenski and Aberwald. It was the 

only one that I found out there that hit that 

topic dead on target. And what they found is 

that for, kind of on the average, for each 

point of--each additional point of debt that 

was equated to about a 12 basis point 

difference, but they made--they pointed out 

in their article that that was not exactly a 

linear, you know, that there was quite a bit 

covered in that average. Near the top end 

the difference between 48 and 49% was about 

seven basis points. 

between like 4 0  and 41% was about 15 basis 

points. Well, Delta is way below 40%, they 

are in the neighborhood of 30%. So, I felt 

that my use of 15 basis points, given where 

Delta's equity level was, was a very 

conservative estimate of that difference, 

multiplied the 15% by the 10% for Dr. Weaver 

and came up with about 3.50 basis point 

They said the difference 
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difference just on that one factor alone, the 

leverage premium. If you apply it to the 13 

1/2% difference that I'm talking about 

between the industry average and Delta, it 

comes up more in the neighborhood of 200 

basis points, about 2%. So, where mine is 

founded, I believe, and I think the 

difference between the two is--I feel that 

that is founded and published research and 

that the 50 basis point recommendation, or 

difference that Dr. Weaver is recommending, 

is unsupported, at least I didn't find any 

support for it. 

Q If the Commission were to approve Delta's 

proposed ARP, would Delta also need the 

winter normalization adjustment to stabilize 

earnings? 

A I believe that the ARP and the weather 

normalization would work well together 

because you had weather normalization taking 

account of some of that variability, the 

variability in the ARP would not be as great. 

The ARP alone would probably lead to, you 

know, bigger ARP adjustments because you 
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Q 

A 

Q 

would be picking up weather as well. So, I 

think the use of both of those together would 

probably reduce the amount of variation 

picked up by each of those, as was mentioned 

earlier in testimony today. The weather 

normalization really focuses on variability 

due to weather, where the ARP is a bit 

broader than that. 

You are saying that you think both of them 

would be necessary to stabilize the earnings? 

I think that the one that would do the best 

job of stabilizing earni.ngs would be the ARP. 

The weather variability would reduce the 

variability to some extent, the ARP would 

reduce it further, but neither would totally 

eliminate the variations that you see. I 

think that if you put both of them in you are 

going to get a sense for how well each works 

and because the weather normalization would 

be picking up the weather differences, the 

amount that would be picked up through the 

ARP would be smaller. 

Dr. Blake, some testimony earlier about 

Delta's financial condition had deteriorated, 
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I think the word used was Itshowed financial 

distress.Il That seems rather a serious 

condition, could you tell us why Delta, maybe 

in your opinion, has not hired any 

consultants or implemented any internal 

review to determine what steps it might need 

to take to rectify that problem? 

A Personally, I think one way of remedying that 

is they need a higher level of earnings. The 

earnings right now are insufficient to pay 

their dividend in four out of the last five 

years. To me, that indicates a fairly low 

level of earnings. One thing that came out 

earlier today was the question, you know, why 

don't they just float some more equity. You 

know, say, hey, want to get your equity 

percent up, just float some more equity. Who 

is going to buy equity on a company that 

can't cover its current dividends. In 

addition, I mean, just think about that. If 

your earnings aren't sufficient right now to 

pay your current level of dividends, who is 

going to run out and buy all this equity when 

you put it on the street. And the second is 
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who is going to put it 

gets to the part of th 

on the street. This 

probl m with small 

cap stocks from discussions with Mr. 

Jennings. They canlt--they are having a very 

difficult time finding anybody to place 

equity for them. One entity that they used 

to place--that used to place equity for them 

went bankrupt, another won't handle them any 

more because they are too small. Okay. This 

is why I think that size adjustment is 

appropriate, that the small companies do have 

a very real problem in raising equity. 

these returns, the earnings that they are 

generating off the returns they are allowed 

at the present time are not getting the job 

done. In my opinion, they are causing real 

financial distress for this company. 

Q I'm not sure that answered the question. 

A Let me try again. 

Q Well, 1'11 not--1 do not wish to follow that 

one up at this time. Dr. Blake, there was a 

lot of testimony about the use of a 

hypothetical capital structure. Are you 

aware of any instance where this Commission, 

And 
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the Public Service Commission of Kentucky, 

has allowed a utility to use a hypothetical 

capital structure? 

A I'm not sure, I think there is a water 

company case that we worked with that 

utilized a hypothetical capital structure, 

I'm not positive of that. As far as being 

aware of any, can I cite any, no, I cannot. 

Q None that you are aware of that--the position 

that Delta is in that was allowed? 

A No. And just speculating, part of the reason 

for that might be, again, that there aren't 

too many companies that are in the position 

that Delta is in. I think your other gas 

distribution companies are doing quite a bit 

better than that. 

Q Let me refer you to your rebuttal testimony. 

In that testimony you st-ated that in response 

to--not response, but you allude to LG&E. 

A That's a bad habit, isn't it? 

Q Yes, LG&E1s prior rate cases revenue 

requirement was based on applying overall 

weighted return to total capitalization. 

those LG&E1s prior rate cases, did 

In 
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capitalization exceed rate base? 

I don't know the answer to that. nd I guess 

when you are taking a look at whether you 

should apply it to rate base or 

capitalization, in the grand scheme of 

things, it probably doesn't matter much as 

long as you are consistent with it. At times 

capitalization will be higher than rate base 

and other times rate base will be higher than 

capitalization. I guess what I've got a 

problem with is switching to whichever one is 

the lowest. As long as you are consistent, 

and my understanding is this Commission prior 

to Delta's last rate case, I understand that 

that was done in Delta's last rate case, but 

prior to that it had been applied to 

capitalization. When I was in New Mexico we 

applied it to rate base, but we consistently 

applied it to rate base, whichever, you know, 

what I find a bit problematic is switching 

back and forth to whichever one--at times 

capitalization will be higher, at times rate 

base will be higher. And I don't know in 

LG&E1s past cases which was higher. 
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Were you involved in more than--how many of 

those LG E rate cases were you involve in? 

I got in on the tail end of the last one, I 

caught the last month. 

Would you agree, then, subject to check, that 

in Delta's prior rate case, 97-066 ,  that the 

rate base exceeded capitalization? 

Subject to check. I don't know. 

MR. GOFF: 

You don't know. No further questions of 

this witness. 

CHAIRMAN HELTON: 

Redirect? 

MR. WATT: 

No questions Your Honor. 

CHAIRMAN HELTON: 

Additional? 

MS. BLACKFORD: 

Just a couple. 

RECROSS EXAMINATION 

BY MS. BLACKFORD: 

Q You mentioned that the weather normalization 

adjustment factor and the ARP work side by side to 
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A 

Q 

A 

Q 

A 

Q 

A 

make for a smaller impact of each, if you will, 

that the rates, the net result of the rates, I 

presume, would be the combination of the two, but 

each would be smaller than it would otherwise be; 

is that right? 

Yes, and there is a possibility one may move 

one direction and one may move another. 

Doesn't the ARP as proposed automatically 

account for weather enti-rely? 

If you take a look at the way it works, it 

would pick up weather as well. 

up all the variations. 

So, if the ARP were adopted it would serve as 

an effective weather normalization 

adjustment, whether or not there was an 

explicit separate weather normalization 

adjustment? 

It would have that effect. 

If the effects of weather on sales were 

eliminated in calculating the ARP, would the 

weather normalization adjustment or would the 

ARP have the greater effect on stabilizing 

earnings? 

Would you repeat that? 

It would pick 
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Q If the effects of weather on sales were 

eliminated in calculating the ARP, would the 

weather normalization adjustment or the ARP 

have the greater effect on stabilizing 

earnings? 

A I believe the ARP would have a greater effect 

in stabilizing earnings. 

Q Assuming the effects of weather on sales were 

eliminated? 

A There are other factors picked up in the ARP. 

MS. BLACKFORD: 

Thank you. That's all my questions. 

MR. WATT: 

May I have one follow up Your Honor? 

CHAIRMAN HELTON: 

Yes. 

REDIRECT EXAMINATION 

BY MR. WATT: 

Q Dr. Blake, under Delta's proposed Alternative 

Regulation Plan, the adjustments, if you will, 

because of changed conditions, occur annually; is 

that correct? 

A That's my understanding. 
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Q 

A 

Q 

A 

How frequently do the adjustments occur for 

weather under the weather normalization 

adjustment? 

I believe those are monthly. 

That being the case, isn't it true that the extent 

of an adjustment would he smaller using the 

weather normalization adjustment in conjunction 

with the Alternative Regulation Plan? 

Yes. 

MR. WATT: 

That's all I have, Your Honor. 

CHAIRMAN HELTON: 

You may be excused. 

A Thank you. 

MR. WATT: 

Steve Seelye, Your Honor. 

(WITNESS DULY SWORN) 

MS. BLACKFORD: 

May I inquire, I have somehow lost track of what 

was your Exhibit Number l? 

MR. WATT: 

It was the Affidavits of Publication. 

- 248 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

-0  

-1 

-2 

- 3  

-4 

15 

16 

L7 

L8 

19 

10 

11 

22 

23 

24 

The witness, WILLIAM STEVEN SEELYE, having first 

been duly sworn, testified as follows: 

BY 

Q 

A 

Q 
A 

Q 
A 

Q 

A 

Q 

A 

Q 

DIRECT EXAMINATION 

MR. WATT: 

Steve, would you please state your name for the 

record? 

William Steven Seelye. 

Where do you live? 

My business address is 6 7 1 1  Fallen Leaf, 

Louisville, Kentucky 40--11m sorry--S-e-e-1- 

y-e, and my business address is 6 7 1 1  Fallen 

Leaf, Louisville, Kentucky 40241. 

And by whom are you empl.oyed? 

The Prime Group. 

What is the purpose of your testimony in this 

proceeding? 

I address--in my direct testimony I address 

the Alt Reg plan and cost of service study, 

as well, in the rebuttal testimony I also 

address certain pro forma adjustments. 

Have you filed direct testimony on behalf of 

Delta in this proceeding? 

Yes, I have. 

Are there any changes, corrections, or 
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A 

Q 

A 

Q 

A 

Q 
A 

Q 

A 

additions to that testimony? 

No. 

If I asked you the questions contained in 

your direct testimony today, would you give 

the same answers? 

Yes, I would. 

Have you filed rebuttal testimony on behalf of 

Delta? 

Yes, I have. 

Are there any changes corrections or 

additions to your rebutt.al testimony? 

Yes, one. 

what is it? 

It's on page 16, line four, there is a--it 

says of i, it should be Itone over n of 

i . 
If I asked you the same questions contained 

in your rebuttal testimony today, subject to 

the correction that you just gave us, would 

you give the same answers? 

Yes, I would. 

MR. WATT: 

I have no further questions Your Honor. 

We would move the admission of his 
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direct and rebuttal testimony. 

CHAIRMAN HELTON: 

So ordered. Ms. Blackford? 

BY 

Q 

A 

Q 

A 

Q 

A 

Q 
A 

Q 

A 

CROSS EXAMINATION 

MS. BLACKFORD: 

Mr. Seelye, at page one of your original 

testimony. 

Yes, yes, ma'am. 

You state that your background is in 

engineering and mathemat.ics; is that right? 

Yes, and physics. 

At page three, line two, you state that you 

testified before this Commission with regard 

to marginal costs of providing service; am I 

right? 

Yes. 

Would that have been for an electric company? 

Yes. 

Have you ever performed a marginal cost study of a 

gas distribution company? 

I've worked with marginal costs of gas--for 

gas utilities but not a full blown marginal 

cost study, no. 
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Would you agree that a gas distribution 

company is a prime example of the decreasing 

cost firm, that it is a company whose average 

cost of providing service decreased as the 

amount of service provided increases? 

No. 

On what basis, then, do you think it is 

appropriate to have a single company as a 

provider of gas in an area? 

Typically, there are economics of scale. 

That doesn't mean that t.he marginal cost 

isn't higher than the enbedded cost, which is 

implied by your question. 

What do economies of scale indicate about the 

average cost of service? 

It is probably cheaper to have a single company 

than it is to have multiple companies. And if you 

had a very large utility, their cost would 

probably be lower. 

Your study in this case and your exhibit-- 

Could I elaborate on that last response? The 

distribution service would be, the gas 

service itself may or may not be because that 

is a different issue all together. I just 
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Q 

A 

Q 

A 

Q 

A 

wanted 

was th, 

to clarify what 

distribution c 

I was talking about 

st itself. There 

could be some economies of scale because you 

would--there would be fewer administrative 

services that you would provide per customer, 

therefore, cost could be lower for very large 

distribution companies. 

Your study in this case, as shown in your 

exhibits, is an average embedded class cost 

of service study; is that right? 

Yes, you could use that term to characterize 

this study. 

When you finished you had placed everyone of 

those total costs, actual cost of service, 

into several customer classes that you have 

identified? 

Yes, it is also referred to as a fully 

allocated embedded cost of service study, 

that is another way to characterize it. 

And no portion of total cost is left 

unassociated with some customer class in such 

a study; is that right? 

It certainly wasn't our intention to do that, 

that's correct. 
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Q That is different from a marginal 

service study where the sum of th 

cost of 

margin 1 

cost may add to more or less than whatever 

the total cost of service at a given point in 

time may be for a given company; right? 

A That's correct. 

Q On the Delta system, with the great 

preponderance of fixed cost, return, taxes on 

return, depreciations, is the short run 

marginal cost less than the average imbedded 

cost of providing service? 

A No, not necessarily. Because the cost of 

hooking up--Delta's marginal cost would be 

driven by the cost of hooking up new service 

lines, new mains going to the customer, and 

those costs are on--are higher, typically, 

than the embedded cost. That is a part of 

the situation we have with Delta. Whenever 

they add cost, the capital cost, the 

investment cost goes up, therefore, their 

cost goes up. There was an exhibit that I 

submitted, or a schedule that I submitted, that 

showed that. 

Q Right, but this question was actually directed to 
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A 

Q 

A 

Q 

A 

Q 

the short-run cost of providing-- 

well, their short-term cost is probabl 

analogous to their long-term cost. For-- 

typically short-term cost--it depends on how 

you define short-term cost. A lot of times 

it is defined as assuming a fixed stock of 

energy using appliances. But in Delta's case 

what you have is a cost that is driven by 

hooking up a new customer. Now, that has a 

short-term effect unlike in an electric 

utility you have long-term cost that are-- 

cost of generation capacity. You have a long 

planning cycle, therefore, it is a long-term 

cost. Two different concepts between the 

electric side, which you can take a long-term 

view, a different--you look at it a little 

differently. 

Let me refer you to page three, line 18 of 

your testimony. 

Which testimony, there are three? 

Your--oh, that would be your testimony in 176 

in the general rate case. 

Now, which page again please? 

Page three, line 18. 
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A 

Q 

A 

Q 
A 

Q 

A 

Q 

A 

Q 

A 

Yes, ma'am. 

There you s,a,e h t the IICost of rvice 

study can also be used to determine unit 

cost . 
I'm sorry, I probably have the wrong--1 have 

the wrong one. Yes, ma'am. 

All right, are you with me now? 

Yes, I believe so. 

There you state that the "Cost of the service 

study can also be used t.o determine unit 

cost.rr Is that correct? 

Yes, ma'am. 

Would you agree that if you take the total cost of 

some kind of service and relate it to, divide it 

by the number of units of service, the results you 

get is the average cost per unit of service? 

Yes. 

Referring to page three of your testimony, 

what is the unit whose cost can be determined 

from your cost of service study? 

Okay, in--this actually refers to the 

approach that we took later in the testimony 

and it is two different units. One unit is-- 

the billing determinants which are used for 
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Q 

A 
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each rate class. And the billing 

determinants are--the units are applied when 

you calculate the rates. There are two, one 

of them is customers, number of customers, 

the other one is MCF. 

On Exhibit 5-1--1'11 wai.t for you to get 

there rather than just jumping ahead. 

Yes, ma'am. 

For residential customers your cost of service 

study shows the total customer related cost, 

including a portion of t.he cost related to 

distribution mains, net of miscellaneous revenues, 

is $8,488,823 on line 13, that is where that is 

shown: is that correct? 

Yes, ma'am. 

And this is related to 32,940 residential 

customers, resulting unit cost is $21.48 per 

customer per month? 

Yes, ma'am. 

Now, that would be the average cost per 

customer; is that right? 

Yes. 

That's not the marginal cost per customer? 

No, definitely not. 
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Looking at this schedule am I correct that 

you believ that most, some $4,885,000, of 

customer costs is related to distribution 

mains and not to things like services, 

meters, house regulators, the reading of 

meters, rendering of bills and keeping of 

customers accounts? 

Yes, ma'am. 

Referring to the unit customer cost that your 

study shows, is the calculated customer cost of 

$21.48 the cost of a uni.t of service? 

Could you repeat the question? I'm sorry, I 

didn't hear a question i.n there? 

Referring to the unit customer cost that your 

study shows, is the calculated customer cost 

of $21.48 the cost of a unit of service? 

It's the cost per customer, yes, per month. 

But is it the cost of service, the cost of 

being on the system or the cost of the 

service? 

No, it's a cost of customer related cost per 

customer, not the total cost of service 

because there are demand and commodity 

related costs that aren't reflected in that 
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number. We are not taking the total revenue 

requirements, if you will, or the total cost 

of service and dividing it by the customers. 

What we are doing is taking the customer 

related cost only and dividing it by the 

number of customers. Therefore, I can't 

characterize it as the total cost of service. 

Q This may somewhat beg the obvious, but you 

don't claim that the Delta system is typified 

by customers who have connected to the system 

but who do not demand any other service, do 

not demand the provision of gas, demand only 

to be connected; is that. right? 

A That's true, but it is based on various usage 

patterns of customers. Not all customers 

have the same usage pattern. You may have a 

small customer that is being served or a 

large customer that is being served, but 

presumably all of the customers that are 

connected with the system desire some sort of 

gas service whether it is ongoing service, 

backup service, or some sort of service, yes. 

Q So, when you say at page three of your 

testimony that you can determine from your 
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study unit cost, in the case of customer cost 

that is not the service that a customer is 

demanding, rather because you don't have any 

customers who simply want to be there but 

don't at least want some sort of service at 

some point; is that right? 

A I'm sorry I didn't understand the question. 

Q When you say at page three of your testimony 

that you can determine from your study unit 

cost in the case of customer cost that is not 

simply existing on the system but rather 

includes the fact that they will receive 

service at some point, a gas service of some 

sort at some point? 

A That is probably correct.. It may--there may 

be a situation where a customer wants to be 

connected to the system that doesn't use any 

gas. That is unlikely, but the possibility 

exists. We--1 have encountered that 

situation in a lot of different services and 

a lot of different rates were provided, 

sometimes customers do want backup service. 

Okay. Where they don't necessarily utilize 

the service on an ongoing basis, in a given 
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year they may not utilize that service but 

they still want the backup service. So, that 

situation could exist. On Delta's system I 

think that situation is probably unlikely. 

Well, let me refer you to page five of the 

same testimony, lines 21 through 22. 

Page five did you say? 

Yes. 

And that was lines 21 and 22? 

Yes. 

Okay, I am there. 

Here you state that IICosts classified as 

demand related are costs related to 

facilities installed to meet peak usage 

requirements." Please define costs as that 

is used as a term in this testimony? 

Okay. In this testimony what costs will 

refer to are the costs of providing service, 

that is synonymous to revenue requirement, 

and what revenue requirement represents is 

depreciation, operation and maintenance 

expenses, income taxes, other taxes, I think 

that is basically it. There could be like ad 

valorem taxes, insurance, but it is basically 
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revenue requirement for 

what we are referring t8 

the customer. 

here are tho 

And 

2 

demand related costs or revenue requirements. 

Therefore, it is a synonymous term. 

Q So, in your cost of service study all the 

distribution mains costs that you believe 

were demand related, 42%, you allocate on the 

basis of peak demand; is that correct? 

A Yes, ma'am. 

Q If you allocate all of t.he total demand related 

main cost on the basis of peak demands, is that 

consistent with your statement on page five of 

your testimony that the demand related costs are 

cost related to faciliti.es that are installed to 

meet peak demands? 

A No, because a certain portion of the cost is 

customer related, and those costs using the 

zero intercept analysis are customer related 

and that is a standard methodology for 

determining customer related costs. So, the 

only portion that we are talking about here 

are the demand related portion of those mains 

and- - 

Q We are on the same track now, I may not have 
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used the word main related costs, but, yes, 

the question would be if I limited it .o 

demand related, your answer would be yes; is 

that right? 

A If--yes, yes. 

MS. BLACKFORD: 

Can Mr. Galligan approach with the book? 

He needs to show it to Mr. Watt first. 

A This is a very old book isn't it? Looks like a 

song book. 1961. I had the honor of meeting or 

hearing him speak, the ].ate Dr. Bonbright speak, 

he was quite a dynamic i.ndividua1. Anyway, go 

ahead. 

Q That is Dr. Bonbright's 1961 version of 

Principles of Utility Ratemakinq, do you 

recognize this? 

A Yes, I do, indeed. 

Q Would you open that please to page 360 to 361, are 

you there? 

A Yes. 

Q At the top of those--at the pages the words fully 

distributed costs appear. This is the Bonbright 

chapter that deals with fully distributed costs; 

is that right? 
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Okay, yes, I do see it. 

In fact, the fully distribut-3 c t ch ter 

begins on page 337 and includes the materials 

on that page? 

Uh-huh. 

Would you agree that your cost of service study is 

a fully distributed cost study? 

Yes. 

would you agree that the term fully 

distributed cost, when referring to a cost of 

service study, refers to the fact that all 

costs, total costs, will be fully distributed 

in the performance of the study: that is, 

that no cost will be left unallocated to some 

customer class. Is that right? 

Yes. 

Please read the first paragraph of the Bonbright 

text, the fully distributed costs chapter on page 

360? 

Okay. l1So far, then,"--is that the one that 

begins there? 

Yes. 

Make sure--"the argument supports the system- 

peak responsibility formula of capacity-cost 
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allocation. But the argument applies only to 

the allocation of incremental capacity cost-- 

to the cost per kilowatt of enhancing the 

capacity rather than to the averages cost per 

kilowatt of total capacity." Okay, do you 

want me to read on? 

Q No, that's fine. 

A Okay. 

Q Do you agree that unlike the Bonbright 

prescription, the peak responsibility method 

of cost application applies only to the 

incremental capacity cost. You have, in 

fact, in your proposed cost, allocated the 

total cost of which you believe to be 

capacity related cost of mains on the basis 

of class peak demands? 

A Well, no, because the--of the costs that I've 

allocated as demand related costs, yes, but 

what--I'm not sure he makes the distinction 

between demand related costs here. I don't 

see that word in here. 

Q Actually we were looking at incremental 

capacity costs. 

A Yes, I'm not sure what that refers to without 
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going back and reading all of this, but I 

suspect, since it is talking about kilowatts, 

he is probably talking about production plant 

and that is what this refers to more so than 

distribution costs. But without reading a 

lot more, I can't tell you. 

Thank you. 

Would you like to have your book back? I'd 

like to have this. 

I've been trying to catch that book for 

years, though. Don't go far it will be 

grabbed, huh? The holy writ of utility rate 

making. All right. Exhibit 2-35 and 36 

associated with your testimony, would you 

turn to those please? 

Yes, ma'am, which pages I'm sorry, two? 

Two-35 and 36. 

Yes, ma'am. 

There you show the allocation factors used to 

allocate demand related costs; is that right? 

Yes. 

And there we see the DEM-01 and DEM-03 are 

identical; is that right? 

That's correct. 



e 

9 
4 
v) 

1 

2 

3 

4 

5 

6 

7 

8 

9 

0 

.1 

.2 

.3 

.4 

.5 

.6 

.7 

.8 

L 9  

20 

21 

12 

13 

14 

Q 

A 

Q 

A 

Q 
A 

Q 

A 

Q 
A 

And DEM-04 and DEM-05 are equal except for 

the lower demands associated with off-system 

transportation customers having no DEM-04 or 

DEM-05 demand: is that right? 

Yes, ma'am. 

Now, is it on Exhibit 3 where you show the 

derivation of the demand.s used to allocate various 

demand related costs? 

Yes, ma'am, I believe so, just a second, let 

me turn there and verify it. 

All right. 

I trust that that is the case, yes. 

And you used DEM-05 to allocate all which I 

believe are demand related mains cost: is 

that right? 

Yes, ma'am. 

Please explain what design demand days are? 

The design--first of all, what we do is 

calculate the base load, plus the temperature 

sensitive load at the design day temperature 

of zero degrees. This methodology is 

consistent with the methodology that is laid 

out in the gas--I probably won't get this 

title correct, but the NARUC Gas Rate Design 
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Manual--one of 

have essential 

those two manuals that they 

y lays out this methodology 

for calculating. 

Q Are you aware that FERC routinely, as a 

matter of policy, uses peak demand concept, a 

three day peak demand to allocate peak demand 

related costs? 

A FERC, I'm not aware of any distribution 

utilities that FERC regulates. That may be 

the case, but, as far as I know, FERC or the 

Federal Energy Regulatory Commission out of-- 

they regulate transmission systems and I'm 

unaware--there may be some distribution 

facilities but, primarily, what we are 

talking--what FERC issues cost of service 

policy on is transmission companies. I'm 

unaware of any distribution companies. 

Q Okay. But as a matter of policy, they do use 

a peak demand concept of three day peak 

demand, are you aware of that? 

A I'm not sure what they use today. I know 

that there has been a lot of different 

methodologies that they use and I'm not sure 

what their current policy is, if they have a 
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standard policy for all companies. 

Q How would a three day peak demand compare ,o 

a design day demand methodology? 

A I don't know, I haven't calculated that. 

Q Would it be smaller, since design day occurs 

only once? 

A It depends on the peak day; it depends on the 

peak day. If they had a zero degree--if they 

had, say, a minus five degree, a minus four 

degree and a minus three degree on a peak 

day, it would be the total sales and 

transportation peak day requirements would be 

higher. So, I can't say it would be lower, 

it depends on the peak days. 

Q But your second and third day would 

necessarily be lower than your peak day or it 

would by definition not be a peak; is that 

right? 

A Oh, okay, I see what you are saying. But 

would it be less than the design day peak 

day, I thought was your question, and I don't 

know the answer to that question. But you 

are saying would an average of the three top 

be lower than the average of the highest. 
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Unless they are the same, the mean value 

theorem in math would suggest that they wc 

be lower. 

Id 

Q Delta doesn't experience design day demands every 

year, does it? 

A No, they do not. 

Q So, your use of design day concept of peak 

demands produces higher demands for the 

weather sensitive customer classes than would 

the use of actual peak day or a three day 

concept of peak demand? 

A Well, two comments about- that. It is hard to 

say, depending on the year, okay, which gets 

back to the other one to answer your 

question. But the second comment is that 

Delta designs their system around the design 

day, they don't design j-t around the peak, 

therefore, that is the appropriate figure to 

use for allocation purposes. In addition to 

that, this is consistent with the NARUC Cost 

Allocation Manual--or not the Cost 

Allocation, Rate Design Manual. 

Q I appreciate that thorough answer but is the 

answer yes or no? 
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A I believe it was yes, but would you repeat 

the question to make sure that we are clear? 

Q If you use design day concept of peak demand, 

that produces higher demands for the weather 

sensitive customer classes than would the use 

of an actual peak day or the three day 

concept of peak demand? 

A The answer is no. It depends--depends on the 

year you are in. 

Q Assume that the actual peak day does not 

exceed the design day and answer the same 

question? 

A Okay. And the question is is the total 

allocator lower, the total MCF lower? The 

answer is yes, presumably. Okay, I've got to 

even qualify that one because the design day 

is based upon the estimate of the temperature 

sensitive load and the base load, and the 

reality of it is that it may be higher or 

lower. So, again, I can't even answer 

affirmatively in that situation. 

Q So, the design day is not all that accurate? 

A The design day is what they base the system 

on. It may not reflect in a given year 
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exactly what the peak demand is. 

is inde d an estimate, but it is 

design their system around. 

Okay? It 

uha t they 

Would you agree, factually, that if one were 

to use actual class peak demands instead of 

theoretical or calculated demand design days, 

that demand related c0st.s would be allocated 

in accord with how the system was actually 

utilized on the peak day, rather than how the 

system might be used on a design day? 

If we are defining utilization as the demand 

that is placed on it, I would agree with that 

answer. 

I'm sorry. 

If you are defining utilization as the demand 

that is placed on it on that day, I would 

agree that--1 would answer that yes. 

Would you look at Exhibj-t 2 - 3 6 ?  

Yes, ma'am. 

There special contract customers are shown. 

If we take the annual volume shown on line 

one of 1,817,276 MCF and divide it by the 365  

days in a year, we get 4,979. That appears 

on the DEM-01 and DEM-03 lines; correct? 
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Yes, ma'am. 

The same for off- 

customers-- 

Yes, ma'am. 

rstem transportation 

--appears, 1,404,111 MCF divided by 365 

equals the 3,847 that is shown? 

Yes, ma'am. 

And on Exhibit 3 for conunercial/industrial 

transportation customers, if we take that 

1,391,510 MCF annual vol.ume, divide it by 365 

days, we get what you would call that peak 

design day demand of 3,812; is that correct? 

I'm lost there, would you take me through 

that again. 

On Exhibit 3. 

On Exhibit 3, okay. 

Reference to commercial/industrial 

transportation customers-- 

Yes. 

--whose annual volume is 1,391,510 MCF and if it 

is divided by 365 days, their peak design day 

demand becomes 3,812; is that correct? 

Yes. 

Am I factually correct that for each of the three 
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classes just examined your peak design day demand 

has been calculated to equal what that dem nd 

would be were these customers to take their annual 

demands for gas equally on each and every day of 

the year? 

A That's the methodology that is used here, 

correct. 

Q Am I correct that this calculation technique 

is known as the 100% load factor method? 

A I've never heard this particular calculation 

being referred to as that. It does result-- 

the methodology that is used does result, I 

do believe, in 100% load factor for these 

particular customers. And the reason for 

that is in each case, for each class, we are 

treating it consistently. We are taking base 

load and we are treating them all the same, 

therefore, for each class there is a 100% 

load factor assumption with respect to the 

base load. Okay. The variation that is 

produced or the increment that is added is 

temperature sensitive load. Okay. That 

creates the differences. And the base load 

for these particular classes, since they are 
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temperature sensitive, produces a 100% 

factor. But it does as well for the 

other classes if you look at it a little 

harder. 

So, you are assuming that these are 100% base 

load? 

This methodology produces that result. 

Then no smaller demand could be ascribed to these 

customers that would be consistent with being able 

to take their annual demand? 

Pardon me? 

Then no smaller demand could be ascribed to 

these customers that would be consistent with 

their being able to take their annual demand? 

Smaller than what? 

In other words, they must take at l oo%?  
Yeah, I've done cost of service studies worth 

less than l o o % ,  or more than 100% load 
factor. So I can't agree with that. Take, 

for example, if you--thi.s is--I'm getting 

into the electric cost of service study but 

the principle could apply. A lot of times 

you can have a coincidence factor that is 

such that they peak off-peak, for example. 
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Or if they are not right on the peak, 

therefore, they coild have a higher than 100% 

load factor. That happens in the real world 

all the time. 

Well, if they take at 100% load factor basis, 

their peak demands would be greater than you 

have calculated, is that. correct, if they 

don't actually take at 1.00% peak factor? 

The question again? 

If they don't actually t-ake a 100% load 

factor, their peak demands would be greater 

than you have calculated, is that right? 

Yes, or if they had a higher than 100% load 

factor, it would be lower. 

Would you look at Mr. Walker's testimony, 

page 11, lines one through three? 

Mr. Walker's testimony? 

Yes. 

This is in the prefiled testimony in this 

case? 

His prefiled testimony in Case--in the 

general rate case. 

Give me a second. Which page please? Okay, 

I'm there, I believe I'm there. 
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Are you there? 

I believe so. 

You have utilized the assumption that the 

commercial/industrial interruptible 

transportation customers are--were described 

or calculated 3,812 MCF of peak demand in 

your study and that demand is based on 100% 

load factor. Would you please read into the 

record what Mr. Walker has said about the 

load factor of large commercial/industrial 

class customers? 

Which page, which line please? 

That is page 11. 

Line? 

Lines one through three? 

One through three, "The residential and small 

commercial customer classes have temperature 

normalized load factors at 23.0 and 24.2  

percent respectively as compared to 31.9 

percent for the large commercial/industrial 

class. However, while the customers within 

the residential and small commercial classes 

are relatively homogeneous, the large 

commercial/industrial class is extremely 
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diverse with respect to customer size load 

factor. 

So, the large customer industrial class was 

at 31.9%? 

That's what Mr. Walker says. 

Is there any diversity in demand on any of 

Delta's service lines that run from its main 

to the customers premises? 

I would say there are probably always is 

diversity on the lines. It depends-- 

Now, I'm talking about service lines? 

Oh, to the customer's premises? 

Uh - huh. 

Okay. 

the street, for example, to the house, there 

would not be diversity there. 

So, since no two customers can share a 

service line, each customer needs one; is 

that a fairly obvious statement? And the 

service line has to be sized to meet that 

customer's gas usage requirements on the day 

of the customer's greatest gas demand; is 

that right ? 

Yes. 

Service line from the connection at 
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Is there any diversity j.n demand on any of 

Delta's main system? 

I would say there is. 

Is it a fair statement that your services have to 

be sized to meet each customer's peak demand but 

your main system has to be built to meet the 

maximum coincidental, either coincident peak 

system demand or coincident peak area demand? 

It--okay, I would agree with the first premise 

that the service line has to be sized for the 

customer's maximum demand. Now, would you repeat 

the second premise for me, please? 

The second premise begins with the main system has 

to be built to meet the maximum coincidental 

either coincident peak system demand or coincident 

peak area demand? 

I--no, I can't agree wit.h that exactly. In 

reality the main has to be sized to meet the 

maximum load served by that main. 

You have used the zero intercept method to 

calculate what you believe is the customer 

component of the distribution mains; is that 

right? 

Yes, I have. 

- 279 - 



2 
m z 

$ 

N 

0 0 W 

'9 

6 
U. 

rd 

w a 

H 

a 

2 

I! 

v) 

U w 
c a 

a w 

U w 
v) 

4 

: 
6 
0 

2 
U 

9 

1 

2 

3 

4 

5 

6 

7 

8 

9 

.o  

1 

2 

3 

4 

.5 

.6 

.7 

.8 

.9 

!O 

!I 

!2 

! 3  

!4 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

Conceptually, this is the cost associated 

with installing zero inch pipe; is that 

right? 

Yes. 

Zero inch pipe is, of course, a hypothetical 

and there could never be a pipe cost for zero 

inch pipe because it doesn't exist, is that 

right? 

Yes. 

Your estimating technique of determining the 

cost of zero inch pipe actually estimates the 

installed pipe, is that right? 

The installed pipe, yes. 

The installed cost? 

Yes. 

And embedded in your est.imation of the cost 

of the distribution syst.em of all zero inch 

pipe, you have included the cost of that pipe 

itself and, again, as i t :  is a hypothetical, 

it simply doesn't exist; is that right? 

The zero inch pipe obviously doesn't exist. 

So, embedded in your estimation of the cost 

of the distribution system of all zero inch 

pipe, you have included the cost of the pipe 
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itself at zero inches; i.s that correct? 

Yes. 

On Exhibit 4-3 you have calculated that it 

takes Delta $3.14 to install one foot of zero 

inch pipe; is that right? 

Exhibit--I'm sorry? 

4-3? 

4-3, what was the figure that you quoted again? 

$3.14? 

Yes, that is correct. 

Are you aware that Western Kentucky Gas 

Company has a simultaneous case pending on 

97-070 before this Commi.ssion? 

Yes. 

Are you aware that in their filing 

requirements FRlO(9) (v) the estimated cost of 

installing zero inch pipe is 89 cents per 

foot? 

It could very well be. 

MR. WATT: 

I object, that's irrelevant. 

Can you explain the enormous disparity in the 

cost? 

Oh, yes, I could--of course, there are lots 
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of factors that could explain that. I can't 

tell you exactly what they are but I could 

probably guess what they might be. The--this 

is driven--I've done a lot of these zero to 

intercept analysis, I've done them for 

electric utilities, I've done them for gas 

utilities, you get different results. It 

depends largely on things such as the age of 

the system. For example, if you have a newer 

system then rather than an older system you 

will get a different result here. Okay, 

another factor is that Delta is a rural 

utility, okay. That wil-l--that could very 

well change it, they are a smaller utility, 

that could change it. Hut probably the 

factor that would drive it more than anything 

else is the relatively newness of the system. 

I haven't analyzed Western to see what their 

vintage of their average pipe is in the 

ground, but I would suspect that they 

probably have, based on that number you gave 

me, they probably have an older system. 

Q All right, thank you. Does Delta have a 

hook-up policy? 
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Pardon me? 

Does Delta h ve h k-up polic! ? 

Line extension policy, you mean, a main 

extension policy? 

Uh - huh. 

Yes, I believe it does. 

Does that policy preclude them from hooking 

up potential customers who really have no 

intention of using gas? 

It is my understanding of the policy that a 

customer must use some form of gas to receive 

service. And it could be a small service and 

they view it as an obligation to provide 

service to a customer that comes on the 

system. And it could be a small customer, it 

could be a large customer, and it could be a 

small residential customer, it could be a 

large residential customer. 

Do you know if they ever hook up someone who 

merely wanted a gas cooking stove? 

I believe they would. 

Or perhaps a blind for hunting birds where it 

would be used very, very infrequently? 

I think you probably should direct that question 
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to one of the company wi.tnesses, but it is my 

unders anding that they view their obligation t 

serve as an obligation to provide service to 

customers. 

Q Would you refer again to the Bonbright book? 

A 1'11 need it back. 

Q Have we placed it at risk again by passing it 

around the table? Pages 348  through 3 4 9 .  

A I'm there. 

Q The last paragraph starting on page 3 4 8 ,  

would you read that into the record? 

A "But if the hypothetical. cost of a minimum- 

sized distribution system is properly 

excluded from the demand-related costs for 

the reason just given, while it is also 

denied a place among the customer costs for 

the reason stated previously, to which cost 

function does it then belong? The only 

defensible answer, in my opinion, is that it 

belongs to none of them. Instead, it should 

be recognized as a strictly unallocable 

portion of total costs. And this is the 

disposition that it would probably receive in 

an estimate of long-run marginal costs. But 
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22 

23 

24 

the fully distributed cost analyst dare not 

avail himselfIl--boy this is well written--" 

"but the fully distribut-ed cost analyst dare 

not avail himself of thi.s solution, since he 

is the prisoner of his own assumption that 

'the sum of the parts equals the whole.' 

He is therefore under the impelling pressure 

to 'fudge' his cost apportionments by using 

the category of customer costs as a dumping 

ground for costs that he cannot plausibly 

impute to any of his other cost categories.Il 

Q Mr. Seelye, in your cost of service study 

have approximately 58% of the cost of 

distribution mains being dumped into the 

customer component of the service? 

A Well, he speaks of a methodology that wasn't 

used here. He speaks of a minimum system 

approach, we did not use a minimum system 

approach. I was perfectly aware of 

Bonbright's exception to the minimum system 

approach. If I remember correctly, he 

doesn't speak of zero intercept approach in 

this study. It was probably not used 

frequently at that time. Let me look in the 
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index here, I can probably--1 see no 

reference to zero intercept. 

For both the minimum--zero intercept and the 

minimum system attempt to measure customer 

costs; is that correct? 

Yes. I'd like to elaborate on it a little 

bit. It is hard to say what Dr. Bonbright 

would--his comments would be on the zero 

intercept and, unfortuna.tely, we can't ask 

him now. 

Just a second I need to switch off folks here. I 

always reach a stage in a hearing where paper has 

become a critical mass, and you are the lucky 

witness where this happened. Let's address year- 

end adjustment expenses for a moment. 

Yes, ma'am. 

On page 32 of your rebuttal testimony you 

state that if Delta's customer base were to 

double, the company would have to hire new 

employees; is that right? 

Yes. 

Would you accept, subject to check, the 

company currently has about 37,000 customers? 

Yes. 
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Were they to double you would be making the 

rath r obvious assumption that it would be 

moving up to approximately 74,000 customers 

and the company would have to add employees; 

is that right? 

Yes. 

Based on that kind of example, you conclude 

that there is correlation between the number 

of customers and the number of employees; am 

I correct? 

Yes, that was just to illustrate the point. 

How long do you think it would take for a 

doubling to occur on Delta's system? 

At the current rate, probably, 1 2  years, somewhere 

in that ball park. I could probably calculate it. 

So, you are talking about a post test year 

adjustment based on something perhaps 1 2  

years down the road? 

To double? 

With that assumption? 

To tell you the truth I don't think that the 

--there was any assumption here to double 

anything. This is--this point was merely to 

illustrate the point that if Delta doubled in 
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size they would have to increase the number 

of customers. With customer growth-- 

MR. WATT: 

Employees. 

Yes, let me restate that:. If they were to double 

in size, they would have to increase the number of 

employees that are necessary to provide service. 

The--there is some increment all along the line. 

Okay. At any time when you add customers there is 

associated, just drawing a line and calculating 

marginally, like running a regression analysis 

against it, you would increase employees. 

Would you accept, subject to check, that the 

proposed year-end customer adjustment amounts 

to the recognition of 1,059 additional 

customers over the actual test year average 

level of customers of 37,066 customers? 

Run that by me again. 

Would you accept, subjec:t to check, that the 

proposed year-end customer adjustment amounts 

to the recognition of 1,059 additional 

customers over the actual test year average 

level of customers of 37,066 customers? 

I would accept it, subject to check, yes. 
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Q Would you accept that this represents 

expressed in percentage of approximat 

A 1'11 accept that, subject to check. 

MS. BLACKFORD: 

an increase 

ly 2.86%? 

Can you tell me what number we are on 

for exhibits, six or seven? 

MR. WATT: 

You marked six, but then you didn't move 

its admission, so I don't know how you 

want to deal with that. 

MS. BLACKFORD: 

All right, what we will do is-- 

MR. WATT: 

Let's call it seven. 

Q In the company's response to AG Number 67 in the 

ARP proceeding which is attached to this, you show 

the number of customers for Delta for the period 

between 1991 and 1998; i.s that correct? 

A Yes, that is what that says. 

Q This shows that the cust.omers have grown from 

30,269 in 1991 to 36,896 in 1998; is that 

correct ? 

A Yes, ma'am. 

Q This represents a growth of approximately 
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6 , 627 

growt 

customers representing a customer 

of 22%, would you accept that, sL-ject 

to check? 

Yes, ma'am. 

Now, the response to AG 42 in the ARP case, 

also attached, shows the number of employees, 

employed at Delta for the last ten years. 

Yes, ma'am. 

Would you accept that the company's employees 

did not change during that ten years? 

Yes, that is consistent with Mr. Jennings' 

testimony that he had taken efforts to get 

the lean and mean, therefore, he has taken 

measures to keep his costs, employees cost 

down. So, that is consi.stent with what he 

said. 

So, that this 22% increase in customers 

actually resulted in an employee level that 

went down? 

From the beginning to the end it stayed the 

same. It went down and it went back up, 

therefore, I would take this to mean that 

when he was getting lean and mean, it went 

down to 1 6 8  and now that he is growing it is 
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going back up. 

Your testimony tha, the number of employees 

will grow as a result of an increase in the 

customers, if there is only a 2.86% increase, 

is contrary to the actual employee customer 

ratio shown on this schedule, isn't it? 

Say that again, I'm sorry, you lost me. 

Your testimony that the number of employees 

will grow as a result of an increase in the 

customers of only 2.86% is contrary to the 

actual employee customer ratio shown on this 

schedule? 

I believe in the future you could anticipate 

employee growth as a result of customer 

growth because they have tried to reduce the 

number of employees that they have. And you 

cannot draw any conclusi.ons whatsoever from 

this because it was in a period of "right 

sizing,lI therefore, I don't think it 

illustrates anything. 

Would you accept, subject to check, that the 

proposed revenue annualization in this case 

represents only .58% of the company's total 

pro forma consumption and revenues? 
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I'm sorry, could you repeat the question? 

Yes. Would you accept, subject to check, 

that the proposed revenue annualization in 

this case represents only .58% of the 

company's pro forma consumption and revenues? 

1'11 accept that, subjec:t to check. Could you 

repeat the percentage again, please, because it 

is--point zero-- 

.58%. 

That sounds high, could you demonstrate how that 

is calculated? 

I'm not a witness. 

Oh, okay. 1'11 back up, I can't accept that 

subject to check then. 

On page--1 want to go to your rebuttal 

testimony if we are not already there, on 

page 48. 

Yes, ma'am. 

CHAIRMAN HELTON: 

Do you want to move this in? 

MS. BLACKFORD: 

Oh, I do want to move that in, that's 

seven. 
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CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 7)  

On page 48 of your rebuttal testimony you implied 

that the budgeted information to be included for 

purposes of establishing the AAC will include 

proper information because, as you state on lines 

seven through eight, the budgeted information used 

to calculate the AAC would be reviewed by the 

Commission; is that right? 

Yes, ma'am. 

Let me hand you the PSC, your response to the--or 

the company's response to the PSC follow up 

request number six to the ARP. I'd like to have 

that marked for identification purposes as number 

eight, Attorney General Cross Exhibit Number 8. 

Yes, ma'am. 

Am I correct that the last phrase of the 

sentence, the first responsive paragraph is, 

"We do not envision extensive review of the 

AAC filing?" 

Yes, this is a one year review, that's 

correct. This is not the three year review 
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that we referred to--were referring to 

earlier. 

Q And in the first bullet point you again note 

that the filing of the AAC the Commission 

would be allowed approximately 30 days 

between the filing and t.he implementation for 

review and any questions would be handled 

informally by phone conversations or by 

informal technical conferences; is that 

correct? 

A Yes, that is correct, arid that is consistent 

with a lot of other mechanisms that are filed 

with the Commission, inc:luding the gas supply 

cost recovery mechanism, the environmental 

cost recovery mechanisms, the DSM mechanisms, 

the performance based rate making mechanisms, 

therefore, it is a very consistent 

methodology for evaluati.ng costs like this. 

Q This refers to, essentially, total system 

cost not otherwise covered by special formats 

and each of those that you have referred to 

is a special format; is that correct? 

A Yes. In many cases the cost may be higher 

than what we are dealing with here, though. 
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I want to talk a moment about bad debt 

expense. At pages 37 and 38 of your rebuttal 

testimony you criticize Mr. Henkes' 

uncollectible expense adjustment as being a 

post test year adjustment? 

Yes, ma'am. 

An adjustment that goes beyond the end of the 

1998 test year; is that right? 

Yes, ma'am. 

First, Mr. Henkes has made his uncollectible 

expense normalization adjustment based on actual 

historic uncollectible expenses experience from 

1993 through 1998. These are all years prior to 

or during the 1998 test year; is that not so? 

That's correct, but his logic for doing so 

was to look beyond the end of the test year, 

not to look at that period. If you look at 

that period there was--if you look at the 

five year period there was as growth, 

therefore, that would suggest an even higher 

debt level of expenses than what was utilized 

in the test period of the rate case. 

Therefore, in order to support his five year 

averaging he said that he would anticipate 
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bad debt expenses going down, in his opinion. 

And he justifies--that's the logic he uses to 

use a five year average looking at past 

costs. 

But he does not rely on projected data for 

1999 or 2000 to determine the expense 

norma 1 i z a t ion adj us tment ? 

No. If he used projected data you would have 

a higher debt--bad debt expense, not a lower 

one. 

Are you generally familiar with the rebuttal 

testimony of Mr. Brown? 

Yes, I am. 

In fact, you were present in the room when he 

was testifying concerning that rebuttal 

testimony? 

Yes, ma'am. 

Are you aware that in his rebuttal testimony 

at pages four through five he has proposed an 

adjustment of--to adjust medical expenses 

based on actual and projected medical expense 

data? 

No, I don't think he has proposed to adjust-- 

he put that exhibit together, put that 
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analysis together to illustrate that there 

are a lot of other costs that have gone up. 

He--1 don't think that Mr. Brown is proposing 

to use that adjustment i.n the case, only 

except if Mr. Henkesl isolated the look at 

certain costs. 

But in making his exhibits he did, in fact, 

look at the expenses that extended beyond the 

historic and went into t.he future; is that 

correct? 

But not for the test year adjustments in the 

case, that is just an analysis he performed 

in--to rebut Mr. Henkes. 

Are you aware that in 1998  the companyls 

uncollectible expenses have reached a very 

high level of $346,000 representing almost 1% 

of the company's revenues? 

I haven't performed that. calculation, but 

1'11 accept that. 

Subj ect to check? 

Subject to check. 

MR. WATT: 

I object, subject to check, to the 

characterization of very high level. 

- 297 - 

We 



0 

0 

rn I !  a 

2 
u1 a 

0 
2 

1 

2 

3 

4 

5 

6 

7 

a 
9 

0 

1 

2 

3 

4 

5 

6 

7 

a 

9 

0 

1 

2 

3 

4 

A 

Q 

A 

Q 

A 

Q 

A 

Q 

A 

can accept subject to check that 

number - - 

The number is what I was accepting, subject 

to check. 

Let me rephrase that. Would you accept, 

subject to check, that it has reached 

$346,000 and that that represents 

approximately 1% of the company's revenues? 

1'11 accept that, subject to check. 

Would you accept, subject to check, that this is 

the highest level ever reached in the company? 

I haven't looked at that., so I canlt--I have 

no basis to even accept it subject to check. 

On page 38 of your rebuttal testimony you 

state that there has been an upward trend in 

uncollectibles and you suggest that there is 

nothing to indicate that this trend will 

change? 

Yes. 

Are you aware that the company has, in fact, 

implemented a policy for apparently working 

harder to collect the uncollectible? 

Policy is probably--listening to Mr. Brown's 

discussion earlier today, a policy is 
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probably not the correct- way to describe 

that. It is an enhanced effort to be 

diligent in getting bad debt expenses down. 

Q Let me pass out what will be marked for 

identification as number eight-- 

CHAIRMAN HELTON: 

No, you need t-o move eight into the 

record. 

MS. BLACKFORD: 

Oh, I do need to move eight, I will do 

so. 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Att-orney General Cross 

Examination Exhibit No. 8) 

Q Have you reviewed the question and the 

response? 

A Yes. 

Q And the question asked, essentially, for an 

explanation of why collected revenues 

averaged nearly what, 40% higher--my math is 

not that good--in the fj-rst seven months of 

1999 over what was occurring in 1998, and the 

response was that the company made a 
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conscious effort to aggressively enforce the 

company's collection pol-icies. 

Yes, ma'am. 

And it actually reduced bad debt expense for the 

year and increased collection revenue? 

Uh-huh. 

This then is a reversal of the trend. 

There may be several reversals that you 

haven't looked at though. You look at one 

particular item here and say that there is a 

reversal, but there could be other costs that 

have gone up beyond the end of the test year. 

But in saying that there was nothing, you are 

ignoring that crucial fact; is that correct? That 

at least known fact that there is an aggressive 

policy now to reduce uncollectible? 

That's what this says. 

Let's talk a moment about prior rate case 

expenses. 

Yes, ma'am. 

Is it your position that. if the company was 

allowed to amortize its rate case expenses 

over three years, but the rates effective 

period of the case in which this allowance 
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was made is only two years, then the company 

has under recovered its rate case expense? 

Would you like me to say that again, I kind 

of stumbled in the middle which may have 

caused a loss of thought? 

A Sure. 

Q Is it your position that. if the company was 

allowed to amortize its rate case expenses over 

three years with the rates effective period in 

which this allowance was made is only two years, 

then the company has unrecovered its rate case 

expens e s ? 

A Well, that depends on how it is treated in 

the subsequent case. If it were subsequently 

disallowed, as proposed by Mr. Henkes, then 

they would not be allowed to recover the rate 

case expenses. 

Q Let's assume the converse, that the company was 

allowed to amortize its rate case expense over 

three years but the effective period for the rate 

is five years, under that same logic, has the 

company over recovered rate case expenses? 

A Well, I think you are misconstruing the 

purpose of rate making. The purpose of rate 
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making is 

costs tha 

to base rates perspectively on 

are represen,ed in the test year. 

Okay. The--therefore, I: can't agree with it. 

The methodology that the Commission uses to 

handle extraordinary items such as this, and 

there are several and I've seen them in 

several cases where there may be an 

extraordinary expense set up as an 

amortization, and that amortization is set up 

in the rate base. The utility set that-- 

typically, will set those costs up as an 

amortized expense and amortize it on their 

books, therefore, it will be in subsequent 

rate cases if that is wh.en it happens to 

occur. That is the methodology that has been 

used by the Commission that is consistent 

with a lot of other adjustments that are 

made. 

Q So, you don't agree that the company should 

defer these rate over-recoveries and in its 

next rate case credit th.e ratepayers with 

these deferred rate case expense over- 

recoveries? 

A I don't think anybody has made that 
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recommendation. That was--what you just 

described was not Mr. Henkes' recommendation. 

You are aware that the ARP is intended to 

interreact with the rate case as filed; is 

that correct? 

It--what we--the rate case would establish 

base rates and the Alt Reg Plan would 

implement--would be implemented off of that 

if that is what you are saying? 

And the rates would include O&M expenses awarded 

in this case; is that correct? 

I could accept that. 

The rates to which ultimately the ARP 

multiplier would apply? 

Let me reword it and see if this is 

acceptable. The rates will reflect he 

operation or maintenance expenses that are 

accepted for test year levels. 

And those operation and maintenance expenses 

that are acceptable continue to be the basis 

upon which rates are adjusted under the ARP; 

is that right? 

Yes. 

Now, the duration of the experimental plan is 
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three years; is that right? 

Yes, ma'am. 

And so, that would include two years past what 

would be the end recovery of the last year of the 

97-066 rate recovery; is that right? 

I don't think so, I think it will match 

exactly, won't it? Hasn't it been two years 

since the last rate case and that was a five 

year amortization, we are two years into 

that, therefore, two plus three is five. 

You're right; you're right. Should it 

continue past that three years it would then 

go beyond, right? 

Yes. 

Please refer to page seven of your direct 

testimony. 

Which direct testimony? 

Your direct testimony in the general rate case, 

176? 

Page five? 

Seven. 

Seven, I'm sorry. Yes, ma'am. 

There you discuss performance based cost 

controls represented by the indexed O&M 
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expens e s ? 

No, on this page I discuss ,he cost 

allocation used. This--, 

I'm sorry, I'm referring you to the wrong 

testimony, it is the ARE' direct, I guess. 

That would be the testimony in 97-046. 

I hate to do this, but which page did you 

refer to? 

CHAIRMAN HELTON: 

Seven. 

Seven, okay, I'm there, I believe I'm there. 

I think we are all there. It does, in fact, 

talk about performance based controls; is 

that correct? 

Yes, it does. 

There you discuss the controls represented by 

the indexed O&M expenses; is that right? 

Yes, ma'am. 

On lines 18 through 21 you state that the indexed 

O&M expense to which actual O&M expenses will be 

compared under the proposed ARP consists of the 

annual O&M expense per customer, as approved in 

the last base rate case, increased for changes in 

the CPI-U for each year since the last case: is 
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A 

that right? 

That's not wha, I see on page seven, ine 

What you read sounds correct, but I don't see that 

on page seven. 

The first controls of performance based rate 

making measure-- 

Okay, I'm there. 

--that would compare Delta's non-gas supply 

O&M- - 

Yes. 

--expenses per customer-- 

Okay. 

--to the non-gas O&M expenses on a per customer 

basis approved in Delta's last rate case, after 

adjusting for changes in the consumer price index 

for urban consumers, the CPI-U since that rate 

case? 

Yes, ma'am. 

Can you please refer to the first page of the 

Company's--now, would you please turn to the 

proposed tariff schedule for the experimental 

ARP under the topic Performance Based Cost 

Controls ? 

I assume you mean sheet number 33? 
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Q Yes. 

A Okay, I'm there. 

Q There the indexed O&M expenses are defined as 

the non-gas O&M expenses approved by the 

Commission in the company's most recent 

adjustment of general rates after adjusting 

for changes in the CPI-Cr; is that right? 

A Yes, ma'am. 

Would you please refer to the first page of 

the Companyis ARP filing, the letter filing, 

of February 5, 1999, and under that filing-- 

let me read you the first paragraph under the 

heading Background and Furpose of this 

Filing. "Delta Natural Gas, Inc., Delta, is 

proposing an Alternative Rate Regulation Plan 

on an experimental basis for a period of 

three years. At the end of the three years 

experimental period the program will be 

evaluated in order to determine whether the 

Alternative Regulation Plan should continue 

beyond the initial period." This is again 

repeated on page 21 of the same filing under 

the heading Proposed Implementation Schedule. 

There it says, if you would like to turn and 
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follow, considering I'm getting tongue tied 

and may be misquoting something. "Delta 

proposes that the alternative rate making 

mechanism would go into effect with final 

meter readings on and after July 1, 1999, and 

continue for an experimental period of three 

years. 

A Yes, ma'am. 

Q "At the end of the three year experimental 

period the program will be evaluated in order 

to determine whether the alternative 

ratemaking mechanism should continue beyond 

the initial period,tt is that right? 

A Yes, ma'am. 

Q When the proposed plan states that after 

three years the program will be evaluated to 

determine if the ARP should continue this 

doesn't say that there will be any general 

rate case associated with the evaluation; is 

that right? 

A It does not say that here 

Q If the ARP were to be implemented by the 

Public Service Commission at this time the 

statement may also mean, if one 
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hypothetically assumes the evaluation is 

positive, that the ARP program would continue 

another three years without a general base 

rate case; is that correct? 

A No. We have subsequent]-y addressed this issue in 

data responses or responses to data requests and 

that is not what it says--intended at all now. 

This particular filing did not address that issue. 

The Commission has asked certain questions to get 

at that point and in response to those questions-- 

ultimately, it would be up to the Commission to 

determine if base rates would be set or not. But 

it was assumed that there would be a 

redetermination of base rates after the end of the 

three years in subsequent data responses. 

Q So, this is an assumption based on a 

modification of the filing as made? 

A I wouldn't call it modification of the filing 

because that issue is addressed in the 

filing. It is responses to interrogatories 

that flushed out certain issues, just like we 

are flushing out certain issues in this 

proceeding today. 

Q I understand, but tariffs don't contain, for 
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instance, a three year sunset provision, it 

would require such a rate? 

A Yes, it wouldn't have to be changed if the 

Commission decided not t-o. So, I don't think 

it is appropriate necessarily to put it in 

the tariff. 

Q Would you accept, subject to check, that 

neither the filing, the tariffs, nor the data 

responses indicate that there will be a 

general rate filing at the close of three 

years 

A That there will absolutely be one? 

Q Uh-huh. 

A Just a second, let me look. Here is what it 

says in one of the data requests, the 

responses to one of the data requests. And 

this is Delta's response to the PSC's Order 

of June 4, 1999. It says, "The scope of the 

three year review will largely depend on the 

Commission and the intervenors. It is 

anticipated that the scope of review will 

encompass the following: Developing an 

application of the AAC, AAF, BAF; impact of 

the mechanism on individual customer classes; 
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rate of return range utilized in the 

mechanism1I--which implies base rate 

adjustment--llnon-gas supply costs recoverable 

through the rate mechanism base rate 

adjustment; analysis of performance based 

controls; analysis of utilities non-gas 

supply cost; analysis of cost of service and 

rate design. 

While you identify certain elements, nowhere 

in there does it say tha.t there will be a 

base rate adjustment does it, or a base rate 

case? 

It doesn't use those terms but it is 

certainly implied. 

On your rebuttal testimony at pages 45 

through 46, if you would. like to turn there 

before we move ahead. 

Yes, ma'am. 

On page 45, starting at line 17, you state that 

the analysis contained in the testimonies of Mr. 

Henkes and Catlin is that their analysis 

considered an indexed O&M period expense of five 

years; is that correct? 

Yes, ma'am. 
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Q And on page 46, lines four through six, you 

stated, quoting, and I quobe, "However, under 

Delta's proposed Alt Reg Plan the O&M expenses 

reflected in base rates would be reestablished 

every three years." Is that correct? 

A Yes, ma'am. 

Q All right, thank you. On the one hand your 

testimony in the proposed ARP tariff sheet 

clearly state that the indexed O&M expenses 

will use the annual O&M expenses approved by 

the PSC in the last general rate proceeding 

as a starting point and then be increased by 

the change in the CPI-U for each year after 

this general base case. The filing also 

states that after three years the program 

will be evaluated to see if it continues or 

not and there is no mention whatsoever that 

the evaluation process will take place as a 

part of a general base case. Yet you accuse 

the AG witnesses of fatal flaws because the 

company--it now is the company's position 

that O&M expenses might be examined in a 

three year proceeding; is that correct? 

A Yes, that is correct and I still believe it 
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is correct. 

In doing your zero intercept calculations you 

used a weighted regression to estimate the 

zero intercept; is that right? 

Yes, ma'am. 

Have you ever reviewed Dr. Estomin's 

testimony in this proceeding? 

Yes, ma'am. 

In your rebuttal testimony you spend about 18 

pages addressing the issue of the appropriate 

weights to use in the weighted regression. 

Yes, ma'am. 

Are you aware that Dr. Estomin is not 

recommending reliance on a weighted 

regression? 

Yes, ma'am, I even refer to that. 

Dr. Estomin, however, recommends the use of an 

unweighted regression if a zero intercept approach 

is to be relied upon; is that your understanding? 

MR. WATT: 

Objection, calls for speculation as to 

what Mr. Estomin wants to do. 

CHAIRMAN HELTON: 

Rephrase the question, please. 
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A 

Were we to assume that Dr. Estomin is 

recommending the use of an unweighted 

regression, if a zero intercept approach is 

to be relied upon--I'm sorry, my brain quit 

on me. Let's assume that Dr. Estomin is 

recommending the use of an unweighted 

regression if a zero intercept approach is to 

be relied upon. Do you recall the example 

that Dr. Estomin presented using Delta's data 

and the data of a hypothetical company with 

an identical system except for the quantity 

of two inch steel pipe? 

Yes, I believe. 

Based on your review of that example, would 

you agree that the weighted regression 

results are highly sensitive to the number of 

feet in each category? 

I'm sorry, could you rephrase the question? 

Would you agree that the weighted regression 

results are highly sensitive to the number of 

feet in each category? 

A weighted regression approach will be 

sensitive to the number of feet in each 

category, that is correct. 
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Is there any intuitive reason, aside from the 

arithmetic of the regression logarithm, why 

the cost of a zero capac:ity system should be 

over 14% different based solely on a change 

in the number of feet of two inch steel main 

such as that shown in Dr. Estominls 

hypothetical? 

Yes, because you should give appropriate 

weight to the amount of feet in each 

category. 

Please describe the data that underlie the 

zero intercept analysis that you performed-- 

analysis that you performed? 

Okay. The data consists of average unit cost 

data for each type of pj.pe on Delta's system. 

And what that represents is the total cost 

for each type and size of pipe divided by the 

number of units for each size and pipe, the 

respective number of unj-ts, and that provides 

the average unit cost. And in that situation 

it is appropriate to use weighted regression. 

If you actually use--if you actually had the 

actual cost data for each span or each foot 

of pipe that is installed on the system, it 
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wouldn't be necessary, but since you 

dealing with average data it is nece to 

weight it. That is standard information or 

standard approaches that are used in the 

statistics, the statistics literature. 

Q Over what period of time. did these data span? 

A A number of years, I can't say exactly how 

many years, but for quite a number of years. 

Q Are there any adjustments made to the cost 

data to reflect the differences in vintage? 

A No. 

CHAIRMAN HELTON: 

Could we take a break, please, I think 

we need to take a break. 

MS. BLACKFORD: 

Surely. 

CHAIRMAN HELTON: 

We'll take a short break. 

(OFF THE RECORD) 

CHAIRMAN HELTON: 

Back on the record, Ms. Blackford. 

MS. BLACKFORD: 

Yes. I need t.o move in Exhibit Number 9 
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CHAIRMAN HELTON: 

So ordered. 

(EXHIBIT SO MARKED: Attorney General Cross 

Examination Exhibit No. 9) 

Q And, Mr. Seelye, may I get you to turn to 

page 24, lines two through seven, of your 

rebuttal testimony? 

A Yes, ma'am. 

Q Why did you include the quoted material from 

the Gas Distribution Rate Design Manual at 

that point in that testimony? 

A Okay. The reason I put this in here it 

says--because of the sentence that says, "The 

distribution plant investment in mains may be 

classified as both demand and customer 

related." Okay, that sentence in particular 

I felt was important because of the cost of 

service studies submitted by Mr. Galligan 

didn't classify cost as demand and customer, 

classified them as demand and commodity. And 

the point I was making here is that the 

manual suggests demand and customer. 

Q That it suggests demand and customer, may I-- 

that is, in fact, the 1989  NARUC Manual? 
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Yes. 

And .ha 

manual? 

r itation is from p 

Thirty-two is what it says. 

Thirty-two of the manual. 

ge 22 of the 

That's what it says in my quotation. 

All right, thank you. I'm going to mark this 

as Cross Exhibit Number 10 for purpose of 

identification. This is a copy of portions 

of the NARUC Manual which includes, I 

believe, page 32. 

It does not include page 32, mine does not. 

I believe it does, it is just two pages in 

from the back. 

Oh, okay, they are not i.n sequential? 

Not quiet sequential. 

Okay. 

Are you with me? 

Yes, ma'am. 

All right. would you flip back two pages 

prior to that to what is page 32 of that 1989 

manual, and am I correct-- 

CHAIRMAN HELTON: 

Page 30? 
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Q Page 30. 

A Yes, ma'am. 

Q And pointing out that the quote that you have made 

for purposes of saying that this is what the 

manual recommends is merely what the manual 

recommends in the context of the illustrative 

embedded cost service study that it happens to be 

laying out at that point. Not that that is the 

appropriate methodology or the favorite 

methodology, merely that. it is IIaII methodology, 

the illustration of which is being laid out in the 

manual at that point? 

A Okay. I don't believe that is correct 

because what I'm quoting here is a generic 

statement or a general statement that 

addresses what--how distribution plant 

investment may be classified. I--it is not 

in the context of the zero intercept 

methodology, that statement is not, it is a 

general statement. 

Q Let's go back then to page 30 which is where 

that general statement flows from and read 

the first paragraph. 

A Okay. 
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The first paragraph provides, "A cost of 

service study is a series of choices 

regarding potentially controversial methods 

of identifying and allocating costs incurred 

by a utility. This illustrative study 

represents one possible means of computing 

class cost of service. There are many other 

equally correct methods.l# Have I correctly 

read that? 

Yes. 

And would you turn with me, please, back 

towards the front, one more page, which take 

us to page 22 of the NARUC Manual? 

Yes, ma'am. 

And there, in fact, it is talking about 

classifications of cos,. 

Yes, ma'am. 

And it speaks of customer costs under 

subsection (a). 

Yes, ma'am. 

And the first paragraph there says, IICustomer 

costs are those operating capital costs found to 

vary directly with the number of customers served 

rather than with the amount of utility service 
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supplied. They include the expenses of metering, 

reading, billing, collecting, and accounting, as 

well as those costs associated with the capital 

investment in metering equipment and in customers' 

service connections.'I The next paragraph, I1A 

portion of the costs associated with the 

distribution system may be included as customer 

costs. However, the inclusion of such costs can 

be controversial. One argument for inclusion of 

distribution related items in the customer cost 

classification is a 'zero or minimum size main 

theory.'lI Have I read that correctly? 

A Yes, ma'am. 

Q Does that tend to indicate that the inclusion 

of distribution costs as a customer cost can, 

in fact, be controversial and that there may 

be accepted methodologies which do not 

include such an allocation? 

A Okay. I agree first that it can be 

controversial, the fact that it is being 

argued in that case--in this case illustrates 

that. The second point is that there are--it 

does say there can be different methodologies 

can be accepted for doing that, or it implies 
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that concept. I don't disagree the different 

methodologies are correct--excuse me, I do 

not disagree that different methodologies 

have been used. In my opinion, the one that 

is utilized in this case is correct and the 

Commission has accepted that methodology in 

the past, therefore, we are relying on prior 

practice, therefore, greater weight should be 

given to that methodology. 

Q That wasn't my question. My question is, 

does the NARUC Manual recognize that there 

are a variety of methodologies that are 

equally useful. And, in fact, does it not 

demonstrate that the quote that you have 

given is merely part of an illustrative study 

and not one that gives specific weight or 

favoritism to that as a means of allocation? 

A Okay. I--in my previous response I was 

agreeing with that, but I was elaborating on 

my response. 

Q I see, thank you. All right, I'd like to go 

back one sentence and note that you say that 

nowhere in the NARUC Manual does the 

allocation methodology utilized by Mr. 
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Galligan appear, the average in peak demand 

method that he h s utilized? 

A Okay. He has utilized the methodology that 

takes 50%--arbitrarily assigns 50% as demand 

and 50% as commodity. That methodology is 

not prescribed in this manual. 

Q And doesn't his methodology, in fact, put it 

all into demand and then divide demand 

between annual usage, which is average usage, 

according to the footn0t.e in his testimony, 

and peak? 

A No. His methodology classifies--you are 

confusing two different processes in the cost 

of service study. The first process is to 

functionally assign, the second process is to 

classify costs as either demand related or 

customer related. Mr. Galligan arbitrarily 

classifies 50% of the cost--of mains related 

costs as demand and 50% as commodity. He 

does not first put them in demand and then 

reclassify them, he classifies them. That is 

my understanding of Mr. Galligan's testimony. 

Q I'm sure you will take that up with Mr. 

Galligan in cross, but my point being that 
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certainly an average in peak demand method is 

recognized by the NARUC Manual; is that 

correct? 

Mr. Galligan does not use average and peak 

methods. He uses a 50/50 split, which is 

arbitrary. 

Are you familiar with Administrative Case 

Number 2 9 7 ? 

Yes. 

The investigation-- 

I attended the hearings. 

--of the impact of the federal policy on 

Kentucky customers, consumers natural gas to 

and suppliers? 

Yes, ma'am. 

Are you aware .hat page 47 of 

Order issued by the Commission in 

.he June '87 

connection with 

that hearing, the Commission indicated its concern 

about cost of service methodologies that place all 

emphasis on maximum design day as a way to 

allocate cost, stating that this method may result 

in inappropriate shift of cost to the residential 

customer class and for that reason stated that 

cost of service methodology should give 
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A 

consideration to volume of use? 

I can't remember that being in Lere but 1' 

accept that it says that. 

You'll accept it? 

Yes, if I can elaborate on it a little bit, 

we haven't done that. We've allocated a 

portion--or classified a portion on the basis 

of demand and a portion on the basis of 

customers and then there was another portion 

assigned on the basis of commodity. So-- 

winter commodity. So, we did not allocate 

all the cost on the basis of demand, we 

didn't use a methodology that the concern was 

expressed. 

The design day demand does not allocate based 

on peak usage? 

We didn't allocate all costs on that basis. 

We allocated a portion on the basis of demand 

or design day. 

The bills that were included in the demand 

segment? 

Those that were classified as demand, but all 

of them weren't--that doesn't encompass all 

the costs. 
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Q The costs that were not encompassed by that 

are the ones that are put in with customer 

service? 

A Yes, there were fixed costs that--to answer 

it a little differently. There were fixed 

costs that were allocated on the basis of 

customer related, and there were fixed costs 

that were allocated on t-he basis of design 

day--excuse me, winter season volumes. So, 

unless I'm misunderstanding what was said 

there, I don't think that they express 

concern with the methodology that we used. 

In fact, the Commission has accepted this 

methodology that is used on a number of 

occasions in at least two cases. They have 

accepted the methodology that is employed 

here. 

Q And are you aware that the Commission also in 

Admin 297 indicated that a variety of 

methodologies had been put forth, that a variety 

were considered appropriate, and that each company 

was to search for the cost of service methodology 

that was most appropriate to it? 
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MR. WATT: 

What page? 

MS. BLACKFORD: 

That would be at--again, I think it is 

page 46, 1'11 be glad to present you 

copies of this if you would like to see 

it, I think 47. 

MR. WATT: 

That's okay, 47. 

A Could I see it please? 

Q I was trying to avoid one more hand out but 

I'm not getting there. Let me mark this for 

purposes of identification as Cross 

Examination Exhibit 11. Please take your 

time to review that, if you would like. 

A I will. I reviewed the quotation that you 

read. 

Q And have I correctly quoted that there are 

significant differences among class A, LDCs, 

that merit case by case decisions on cost of 

service methodologies? 

A It says here, "There are a variety of 

techniques available for cost of service 

studies. The Commission acknowledge that 
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there is not a single acceptable method 

prepare such a study. E:ach LDC is encoi 

to choose a methodology it finds 

3 

appropriate." Now, I would have to believe 

that what the Commission meant by this is to 

follow principles of cost causation; 

otherwise, you end up in a state of gross 

relativism, anything goes. Therefore, I 

think it is important to utilize a 

methodology that is sound and that reflects 

cost causation on the system. 

MS. BLACKFORD: 

Thank you. I would move that what has 

been identified as Exhibits Number 10 

and Number 11 be moved into the record. 

CHAIRMAN HELTON: 

So ordered. 

(EXHIBITS SO MARKED: Attorney General Cross 

Examination Exhibits Numbered 10 and 11) 

MS. BLACKFORD: 

Thank you, that's all. 

CHAIRMAN HELTON: 

I've already conferred with Mr. Wuetcher. 

seems that he has what we think would be 
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considerable cross so we are going to adjourn 

until in the morning, 9:OO. 

(OFF THE RECORD) 
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CERTIFICATE 

STATE OF KENTUCKY ) 

COUNTY OF FRANKLIN) 

I, VIVIAN A. LEWIS, a Notary Public in and 

for the state and county aforesaid, do hereby certify 

that the foregoing testimony was taken by me at the 

time and place and for the purpose previously stated in 

the caption; that the witnesses were duly sworn before 

giving testimony; that said testimony was first taken 

down in shorthand by me and later transcribed, under my 

direction, and that the foregoing is, to the best of my 

ability, a true, correct and complete record of all 

testimony in the above styled cause of action. 

WITNESS my hand and seal of office at 

Frankfort, Kentucky, on this the 8th day of November, 

1999. 

I VIVIAN A .  LEWIS 
Notary Public 
Kentucky State-at-Large 

My commission expires: 7 - 2 3 - 0 1  
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NOTICE OF HEARING 

NOTICE is hereby given that the Public Service Commission of the 

Commonwealth of Kentucky has scheduled a hearing on the Application of Delta 

Natural Gas Company, Inc. for an Adjustment of its Rates and to Establish an 

Experimental Alternative Regulation Plan for 9:00 a.m., Eastern Time, October 28, 

1999, in the Commission's offices, Hearing Room 1,730 Schenkel Lane, Frankfort, 

Kentucky, for the purpose of cross-examination of witnesses and presentation of 

rebuttal testimony, if any. 



e 
DELTA NATURAL GAS COMRANX INC. 

PSC CASE NO. 99-176 
AlT'HED LEGAL NOTICE PUBLISHED IN THE FOLLOWING: 

e 

Barbourville Mountain Advocate, PO. Box #190, Barbourville, KY 40906 
Published October 14,1999 

Bath County News Outlook, PO. Box #577, Owingsville, KY 40360 
Published October 14,1999 

Berea Citizen, PO. Box #207, Berea, KY 40403 
Published October 14,1999 

Bourbon Country Citizen, PO. Box #158, Paris, W 40361 
Published October 13,1999 

Central Record, PO. Box #492, Lancaster, KY 40444 
Published October 14,1999 

Citizen Voice & Times, PO. Box #660, Irvine, KY 40336 
Published October 14,1999 

Clay City Times, PO. Box #547, Stanton, KY 40380-0547 
Published October 14,1999 

Flemingsburg Gazette, PO. Box #32, Flemingsburg, KY 41041 
s Published October 13, 1999 

Jackson County Sun, PO. Box #130, McKee, KY 40447 
Published October 14,1999 

Jessamine Journal, PO. Box #8, Nicholasville, KY 40340-0008 
Published October 14,1999 

The Ledger Independent , P 0. Box #5 1 8, Maysville, KY 4 1056 
Published October 14, 1999 

Leslie County News, PO. Box #967, Hyden, KY 41 749 
Published October 14,1999 

Lexington Herald Leader, 100 Midland Avenue, Lexington, KY 40508 
Published October 14, 1999 

Manchester Enterprise, PO. Box #449, Manchester, KY 40962 
Published October 14,1999 

Menifee County News, 722 West First Street, Morehead, KY 40351 
Published October 20,1999 

Middlesboro Daily News, PO. Box #579, Middlesboro, KY 40965 
Published October 12,1999 

Morehead News, 722 West First Street, Morehead, KY 40351 
Published October 12,1999 

Mt. Sterling Advocate, PO. Box #406, Mt. Sterling, KY 40353 
Published October 14,1999 

Richmond Register, PO. Box #99, Richmond, KY 40475 
Published October 20,1999 

Sentinel Echo, PO. Box #830, London, KY 40743 
Published October 13,1999 

Sun Courier, PO. Box #250, Pineville, KY 40977 
Published October 14,1999 

Three Forks Tradition, PO. Box #436, Beattyville, KY 4 13 1 1 
Published October 13, 'I 999 

Times Tribune, PO. Box #516, Corbin, KY 40702 
Published October 12, 1999 

Whitley Republican News Journal, PO. Box #418, Williamsburg, KY 40769 
Published October 13,1999 

The Winchesster Sun, PO. Box #4300,WinchesPler, KY 40392 
Published October 13,1999 



c 

I, of the Barbourville Mountain 

Advocate, paper of general circulation, printed and published at Barbourville, Kentucky, 

do solemnly swear that from my own personal knowledge and reference to the files of 

said publication, that a Notice of Hearing for an Adjustment of Rates and to 

Establish an Experimental Alternative Regulation Plan for Delta Natural Gas Company, 

Inc. , attached hereto, was published in the Barbourville Mountain Advocate on 

October 14,1999. 

I 

Signature 

Subscribed and sworn to before me this J/&ay of @ , 1999. 

MY Commission expires: //-/& 4 - 

. Notab Public 
’- 







ditor of the Bath County News Outlook, 

ed at Owingsville, Kentucky, do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to 

Establish an Experimental Alternative Regulation Plan for Delta Natural Gas Company, 

Inc. , attached hereto, was published in the Bath County News Outlook on 

October 14,1999. 

I 

& 
Signature 

I 

Subscribed and sworn to before me this day of ,1999. 

My Commission expires: 9 - 2 6  - 
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- 
I, LE&sA m LLlllnXs , Editor of the Berea Citizen, paper of 

general circulation, printed and published at Berea, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Berea Citizen on October 14,1999. 

L C P Y T p J J L 4  

Signature 

Subscribed and sworn to before me this&* day of & , 1999. 

MY Commission expires: 4 2qbQ3 

Notad Public 



. .  . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  , ...... ..~ , . . I , .  ~. .. .* I ...... - 9 . .  ... - . ..r. _. ... .. * 1 , .  .. =i .. . : . I  . . . . . . . . . . . . . . . . .  
f \ 

1 

t 

b 

i 

l 

e . .  . . .  
. I ,  
. I .  
. a .  . . .  . . .  . . .  * . .  . . .  
I . .  * . .  . . .  
. I .  
. I ,  . . .  . . .  . . .  . . .  . . .  . . .  . . .  
* I .  . . . .  
I . .  
I . .  . . .  . . .  . . .  * . .  . . .  
. I .  . . .  
e . .  
. . I  
I . .  . . .  . . .  . . .  , . .  * . .  . .  E i i  
0 ,  

6 E  ! 
;; i 
;zi 
$f 
& 



OCT 1 4  1999 m 
I, 6 p w  , Editor of the Bourbon County Citizen, 

paper of general circulation, printed and published at Paris, Kentucky, do solemnly swear 

that from my own personal knowledge and reference to the files of said publication, 

that a Notice of Hearing for an Adjustment of Rates and to Establish an Experimental 

Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached hereto, was 

published in the Bourbon County Citizen on October 13, 1999. 

Signature 

Subscribed and sworn tg before me this /3 dcry of &,1999. . 

My Commission expires: +.2b/j aZ.w 
v =  

Notary Public 
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1, , Editor of the Central Record, paper of 
I 

general circulatiovn, printed and published at Lancaster, Kentucky,do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Central Record on October 14,1999. 

Signature I 

Subscribed and sworn to before me this 6 day of @&& ,1999. 

MY Commission expires: d-c/ 5-06 A ' 

Notary Public 
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I, ,Editor of the Citizen Voice & Times, paper 

of general circulation, printed and published at Irvine, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. , attached hereto, was published in 

the Citizen Voice & Times on October 14,1999. 

U U 

Subscribed and sworn to before me this /@?day of o w  ,1999. 

MY Commission expires: / o 18 - Y 7 
c 

Nofary Public 
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C L i Y  CITY 1 3  
Guy Hatfield, PUBLISHER 

AFFIDAVIT OF PUBLlCATlOlN 

I hereby certify that I am the Publisher of CLAY CITY TIMES, the newspaper published in the County 
of Powell, Kentucky (hereinafter referred to as the “publication area”) which has the largest bona fide 
circulation in said publication area of any newspaper published therein. 

I further certify that there is attached hereto a true copy of the - pu \ 3\3p\sc, P-B ue rTi 6 7 

19 95. 
& o a t &  r\&d kkAP c“b-%p&k? 

which was published in said newspaper in its !egular issue for the I ‘rtc 9 day of 19 crab 

I further certify that said newspaper maintains a known office in the publication area for the purpose 
of gathering news and soliciting advertisements and other general business of newspaper publication 
and has a second-class mailing permit issued for that office. I further certify that said newspaper is 
published regularly as frequently as once a week for at least fifty weeks during the calendar year, as 
prescribed by its mailing permit, and it has been so published in the publication area for the immediately 
preceding one-year period prior to the date of publication hereinbefore referred to. 

I further certify that said newspaper is circulated generally in the publication area, maintains a defi- 
nite price or consideration not less than fifty percent of its published price and is paid for by not less than 
fifty percent of those to whom distribution is made. I further certify that said newspaper bears a title or 
name, consists of not less than four pages without a cover, is of: a type to which the general public 
resorts for passing events of a political, religious, commercial or social nature for current happenings, 
announcements, miscellaneous reading matter, advertisements and other notices and that the news 
content of said newspaper is at least twenty-five percent of the total column space in more than one- 
half of the issues during any 12-month period. 

I further certify that all of the foregoing facts were true on the date of the publication hereinbefore 
referred to. 

Dates this js-w dayof 0 0 6  -1 1 9 7 7  . 

Subscribed and sworn to before me this day of 

My commission expires 10- 49- p7. 
Notary Public, Ky. 

P.O. Box 766 Stanton, Kentucky 40380 Phone (606)663-5540 
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-@l 

, Editor of the Flemingsburg Gazette, 

lished at Flemingsburg, Kentucky, do 

solemnly swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. ,attached 

hereto,was published in the Flemingsburg Gazette on October 13,1999. 

Signatup U 

Subscribed and sworn to I before I me this Ad dayof eS lobet, 1999. 

MY Commission expires: P, I I d f  /a663 -. 

Notary Public 
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OCT 2;6 1999 L 
I, 6 6 d  fR F? P f P A ?  , Editor of the Jackson County Sun, paper 

of general circulation, printed and published at McKee, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Jackson County Sun on October 14,1999. 

Sig'nature I 

Subscribed and sworn to before me this &day of 1999. 

My Commission expires: 7 //o /Bdd - 
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I, ,Editor of the Jessamine Journal, paper of 

general circulation, printed and published at Nicholasville, Kentucky, do solemnly swear 

that from my own personal knowledge and reference to the files of said publication, 

that a Notice of Hearing for an Adjustment of Rates and to Establish an Experimental 

Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached hereto, was 

published in the Jessamine Journal on October 14,1999, 

- 
Subscribed and sworn to before me this 999. 

My Commission expires: 
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, Editor of the Ledger Independent, 

ed at Maysville, Kentucky, do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. ,attached 

hereto, was published in the Ledger I 

Subscribed and sworn to before me this 1 - ,1999. 

MY Commission expires: 2- 9 3 ,  &ea -* 

Notary Public 
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1 ,  - %& , Editor of the Leslie County News, 

paper of general circulation,printed and published at Hyden,Kentucky,do solemnly swear 

that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc., attached 

hereto,was published in the Leslie County News on October 14,1999. 

Subscribed and sworn to before me this / ( /$A day of @e, 1999. 

My Commission expires: 5- /s" L O U /  

CRi-aC- 
Notary Public 
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STATE OF KENTUCKY 

COUNTY OF FAYETTE 

Before me, a Notary Public, in and for said County and State. this 
JA dayof O G M b  .19$came  TI'^ Re$Nitip-. , 

personally known to me, who, being duly sworn, states as follows: 
Thathe/sheis AD6 Cop/ COD&IQ&P~P 
of the Lexington Herald-Leader and that said publication of date 

OCPoLeP 17, l%q Carredthe- 

oaw?Ymg of O&A, N&&J 64 LO. 
the foIlowing space. 32t IJ%s 

, (SEAL) 

Notary Public I 
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OCT 1 8 1999 

I, Y T u L  b+bM.-) , Editor of the Manchester Enterprise, 

paper of general circulation,printed and published at Manchester, Kentucky,do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached 

hereto, was published in the Manchester Enterprise on October 14,1999. 

Signature 

r4QwmwG 
Subscribed and sworn to before me this 1.4 duyof (I?O& ,1999. 

My Commission expires: (lJd9.iu~!aas;h 

Notary Public 
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833% 
,Se#kd% the Menifee County News, 

ublished at Morehead, Kentucky, do 

solemnly swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. ,attached 

hereto, was published in the Menifee County News on October H, 1999. D 

lw?zwmK 
Subscribed and sworn to before me this /? dayof ,1999. 

My Commission expires: 

U Notary Public 
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VEWS WEDNESDAY MORNING, OCTOBER 20,1.999, 

i aCars  - 140 Legal Notices 

$FiOO-Cars ,-is NOTICE OF HEARING 
From $500! NOTICE is hereby given that the Public Service Commission 

Police impounds & of the Commonwealth of Kentucky has scheduled a hearing on 
Tax Repossessions. the Application of Delta Natural Gas Company, Inc. for an Ad- 
Trucks, Boats,  justment of its Rates and to Establish an Experimental Alterna- 
RV's motorcycles, tive Regulation Plan for 9:00 a.m., Eastern Time, Ocdober 28, 
electronics, office 1999, in the Commission's offices, Hearing Room 1, 760 Schen- 
equipment, etc. For kel Lane, Frankfort, Kentucky, for the purpose of cross-exam- 
listings call 1-800- ination of witnesses and presentation of' rebuttal testimony, if 
319-3323 ~3988 .  s any. 

-\\I~I Public ktices 
$100, $500 & up.< 
Police impounds.  , Auction Notice 
Honda's, Toyota's; 
Chevys, Jeeps,  & 
sport utilities. Call house & 2 acres &trailer & lot on Myers Fork. Near Cave Run. 
now! 800-730- Lawson F&d Estate &Auctibn (606) 7638-3583. 

a 
Sat Oct 30th 10:30 9 
177 Acres in farmland & wooded hunting tracts & timber, 

7772, ext. 6336. 
' CAN 

cars $100, 
' $500&up. 

Police Impound. 
Honda's, Toyota's, 
Chevy's, Jeeps and I 

Sport .utilities. Fee 
required.  Call  
NOW! 800-772- 
7470, ext.  7832. 
CAN 

134 Trucks 
The Real 
Find Is In 1 The 

Ads! 

1999 Ford 
Explorer 

$IOO/OBO. Seized 
and selling locally. Classified 
Fee. I 1-800-409- 
7511 Ext.  9865. 
Fee. CAN 

Need Help 
Designing 

Your 
Advertisement? 

Call One Of 
Sales Reps At 

And Let Them 
Help You 
Design An 

786-41 16 

,nn . 

. .  

. .  .READ 

OWN AD!! 
.Make sure you 

read your own ad 
the first time it 

' .appears. .The , f a  News, is only 
'responsible , I  . for ~ 

. .. I , . one, ' 

' . . .  incorrect * ',' 

. . ., L .  , insertion! ! '  : . 

I. ' YOUR. .: 

1 .  , .  . 
. . . . . .  . .  

METAL ROOFING & SIDING . . . .  
/. ' 

. . . .  

DAVCO STEEL 
Danville, KY ' 

' I-800-474-4321 
You must present this ad to receive these prices. , 

Offer exdres Oct. 30.1999. N o  Dealers 

ESTATE AUCTION, 
Sat., Oct.23, 1999 7 

110:OO A.M. 
Located in Rowan County Sharkey cbmmunity. From Hwy. 

32, take Hwy. 158 to sale site. Auction signs posted. 
ANTIQUES , ,  

* Oak dresser ~ Kitchen safe Crosley radio 
wheveled mirror Oil lamps Pink Depression 
Dresser w/mimr & 0 Marbles - Carnival glass 
washstand ' Iron bed Library table 

* McCoy cookie jar 7 Granite Ware Quilts 
* Oval top table * I  - Canister set 

FURNITURE & ETC. 



b . I 

I RECEIVE 

OCT 1 5  1999 
I 

I, , Editor of the Middlesboro Daily News, 

paper of general circulation,printed and published at Middlesboro,Kentucky,do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached 

hereto, was published in the Middlesboro Daily News on October 12,1999. 

Signaere 

lwmYPwc 

Subscribed and sworn to before me this &, day of 4s 49,1999. 

My Commission expires: c y 44/A - 



I Paae 12 I he Daih, News, Middlesboro. Kv. . Tuesdav, October 12, 1999 

trol points and found monuments; and, set permanent 
survey markers at all corners and intermediate points on 
long straight lines. Office: review research and plot 
deeds; calculate boundary line (Town limits) showing 
Town limits and any overlap with National Park boun- 
dary. All proposals must be-submitted to the Town Re- 
corder, Town of Cumberland Gap, P.O. Box 78, Cum- 
berland Gap, TN 37724 - (869-3660) - on or before Oc- 
tober 25, 1999 at 2:OO p.m. All bids will be reviewed and 

8 CASH, CASH, CASH: Call 1- 
888-453-3367 9AM to 9PM ' 
the run around: Call 1-888- 
453-3367 9am to 9pm Mom to 
Fri.llOam to 6Pm sat. & Sun. -- 

I 1 

1 mali b_s... Robert L. Askew;. Recorder, Town of Cumber- 

I '  i 

GET OUT OF DEBTI 

Public 
' . 080 Notices 

Pubic 080 Notic6 

INVITATION TO BID 
The Town of Cumberland Gap is accepting bids for the 

Someone to stay with older 
woman on weekends. Call be- 
tween 8am & 7pm 248-,1409. 

monwealth of . .  Kentuckjl' 
, .  has scheduled a hearing: 

' ' on the Application of Delta. 
Natural - .Gas . Company, 

3 . .. -1nc. for 'an. Adjustment of 
- ., . . its Rates and .to, .Establish. 
' .  , an Experimental .Alternat.' 

I .. . tive ' Regulation, .Plan for 
-9:00 :a.m.;, Eastern Time,' 

I '  
; , October 28,: 1999, in the 

I ,Commission's , off icesi- 
Hearing , : Room, 1,730 

,. Schenkel Lane, Frankfort, 
I ': . Kentucky,' 'for: the. purpose 

: of. cross-examination. ' of, 
j /  ' . ' witnesses' and. .@resentai 

, .  , . 

' 

I .. 

1. ! 
. .  

j ' .  . tion of rebuttal 
any., .,  . .  

- * NOTICE O@Y 11 

U-Stoi &, Lock,: North 15th 
. I  .PUBLIC AUCTl.0N 

' 1  I 

St. .: Middlesboro, ' KY 
. .  40965, will conduct a pub- 

lic sale for cash,to satisfyA 
'I lien placed against. the 

. units listed . below on' 

I, 

_ _  

PetslPet 300 Care 
AKC Boxer Bulls, 2-girls 
wormed & first shots 
$150/ea. (606)248-4049 0 
248-731 ilnights. 

AKC Shih Tzu puppies 
males, $306 each. (423)869 
8876. 

FREE 
kittens to good home. 2 Per 
sian & 1 shop hair, beige o 
grey. Call after 4 p.m 
(423)626-9588. 

Classif iebs 
Work! 

Livestock & 31 0 Supplies . .  
For Sale: .Boer Goats, ful 
blooded , and oercentaac 
 crosses. Call Larry Andersoi . 
j540)346-4056, after 5 p.m. 

For sale: name brand mat 
tress sets 50%-70% off retail 
see us before you buy 
VisdMasterCard accepted 
(423) 869-4745 or 869421 8. 

Building 500 Materials a 

~ 

Storage Buildings of al 
sizes for sale. Insulated. 2x1 

, REDUCE Monthly treated floor with 5/8" ply 
Payments 20-40% wood. VisdMasterCard ac 

Call 800-700-6812 xlDOl cepted. (423) 869-4745 o 
For FREE consultation. 869-021 8. I www.debtdebt.comcnh1 

Help !oo Wanted 

FULL AND 
PART TIME 

NOW HIRING 
BOTH FULL- 
: <  AND 
PART TIME 

Aikonditioned 
indoor telephone 

work. No experience 
necessary. Starting 

7* wage $ lor  $6 per 
,hour, depending on 

project. Earn hun- 
dreds of dollars in 
bonuses. Pick your 
own schedule. 25-40 

hours per week. 
CALL TODAY, 

WORKERS. 

GETA 
JOB TODAY. I 

800-929-5753 

I I 530 Ca;rr& 
280 . Services 

- ,  
Business . 24Ft Coachman Travel Trail 

er exc. cond. sleeps 6, air 
stove, refrig, furnace, full bath 

All types of Interi- $4000. Call (540)861-2604 
or/Exterior painting. (423)869- 
9527. 

Backhoe, bulldozer work, 
septic & escavating, reasona- 
ble rates. 248-0862. 
Build homes, additions & 
decks. Any type remodeling. 

BUTTERY'S 
FLOOR COVERING 

220 Chester Ave. Truck mount 

(423)869-5552. - 

This 580 'N That 
Electric-adjustable bed, likt 
new, moving, best offer ac 
cepted; heavy duty tread mill 
programmable, incline, rarel! 
used, $300 OBO. 242-2023. 

Local grown. Large selection: 
of DumDkins. some over lo( 

PUMPKINS-FUJI APPLES 

carpet cleanins. Carpet, vinyl, I Ibs' Gdod orices. 3700 Hwv - - -  . .- -. - - - - 
.' w&d, tile, floor sanding. . I 25E, 2 mi. N: of Tazeweil 

. .  248-4049 or.248-7311 Next to Trails End Antiques 
Gravel delivered. (606)%48- 10-5 daily. I 

Q Q 4  F 
YY I". - 650 Ap;twt;:ts/ 
HEATING, AIR CONDITION- 
ING and Refrigeration Repairs 
and Service. Call Don F'ratt bdrm private 
1.- ......r 

- 
Mike's Tree Trimminq & Re- 

exc. location, kitchen &'all uti1 
ities fum., suitable for singlr 

L4U-UOU3. 

moval Insured 423- 86i5-2490 or couple, $425 a month 
~ $200 deposit. (606)248-6156. WELCH ALUMINUM 10/19/1999 at 1O:OO a.m. 
. . 248-1625,6694339. ' .. 1. bedroom apartmenr, stove 

refrigerator and all utilities ex ' unj!, #411-Wanda John- Kentucky Licensed, HVAC Vinyl Siding Soffitt, se- son. We. will also be .auc-' Installer. [To you want to work, iurity, Doors 
tioning" used office fumi-. for a Company that hasexcel- . L .  . cept. electric furnished. Ca 

- .ture & equipment (chairs, pay, benefits, good & Patio. Covers, Interior .& 
Windows & Doors, Carports ' (606)248-1317. 

desks, cabinets, Computer .-. ronmen!.and Exterior Remodeling;' , 1 bedroomm furn.. apt., utilii 
ies paid. $300 + securit) de stand ete- ~ 

. . 

. .  . &-. - .'..I.. . _ _  .hours In. .a .full t ime:.~~it ion? 
-.-- i r .  -,, ,f.n,.,,-..... ..-.I_ .-' .. t - .  ._ I_I__ 

._ .. We-b.a.w_l. position,availa R!9R" - 2 : r J  



e 
&D* 
-Eski&x of the Morehead News, 

blished at Morehead, Kentucky, do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached 

hereto,was published in the Morehead News on October 12,1999. 

liwmuwG 

Subscribed and sworn to before e this 16 day of ,1999. 

My Commission expires: 3 / 0 0 >  - , 

. .  .. 



141 Public Notices 

Continued 
138 A I I - T e  r r a  i n Bath County: Gateway Community 5 

Menifee County: Gateway Community ! 
?, cars $100, 1999 Ford Montgomery County: Gateway Commui 
:.*. $500 & UP. Explorer 1998 Yamaha 5345. 

Police Impound. $100/OBO. Seized Warrior Morgan County: Gateway Community E 
Honda's, Toyota's, and selling locally. DG exhaust, bump- Rowan County: Gateway Community Sc 
Ch'evy's, Jeeps and Fee. 1-800-409- er, nerfs. Ext ra  Vendors may be added as needed. The 
Spbrt utilities. Fee 7511 Ext .  9896. tires. $3,800. Leave for mailing the completed agreement to 
required.  Call Fee. CAN message for Dean, Services Organization, Inc. Attn.: Beth Hc 
No'w! 800-772- 784-2507. West Liberty, KY 41472. Agreements sl 
7470, ext.  7832. For Sale later than Friday, October 29,1999. 
CAN 1996 Splash 34,000 For Sale 

134 Trucks 
Vehicles 

. 

- miles, 4 CY, 5 1995 Honda ATV, 141 PublicNotices 
(.. ForSale speed. Excellent 4WD, very low 

1957 Ford Mus- condition. Call 784- hrs. Like new. Ask- Invitation To Bid 
tang 50,000 actual 2756 aRer 6pm. ing $3,800 784- Separate sealed bids for Contract 5: 1 
miles. V-6 original 3656. , tensions, consisting of water line, sewer 
paint & rims. Runs pump station and conduit for undergrou 
glieat $3,000. Call 3/4 Ton with phone lines, at the MMRC Regional Indus 
78.4-7344 &er 5pm. in  camper, make 1999 Yamaha ceived by Terry Ensor, Chairman, at the I - ~. offer 768-9455. Lots Of ex- Morgan, Rowan, Carter Industrial Develo 

tras $2,300 Or best Industry Road, Morehead, Kentucky, 4035 
Offer. Call 78*- October 21, 1999, and then at said locatio1 

The Contract Documents may be revie 

Menifee, Morgan, Rowan, Carter Indi 
Authority, 600 Industry Road, Morehead, KI 

Mayes, Sudderth & Etheredge, Inc. E 
JRxington, Kentucky. 

F.W. DodgeIABC, 132 Venture Court, 1 

F.W. Dodge, 655 Eden Park Drive, Su 
An application was tendered for filing with the Federal Com- Ohio. 

mlinications Commission for consent to assignment of a broad- Builder's Exchange, 2300 Meadow Drj 
cast station construction permit by Optimum Impact, Inc. to tucky. 
American Family Association, Inc. to serve Morehead, Ken- AGC of I(entucky, 2321 Fortune Dri{ 
tucky. The proposed facilities are .250 KW on Channel 203 tucky. 
fram an  Antenna Center of Radiation Height of 41 meters Copies of the Contract Documents may 1 
abqve ground level (454 meters above Mean Sea Level). The fice of Metro Blueprint, located at 1328 I, 
proposed location ofthe transmitter is at: North Latitude: 38 de- ington, Kentuclry 40504 (606) 252-1459) UI 
grqes, 10 minutes and 38 seconds; West Longitude: 83 degrees, refundable printing and shipping charge of 6 
24 minutes and 24 seconds, to be located at: Triangle Hill, 1.6 Each bidder must deposit with his  k 
miles SE of Morehead, KY, Rowan County. amount, form, and subjed to the condition 

The principals of the new assignee are Donald E. Wildmon, formation for Bidders. 
Timothy Wildmon, Forrest Ann Daniels, Gayle Alexander, The Owner may consider informal an 
Steve Crampton, Tim Fortner, Bobby Hankins, Bert Harper, and submitted in accordance with the pro\ 
Tim A. Lamplby, Curtis Petrey, Forrest Sheffield and Jack Wil- tisement and/or the specifications and m 
liams. 
' No bidder may withdraw his bid for a I 

' public inspection at  Rowan County Public Library, 185 East 1st days &r the actual date of the opening the 

, x i  ., Bidder. 

79 GMC 

read aloud. 
mi, lowner, ex. 

I$) Legal Notices Kentucky. 

I 

malities or reject any and all bids. 
Copies of the application and related materials are on file for 

Styeet, Morehead, KY 40351. L 

,140 Legal Notices 
Award will be made to the lowest res€ 

141 Public Notices 1, NOTICE OF HEARING 
.1 NOTICE is hereby given that t h e h b l i c  Service Commission Notice is hereby given that Ms. Lisa R 

of the Commonwealth has scheduled a hearing on the Applica- ness Lane, Morehead, KY 40351 has filed 
tion of Delta Natural Gas Company, Inc. for an Adjustment of the Rowan County Floodplai? Management 
its-Rates and to Establish an Experimental Alternative Regula- Resources and Environmental Protection ( 
tion Plan for 9:00 a.m., Easter Time, October 28, 1999, in the pose of placing a mobile home in the Bull 1 
Commission's offices, Hearing Room 1, 730 Schenkel Lane, ments or objections concerning this applicat 
Frankfort, Kentucky, for the purpose of cross-examination of to: Tracy C. TVilkm, Floodplain Managem 
witness and presentation of rebuttal testimony, if any. Street, Morehead, KY 40351 o r  Ky. D.0.M 

Branch, 14 Reilly Road, Frankfort, Kenti 
140 Legal Notices . (606) 784-6345 or (502) 564-3410. 

I 

, 

NOTICE OF HEARING 141 Public NoUices 
NOTICE is hereby given that the Public Service Commission 

aqi maul aAB 01 adou-afi DUB uciJ m + L L ' P  ' ,of the Commonwealth of Kentucky has scheduled a hearing gyao,vuv, - , I , NOTICE TO BIDDERS 



. * .  
c 

?a b It i s k  d 
I, &e, Csr deQh e ,-€eHm of the Mt. Sterling Advocate, 

paper of general circulation, printed and published at Mt. Sterling, Kentucky, do solemnly 

swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an 

Experimental Alternative Regulation Plan for Delta Natural Gas Company, Inc., attached 

hereto,was published in the Mt. Sterling Advocate on October 14,1999. 

SignaWre 

Subscribed and sworn to before me this 14 clay of ,1999. 

My Commission expires: 9- /9* zou3 - 



i 

i. 

! 

' i  

Thursday, Oct. 14,1999 s ' Mt. Stt 
, . I 

/4 1 LEGAL NOTICES 
i NOTICEOF HEqRING 
- NOTICE is hereby given that the 
Public Service Comyission of the 
Commonwealth of Ventucky has 
scheduled a hearing qn the Applica- 
tion of Delta Natural Gas Company, 
Inc. for an Adjustment of its Rates 

, I  J' 

1 LEGALNOTICES ' 1 LEGAL NOTICES 
~ _____ 

ANNOUNCEMENT FOR VENDORS E a c h  vendor must sign a vel 
Gateway Community services organi- agreement prior to being acceptel 
zation, Inc. is announcing for vendors a vendor for the program. 
for the Subsidy and Crisis Compo- agreement list specific requirem 
nents of the Home Energy Assis- that must be met if the vendc 
tance Program. Delivery area is placed on the approved vendor lis 
Bath, Menifee, Montgomery, Morgan Potential vendors may contact 1 

. and Rowan Counties. The applica- local Gateway office to completc 
tion phase for the Subsidy program agreement. Listed below are the 
will begin November 1, 1999 and will ces where the vendor agreemt 
Continue until December 10, 1999. may be picked up 9nd inform 
The application phase for the Crisis obtained. 
program will begin January 10, 2000 Bath County: Gateway Cornmi 
and will continue until March 15, Services at 674-2502. 
2000 or until funds are expended. , Menifee County: Gateway Comn 
Types of fuel needed are: wood, ityServicesat768-2369. 
coal, kerosene, fuel oil and propane. Montgomery County: Gateway C 

munity Services'at 498-5345. 
Morgan County: Gateway Comm 
ty Services at 743-31 33. 
Rowan County: Gateway Comm 
ty Services at 784-7735. 
Vendors may be added as nee( 
The vendor: is responsible for ma 
the completed agreement to G 
way Community Services Organ 
tion, Inc., Attn: Beth Holbrook, F 
Box 367, West Liberty, KY 411 
Agreements should be received 
later than Friday, October 29, I99 

. 

i 498-8157 or 498-3663 , Gd/ 498-2222 

$ -OR 
$ and Kelly Services are offering y; s-ork oppo;tunities! I 

$ 
$ 
f Now accepting applications for Customer Service Agents at the call center in Winchester, KY. 
9 
c Tnterested candidates shniild cnntmt their Inca1 Kpllv b - v i r p p  nffirp tn ret iin a n  interview- 



general circulation, printed and published at Richmond, I<entucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. , attached hereto, was published in 

the Richmond Register on October 20, 1999. 

@m'K;xg 
Signature 

NOTARY PU BLlC 

Subscribed and sworn to before me this 3x, day of 0& , 1999. 

My Commission expires: a-\cs-Q\ 

n 

Ndfary Public 

AFFIDAVIT OF PUBLICATION 

BY?& , Editor of the Richmond Register, paper of 
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i 

I, h ; e  S m d J P  p c  , Editor of the Sentinel Echo, paper of 

general circulation, printed and published at London, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Sentinel Echo on October 13,1999. 

L L a z c ;  x w  
Signature 

Subscribed and swor to before me this -i' day of & - ,1999. 

- a /  d b 0 ~  :- My Commission expires: 





I, ,Editor of the Sun Courier, paper of general 

circulation, printed and published at Pineville, Kentucky, do solemnly swear that from my 

own personal knowledge and reference to the files of said publication, that a Notice of 

Hearing for an Adjustment of Rates and to Establish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Sun Courier on October 14,1999. 

Signdure 

+ 
Subscribed and sworn to before me this /4 day of &bCer ,1999. 

My Commission expires: p sob/ - 
Y 

A+L*A!Le.& 
Notary Public 





* 
2 6 - O c t - 9 9  01 : l f ipm From-DELTA NATURAL GAS 6067443623 T-921  P . 0 2 / 0 2  F - 7 9 7  

AFFIDAVIT OF PUBLICATION 

I, mbQr4 %,,k ,. , Editor of the Three Forks Tradition, paper of 

general circulation, printed arid published at Beattyville, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the Files of said publication, that a 

Notice of Hearing farun Adjustment of Rates and to Establish un Experimental Alternufive 

Regulation Plan for Delta Nalufal Gas Company, Inc., altacl?ed hereto, was published in 
the Three Forks Tradition on Cctober 13, 1999. 

Signature .=- 

NOTARY PU.BLlC 

Subscribed and sworn to before me this ah dcxy of d,& , 1999. 

MY Con-mission expires: 3 - 17 w 1 

N&aty Public 



i 

1-. <: .- .. . a i .  , - 1  . I ., .' 



I, S v e &  ca;& , HRBr of the Times Tribune, paper of 

general circulation, printed and published at Corbin, Kentucky, do solemnly swear that 

from my own personal knowledge and reference to the files of said publication, that a 

Notice of Hearing for an Adjustment of Rates and to Estublish an Experimental Alternative 

Regulation Plan for Delta Natural Gas Company, Inc. ,attached hereto, was published in 

the Times Tribune on October 12,1999. 

Signature 

r!mAwmK 

Subscribed and sworn t o f 0 L b W  ,1999. 

My Commission expires: 

Notary Public 
i 

- 1  

.. v - s 



I . . . . --_ . . . ... . . 



, Editor of the Whitley Republican News 

Journal, paper of general circulation,printed and published at Williamsburg, Kentucky,do 

solemnly swear that from my own personal knowledge and reference to the files of said 

publication, that a Notice of Hearing for an Adjustment of Rates and to Establish an Ex- 

perimental Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached 

hereto,was published in the Whitley Republican News Journal on October 13,1999. 

J 
4 

, p G P  I 

Subscribed and sworn to before me this /&day of ,1999. 

My Commission expires: /- //-o/ 
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ADVERT1 S ING D :RECTOR 
8 1, ANN LAURENCE , hidi;tw of the Winchester Sun, paper of 

general circulation, printed and published at Winchester, Kentucky, do solemnly swear 

that from my own personal knowledge and reference to the files of said publication, 

that a Notice of Hearing for an Adjustment of Rates and to Establish an Experimental 

Alternative Regulation Plan for Delta Natural Gas Company, Inc. , attached hereto, was 

published in the Winchester Sun on October h, 1999. 

n 

Signature 

Subscribed and sworn to before me this 13th clay of October , 1999. 

My Commission expires: - 
hftv- 
WIRES 0-1 1-2002 

Notary Public u 



pay ,  Inc. for an 
Adjustment of its Rates 
and to Establish an Ex- 
perimental Alternative 
Regulation Ran for 9:OO 
a.m., Eastern Time, 
October 28, 1999, in the 
Commission’s off ices, 
Hearing Room 1, 730 
Schenkel Lane, Frank- 
fort, Kentucky, for the , 
purpose o f  cross- 
examination of witnesses 
and presentation of 
rebuttal testimony, if 
any. 

October 113,6999 

_- e e 



NOTICE ! 
OFHEARING * 

Notice is hereby given 
that the Public Service 
Commission of the Com- 
monwealth of Kentucky 
has scheduled's hearing 
on. the ‘Applic&on”of 
Del6 Natural Gas Com- 
pany, Inc. fo r  an  
Adjustment of i h  Rates 
and to Establish an Ex- 
perimental Alternative 
Regulation Plan for 9:OO 
a.m., Eastern Time, , 
October 28, 1999, in the I 
Commission’s offices, 1 
Hearing Room 1, 730 / 
Schenkel Lane, Frank- 
fort, Kentucky, €or the I 
purpose oi I cross- 
examination of witnesses 
and ’presentation of 
rebuttal testimony, if 
any.‘ 

‘ 

October 13,199‘9 
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