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DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 1

Responding Witness: Glenn R. Jennings

Provide the August 2004 decision by Delta's Board of Directors as to whether
company stock will be issued to the directors as part of this year's compensation.

Delta’s Board of Directors met on August 26, 2004. It was the Board’s intent and
desire to declare compensation of 100 shares of Delta Common Stock to each
Director as has been done in the past. Under new NASDAQ rules changes that
occurred after passage of the Sarbanes-Oxley Act of 2002, it was determined that
such issuance would now require shareholder approval. After consideration, the
Board of Directors approved the following resolution:

RESOLVED, that each member of the Board of Directors shall receive as
additional compensation for serving as a Director cash equal to the value of one

hundred(100) shares of Delta’s common stock as of the stock market close on
August 26, 2004.

Delta’s common stock closed on August 26, 2004 at a price of $26.38. Thus this
total amount of compensation for Delta’s 10 Directors is $26,380.00.



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 2

Responding Witness: John F. Hall

Q2. Provide a calculation of the employee taxes and employee benefits associated
with Delta's employee who is involved in lobbying activities.

A2.  In conjunction with PSC 1 — 46, Delta computed a benefit to payroll percentage
during the test year of 29.77%. In addition to that, the Company pays 7.65% for
Social Security, 0.8% for Federal Unemployment and 1.3% for Kentucky
Unemployment for a total percentage of 39.52%.

Mr. Hazelrigg’s salary reported as lobbying was $3,260.01 per PSC 1-30.
$3,260.01 * .3952 = $1,288.36.



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 3

Responding Witness: John F. Hall

Q3. Provide the current total rate case expense.

A3. See attached.
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DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 4

Responding Witness: John B. Brown

Q4. Provide a complete copy of the actuarial report on Delta's pension relating to the
pages submitted in Delta's response to AG 1-27 and the updated report submitted
on June 29, 2004.

A4.  Please see attached.
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DELTA NATURAL GAS COMPANY, INC. DEFINED BENEFIT RETIREMENT PLAN

STATEMENT OF FINANCIAL ACCOUNTING STANDARD 87

Change in Benefit Obligation
Benefit Obiligation at beginning of year
Service Cost

interest Cost

Pian Participants’ Contributions
Amendments

Actuarial Gain 7 {Loss)

Acquistion

Benefils Paid

Benefit Obiigation at end of vear

Change in Plan Assets

Fair value of assets at beginning of year
Actual return on plan asgets

Acquistion

Employer Contribution

Pian Participants’ Contributions
Benefis Paid

Fair value of asssts at end of year

RecognizediUnrecognized Amounts
Funded Status

Unrecognized Net Actuarial Loss
Unrecognized Prior Service Cost

Net Amount Racognized

Amounts Recognized in Statement of
Financiai Position:

Prepaid Benefit Cost

Accrued Bensfit Liability

intangible Asse!

Accumuiated other comprehensive income

Net amount recognized

Weighted-Average Assumptions

Discount Rate pre-relirement
post-retirement

Expected return on assets

Rate of compensation increase

Components of Net Periodic Benefit Cost

Service Cost

Interest Cost

Expecied return on assets
Amortization of prior service cost
Recognized actuarial gainfloss
Net periodic benefit cos!

The projected benefit obligation, accumulated benefit obligetion, end fair value of plan assets
were 56.214.825 | $9,027,102 and
and $10.681.119 , 57,731,458 and

Fiscal Year Ending

Fiscal Year Ending

3/31/02 313103
{8.485,103) (10.581,118)
(518 456) (601,607)
(657,125) (538,648}

0 0

(1,514,620} 2.807.300
84,000 (592.438)

o 0

411,218 589,586

{10,681,118)

(9,212 9253

8,073,358 8,218,880
14,243 {1,198 684)

)] G

543,255 878,812

2 Y
{411,218} {584 588
9,219!680 8,31 &3%2@
{1,481,439) {804 603

2,272,783 4858741
1,514 820 {1,284 482

2,325,044 2,850,856

a ﬁ

fa {718,780}

ia &

nia 3,385,428

2,325,844 2,568,688
7.50% £.25%
8.50% 8.75%
8.00% B.O0%
4.00% 4.00%

518,496 801,807

857,125 538,84%

758,307 755,731
{28,262} {8,198

36,528 51,873

427.580 535200

$8.310,322 raespectively, as of 3/31/03,
56,219.880 respectively, as of 3131/02.



Delta Natural Gas Company, Inc. Defined Benefit Retirement Plan

Statement of Financial Accounting Standards Nos, 87 and 132
Actuarial Valuation
As Of
April 1, 2004

For March 31, 2004 Disclosure
and
2004-2005 Net Period Pension Expense

Prepared by:
Hand & Associates, Inc.



HAND BENEFITS & TRUST, INC.

4D

ByAN WILSON, EA.L, M.AAA.

oty gy e June 25, 2004

Mr. John Brown

Delta Natural Gas Company, Inc.
3617 Lexington Road
Winchester KY 40391-9797

RE: March 31, 2004 Disclosure and 2004-2005 Pension Expense under SFAS Nos. 87 and 132
for the Delta Natural Gas Company, Inc. Defined Benefit Retirement Plan

Dear John;

Enclosed is the Accounting Requirements Actuarial Valuation for the Delta Natural Gas
Company, Inc. Defined Benefit Retirement Plan as of April 1, 2004. The purpose of this report is
to provide the employer and its auditors with the disclosure information required by the
Statement of Financial Accounting Standard No. 132 for the employer’s June 30, 2004 financial
statement as well as the pension cost information required by the Statement of Financial
Accounting Standard No. 87 for the employer’s 2004-2005 financial statement. The results of
this valuation are appropriate for these purposes only.

Recognition of Plan Liabilities and Assets
on Employer’s Financial Statements

Net periodic pension cost is an expense/(income) entry on the income statement and is
determined separately from the employer contribution. Net periodic pension expense was
$725,434 for fiscal 2003-2004 and is $555,560 for fiscal 2004-2005.

A liability (accrued pension cost) is recognized on the balance sheet if the sum of all historical
net periodic pension costs exceeds cumulative employer contributions. An asset (prepaid pension
cost) is recognized on the balance sheet if cumulative net periodic pension costs are less than the
cumulative employer contributions.

The accumulated benefit obligation is the present discounted value of benefits deemed to have
accrued by the statement date. If the accumulated benefit obligation exceeds the fair value of plan
assets, the Company must recognize in the statement of financial position a liability (including
accrued pension cost) that is at least equal to the unfunded accumulated benefit obligation.

Recognition of an additional minimum liability is required if an unfunded accumulated benefit
obligation exists and an asset has been recognized as prepaid pension cost. If an additional

5700 NORTHWEST CENTRAL DRIVE - SUITE 400 - HOUSTON, TexAs 77092-2092 - 713-460-1000 - 800-444-1311 - 713-939-5888 Fax - www.handbenefitsandtrust.com



Mr. John Brown
June 25, 2004

Page 2

lisbility required to be recognized exceeds any unrecognized transition obligation and prior
service cost, the excess shall be reported as a separate component of equity, i.e. a reduction in
equity. Changes in the amount of additional liability recognized from year to year which are not
offset by an intangible asset are recorded in “Other Comprehensive Income”.

Executive Summary
The attached exhibits indicate the Net Pension Expense for fiscal 2003-2004 was $725,434.
As of March 31, 2004, the accumulated benefit obligation of $9,932,355 is less than the
$10,450,066 fair value of plan assets. Therefore, there is no Additional Liability or Other
Comprehensive Income to be recognized as of March 31, 2004.
Net Pension Expense for fiscal 2004-2005 is $555,560.
SFAS Nos. 87 and 132 require that the year-end liability amount be calculated using an
appropriate discount rate based on March 31, 2004 financial markets. We have used 6.00% as the
pre-retirement discount rate and 5.75% for the post-retirement discount for March 31, 2004 year-
end disclosure calculations as well as the determination of 2004-2005 net periodic pension
expense. If management selects a discount rate other than 6.00%/5.75% for year-end disclosure
purposes, the attached exhibits will need to be updated to reflect the chosen discount rate.

As permitted in SFAS No. 87, Paragraph #52, we have measured liabilities and assets as of
March 31, 2004 for June 30, 2004 disclosure.

If you have any questions conceming this information, please do not hesitate to call or write.
Respectfully submitted,

HAND AND ASSOCIATES, INC.
Aihoe
B ilson

Vice President, Actuarial Consulting

cc:  Kevin Joynt, Deloitte & Touch, LLP

Enclosures

.

-3



Delta Natural Gas Company, Inc. Defined Benefit Retirement Plan

Certification of SFAS Nos. 87 and 132 Actuarial Valuation
(As of April 1, 2004)

At the request of Delta Natural Gas Company, Inc., we have performed an actuarial valuation of
the Plan as of April 1, 2004 pursuant to SFAS Nos. 87 and 132. The purpose of this report is to
provide the information necessary to determine financial statement entries consistent with the
Statement of Financial Accounting Standards No. 87 (Employers’ Accounting for Pensions) and
the Statement of Financial Accounting Standards No. 132 (Employers’ Disclosures about
Pensions and Other Post-retirement Benefits) for the fiscal year ending June 30, 2004 and the net
periodic pension expense entry for the fiscal year beginning July 1, 2004.

Actuarial computations under SFAS Nos. 87 and 132 are for purposes of fulfilling employer
accounting requirements. The calculations reported herein have been made on a basis consistent
with our understanding of SFAS Nos. 87 and 132. Determination for purposes other than meeting
employer financial accounting requirements may be significantly different from the results
reported herein. Accordingly, additional determinations are needed for other purposes, such as
judging benefit security at termination or adequacy of funding for an ongoing plan.

We have based our valuation on employee data as of Aprill, 2004 as provided by Delta Natural
Gas, Inc. and asset information as of March 31, 2004 as provided by the Hand Benefits and Trust
Company. To the best of our knowledge, no matermial biases exist with respect to any
imperfections in the data provided by these sources. To the extent that any data imperfections
exist in the historical compensation database, we have addressed the imperfections by application
of the increase assumptions specified in the “Actuarial Assumptions”. To the extent any
imperfections exist in service records we have relied on best estimates provided by the employer.
We have not audited the data provided, but have reviewed it for reasonableness and consistency
relative to previously provided information. We have used the actuarial funding methods and
assumptions described in the "Actuarial Assumptions" section of this report. The actuarial
valuation has been performed on the basis of the plan benefits described in the "Major Plan
Provisions.”

All current employees eligible to participate in the Plan as of the Valuation Date and all other
individuals who have a remaining vested benefit under the Plan have been included in the
valuation. Further, all Plan benefits have been considered in the development of plan costs.

In my opinion, each assumption used is reasonably related to the experience of the plan and to
reasonable expectations and represents my best estimate of anticipated experience.

y 2o
B ilson

Enrolled Actuary Number 02-6279
Member of American Academy of Actuaries
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DELTA NATURAL GAS COMPANY, INC. DEFINED BENEFIT RETIREMENT PLAN

STATEMENT OF FINANCIAL ACCOUNTING STANDARD Nos. 87 & 132

Change in Benefit Obligation

Benefit Obligation at beginning of year
Service Cost

Interest Cost

Plan Participants’ Contributions
Amendments

Actuarial Gain

Acquisition

Benefits Paid

Benefit Obligation at end of year

Change in Plan Assets

Fair value of assets at beginning of year
Actual return on plan assets
Acquisition

Employer Contribution

Plan Participants’ Contributions
Benefits Paid

Fair value of assets at end of year

Recognized/Unrecognized Amounts
Funded Status

Unrecognized Net Actuariat Loss
Unrecognized Prior Service Cost

Net Amount Recognized

Amounts Recognized in Statement of
Financial Position:

Prepaid Pension Cost/(Accrued Benefit Ligbility)

Intangible Asset

Accomulated Other Comprehensive Income

Net Amount Recognized

Weighted-Average Assumptions
Discount Rate - Pre-Retirement
Discount Rate - Post-Retirement
Expected return on assets

Rate of compensation increase

Components of Net Periodic Benefit Cost

Service Cost

Interest Cost

Expected return on assets
Amortization of prior service cost
Amortization of transition (asset)
Recognized actuarial gain/loss
Net periodic benefit cost

The projected benefit obligation, accumulated benefit obligation, and fair value of plan assets
$10,450,066 respectively, as of 3/31/04,
$8,310,322 respectively, asof 3/31/03.

were $10,267,056 , $9,932.35
and 39,214,925 , $9,027,102 and

Fiscal Year Ending Fiscal Year Ending
3/31/03 3/31/04
(10,681,119) (9,214,925)
(601,607) (662,770)
(636,649) (557,183)
0 0
2,807,300 0
(692,436) 57,092
0 0
589,586 110,730
(9,214,925) (10,267,056)
9,219,680 8,310,322
(1,198,684) 1,500,545
0 0
878,912 749,929
0 0
(589,586) (110,730)
8,310,322 10,450,066
(904,603) 183,010
4,858,741 3,709,444
(1,284,482) (1,198,303)
2,669,656 2,694,151
(716,780) v/a
0 n/a
3,386,436 na
2,669,656 2,694,151
6.25% " 6.00%
5.75% 5.75%
8.00% 8.00%
4.00% 4.00%
601,607 662,770
636,649 557,183
756,731 670,823
(8,198) (86,179)
0 0
61,873 262,483
535,200 725434




DELTA NATURAL GAS COMPANY, INC. DEFINED BENEFIT RETIREMENT PLAN

DETERMINATION OF MINIMUM LIABILITY,
ADDITIONAL LIABILITY AND INTANGIBLE ASSET

Fiscal Year Ending Fiscal Year Ending
3/31/03 3/31/04
Minimum Liability; Additional Liability
1 Accumulated Benefit Obligation 9,027,102 9,932,355
2 Fair Value of Plan Asscts 8,310,322 10,450,066
3 Minimum Liability (Unfinded ABO) [(1) - (2)) 716,780 (517,711)
If zero or less, no additional liability is required
4 (Accrucd)/Prepaid Pension Expense 2,669,656 n/a
5 Additional Liability [(3) + (4)] 3,386,436 n/a
Intangible Asset
6 Unrecognized Obligation from Transition 0 n/a
7 Unrecognized Prior Service Cost 0 n/a
8 Maximum Intangible Asset [(6) + (7)) ’ 0 n/a
9 Actual Intangible Asset - lesser of (5) or (8) 0 n/a
10 Accumulated Other Comprehensive Income [(5) - (9)] 3,386,436 n/a
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Delta Natural Gas Company Defined Benefit Retirement Plan
Assets Considered in Valuation
April 1, 2004

Assets At Current Value Per Trustee's

Statement, March 31, 2004

Cash and Cash Equivalents $751,221

Fixed Income 2,479,440

Equities 7,218,732

Accrued Income 673 $10,450,066
Accounts Receivable:

Employer Contributions 0
Market Value of Assets as of March 31, 2004 $10,450,066
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Delta Natural Gas Company Defined Benefit Retirement Plan

Reconciliation of Market Value of Assets

April 1, 2003 - March 31, 2004

Market Value Of Assets At April 1, 2003
Employer Contributions

Less:
Severances
Retiree Payments
Insurance Proceeds from Death Claim

Investment Fund Allocated At March 31, 2004

Gains And Adjustments By Reason Of:

Net Investment Return;
Investment Earnings
Capital Appreciation/(Depreciation)
Actuarial Fees
Trust Fees
Insurance Premiums

Market Value Of Assets At March 31, 2004

Rate Of Return On Plan Assets

$8,310,322
749,929
($218,412)
(37,346)
145,028 (110,730)
$8,949,521
$6,195
1,767,519
(24,805)
(19,561)
(228,803) 1,500,545
$10,450,066
17.39%



l Eligibility:

l Considered Compensation:

I Normal Retirement Date:

' Monthly Retirement Benefit:
l Early Retirement Benefit:

l Pre-Retirement Death Benefit:

Delta Natural Gas Company, Inc. Defined Benefit Retirement Plan

Major Plan Provisions

All employees who are employed on a basis to work
1,000 hours or more per year, and who, as of April 1
or October 1, have been employed for 12 months or
longer.

Total basic monthly salary earned in the twelve
month period ending January 31 preceding the
valuation date including deferrals under IRC §
401(k) and 125.

First of the month coincident with or following the
attainment of Age 65.

The basic monthly retirement benefit is payable at
Normal Retirement Date for 120 months certain and
life thereafter based on a formula of 1.6% of high-
five average monthly salary per year of service for
service after November 1, 2002.

Prior to November 1, 2002, the basic monthly
retirement benefit was based on a formula of 1.8%
of high-five average monthly salary per year of
service at Normal Retirement Date, plus .55% of
high-five average monthly salary in excess of Social
Security Covered Compensation Table II for each
year of service not to exceed 35 years.

Any participant who has attained age 55 and has
completed 15 or more years of service may retire
and receive an immediate monthly retirement benefit
equal to his accrued benefit reduced 5% (.4167% per
month) for each year by which early retirement
precedes normal retirement.

The death benefit is the greater of the present value
of the vested accrued benefit or $1,000 for each $10
of projected monthly retirement benefit. However,
the death benefit for a participant employed beyond
his Normal Retirement Date is the present value of
the accrued benefit. (Accrued Benefits provided



Disability Benefit:

Vesting:

Single Sum Distribution Availability:

Assumptions for Determining Actuarially
Equivalent Benefits:
Benefits Payable in the Form of a
Monthly Annuity:
Mortality:
Interest:

Benefits Payable in the Form of a
Single Sum Distribution:

under-the prior Plan Metropolitan Group Annuity
Contract are not considered).

In the event a participant becomes totally and
permanently disabled, as determined by the Plan
Committee, he is entitled to receive the benefit
provided by the present value of the accrued
pension.

Participants become vested in their accrued benefits
in accordance with the following schedule:

Years of
Credited Service Yested Percentage

0-3 0%

3 20%

4 40%

5 60%

6 80%

7 & thereafter 100%

Upon termination of employment, single sum
distributions are available up to $5,000. If the event
of death, disability, Normal Retirement Age or Early
Retirement Age, single sums are available regardless
of the amount, for benefits accrued prior to
December 1, 2002.

The $5,000 restriction will apply to all accruals after
December 1, 2002.

1994 Group Annuity Reserving Mortality Table.
8% per year, compounded annually.

GATT interest rate in effect as of March 1 preceding
the Plan Year. GATT lump sums are calculated
utilizing the 1994 Group Annuity Reserving
Mortality Table.

March 1, 2004 rate = 4.74%
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Delta Natural Gas Company, Inc. Defined Benefit Retirement Plan

Actuarial Assumptions
Funding Method: Projected Unit Credit
Market Related Value of Assets: Market Value
Actuarial Assumptions:
Discount Rate:
For March 31, 2004 Disclosure Pre-retirement: 6.00% per year
Post-retirement: 5.75% per year
For 2004-2005 Net Pension Expense  Pre-retirement: 6.00% per year
Post-retirement: 5.75% per year
Expected Long-term Rate of Return: 8.00% per year, compounded annually.
Mortality: 1983 Group Annuity Mortality-Blended.
Turnover: For non-vested benefits, in accordance with the
following table:
Past Service Scale
0-5Years T-5
5+ Years T-2
The termination scales are according to Crocker,
Sarason and Straight turnover rates.
Salary Increase: 4% per year through Normal Retirement Age.
Increase in IRC Section 415
and 401(a)(17) Limits: 2.50% per year
Retirement Rates Ages Rate
55-61 2.0%
62 5.0%
62-64 2.0%
65 100.0%
Reserves for Death Benefits: One year term reserve.



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 5

Responding Witness: John B. Brown

Q5. Provide the actual hours worked by the part-time employee who replaced Ms.
Lethgo for the 12 month period July 1, 2003 through June 30, 2004.

AS. 748 Hours.



Q6.

A6.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 6

Responding Witness: John B. Brown

Provide copies of the determination by the SEC concerning the reporting of cost
of removal that does not constitute a legal obligation as a regulatory liability.

In the fall of 2003, the SEC sent comment letters to certain utility companies
indicating the belief of the Corporation Finance section of the SEC that this
regulatory liability must be reclassified out of accumulated depreciation and
reported as a separate liability on the balance sheet. Refer to point 6 in the
attached letter issued by the SEC on December 8, 2003 to PG&E Corp.

The SEC reiterated this position for the industry in a call with representatives of
Deloitte Touche which took place on February 23, 2004. The following is the text
of an email written by Jan Umbaugh, Deloitte’s National Utility Industry
Professional Practice Director, documenting the call. This information was also
shared with the other accounting firms having utility clients:

> We have just completed a call with the SEC Staff (Jack Albert,
> Joel Levine, and Jim Allegretto) concerning the reporting of cost of
> removal and asset retirement obligations. What they agreed to is the

> following:
>
> All 2002 accruals for cost of removal, nuclear decommissioning,

> and similar pre-143 accruals should be reclassified from accumulated
> depreciation to a GAAP liability line item(s) (Pre-143 ARO's). Some
> companies had previously classified nuclear decommissioning and some
> other portions of these amounts as GAAP liabilities separate from

> accumulated depreciation. This addresses the SEC Staff's concerns

> about comparability and previous classification concerns as to whether
> any of the previous accruals were appropriately included in

> accumulated depreciation for GAAP reporting purposes or should have
> been recorded on the liability side of the balance sheet in 2002 (and

> prior) financial statements. The 2002 reclassification would be made
> with out recharacterizing the 2002 amounts as regulatory liabilities.

> As a result, those companies that have previously discontinued FAS 71
> and did not reclassify or remove those items from their balance

> sheets, would not now change their accounting for discontinuing FASB
>71.
>



> Upon application of FAS 143, all of those previously accrued

> GAAP liability amounts would have been written off in accordance with
> FAS 143 paragraph 26. The cumulative effect of adopting FAS 143 would
> be "the difference between the amounts, if any, recognized in the

> statement of financial position prior to the application of this

> Statement" and new ARO liabilities recorded in accordance with FAS

> 143. Any amounts that would otherwise have been recorded as part of
> this cumulative effect difference but that were still subject to

> regulatory treatment would be recorded as separate regulatory

> liabilities in the 2003 balance sheet. In summary, the application of
>FAS 143 would have resulted in the recording of new FAS 143 ARO's and
>new FAS 143 Asset Retirement Costs with the difference between those
> amounts and the write off of any previously recorded amounts reflected
> in income as the cumulative effect of the application of FAS 143

> unless the provisions of FAS 71 were met in order to record all or a

> portion of that cumulative effect as a regulatory asset or liability.

> This is consistent with our previous views with respect to 2003,

> except that the non-legal costs of removal, which are regulatory

> liabilities, must be recorded as a regulatory liability outside of

> accumulated depreciation.

>

> For those companies that have already filed 2003 reports and did
> not reclassify 2002 and 2003 amounts in the manner described above,

> the SEC Staff indicated that those companies should file an Item 5

> Yorm 8-K to reflect the reclassifications rather than amend their Form

> 10-K; they should not wait to describe the change in their next

> subsequent Form 10-Q or other regular filing. The SEC Staff also

> indicated that all historical data presented (e.g., total assets or

> net plant in service) should also be revised to reflect the

> reclassification of all prior cost of removal and similar accruals out

> of accumulated depreciation for all periods. We indicated that we

> would communicate this conversation to each of the large accounting

> firms and to the Edison Electric Institute. The SEC staff does not

> expect to issue any further guidance on this matter.
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Mail Stop 3-8

December 8, 2003
By US Mail and Facsimile

Mr. Kent M. Harvey

Senior VP, CFO and Treasurer
PG&E Corporation

77 Beale Street

San Francisco, California 94177

RE: Form 10-K/A for the year ended December 31, 2002
Filed June 30, 2003
Form 10-Q for the period ended September 30, 2003
File No. 1-12609

Dear Mr. Harvey:

We have reviewed these filings and have the following comments.

We have limited our review to only your financial statements and
related disclosures and will make no further review of your
documents. Where indicated, we think you should revise your
documents in future filings in response to these comments. If you
disagree, we will consider your explanation as to why our comment is
inapplicable or a revision is unnecessary. Please be as detailed as
necessary in your explanation. In some of our comments, we may ask
you to provide us with supplemental information so we may better
understand your disclosure. After reviewing this information, we may
or may not raise additional comments.

Please understand that the purpose of our review process is to
assist you in your compliance with the applicable disclosure
requirements and to enhance the overall disclosure in your filing.
We look forward to working with you in these respects. We welcome
any questions you may have about our comments or on any other aspect
of our review. Feel Zree to call us at the telephone numbers listed
at the end of this letter.

https://www.edgar.sec.gov/Pages/DocumentView.asp?accessionNumber=0000000000-03... 01/26/2004
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Form 10K/A for the year ended December 31, 2002
Consolidated Statements of Common Stockholders®™ Equity, page 77

1. Unless the change _n the number of shares outstanding is readily
calculable from the financial statements, you should include a column
that reconciles the changes in the number of shares of common stock
outstanding between years. You may do this in a footnote. See
paragraph 10 of APB 12 and Rules 3-04 and 5-02 of Regulation S-X.

2. Please disclose for all periods presented the amounts of the
income tax provisions for each classification of other comprehensive
income. See paragraph 25 of SFAS No. 130.

Note 14. Employee Benefit Plans, page 147

3. Please explain to us how you calculate the market related value of
plan assets as that term is defined in paragraph 30 of Statement no.
87. Since there is an alternative to how you can calculate this
item, and it has a direct effect on pension expense, we believe you
should disclose how you determine this amount.

Form 10-Q for the period ended September 30, 2003
Note 1. General
Organization and Basis of Presentation

4. We note as of July 8, 2003 you deconsolidated the operations of
NEGT and reflect your ownership using the cost method of accounting.
Please explain to us your basis for use of the cost method as opposed
to the equity method since, even during the bankruptcy period, we
would assume you have some amount of influence. In this regard,
please explain the extent of your influence in bankruptcy including
why you do not believe it is significant as defined in APBO no. 18.
Please additionally tell us the carrying amount of the investment and
what effect use of the equity method would have versus the cost
method on the financial statements. If there is no difference,
please explain in detail.

Accounting for Asset Retirement Obligations

5. You disclose that the Utility recorded a regulatory liability of

https://www.edgar.sec.gov/Pages/DocumentView.asp?accessionNumber=0000000000-03... 01/26/2004
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$387 million to reflect the cumulative effect of adoption for its
nuclear facilities, representing the timing difference between
recognition of nuclear decommissioning obligations in accordance with
GAAP and ratemaking purposes. Supplementally please tell us whether
the Utility follows SFAS No. 71 in accounting for its generation
facilities including what effect deregulation had on your accounting
for generation assets retained. If your generating activities do not
meet the requirements of Statement no. 71, please explain to us in
detail why the $387 million represents a regulatory liability and
whether you are partially applying SFAS no. 71.

6. You disclose that vou adopted SFAS No. 143, Accounting for Asset
Retirement Obligations (ARO) effective January 1, 2003. Further you
disclose that "The Ut:lity collects estimated removal costs in rates
through depreciation -n accordance with regulatory treatment™ and
"These amounts do not represent SFAS No. 143 asset retirement
obligations and will continue to be recorded in accumulated
depreciation." We concur that these costs do not represent SFAS No.
143 obligations but we believe that they should be reclassified apart
from accumulated depreciation as a regulatory liability account in
accordance with paragraph B73 of SFAS No. 143. If you believe that
such recovered costs do not meet the requirements of paragraph B73 of
SFAS No. 143, please explain to us in detail.

As appropriate, please respond to these comments within 10

business days, or tell us when you will provide us with a response.
Please provide us with a supplemental response letter that keys your
responses to our comments and provides any requested supplemental
information. Detailed letters greatly facilitate our review. Please
file your letter to us on EDGAR as a correspondence file. Please
understand that we may have additional comments after reviewing your
responses to our comments.

If you have any questions regarding these comments, please
direct them to Vassilios Karapanos at (202) 942-1920 or, in his
absence, to the undersigned at (202) 942-1885. Any other questions
regarding disclosure >ssues may be directed to H. Christopher Owings,
Assistant Director, at (202) 942-1%00.

Sincerely,

Jim Allegretto
Senior Assistant Chief Accountant

https://www.edgar.sec.gov/Pages/DocumentView.asp?accessionNumber=0000000000-03... 01/26/2004



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 7

Responding Witness: John B. Brown

Q7.  In conjunction with recognizing the cost of removal for SEC purposes, provide
copies of Delta’s analysis and accounting entries made to comply with the SEC
requirement.

A7.  Inaccordance with the interpretation described in response to Item 6 above, Delta
recorded $770,000 of such costs as regulatory liabilities at March 30, 2004. The
entry made was a topside reclassification debiting the accumulated depreciation
financial statement caption and crediting the regulatory liabilities financial
statement caption. The supporting analysis is attached.
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Qs.

AS8.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 8

Responding Witness: John B. Brown

Provide documents relating to the Big Four accounting firms’ opposition to the
proposed SEC treatment of SFAS No. 143 and non-legal AROs for utilities.

While accounting firms assisted their clients in responding to the SEC comment
letters described in Question No. 6, the accounting firms did not issue position
statements for external distribution.

The best source for articulation of the arguments opposing the SEC’s view would
be the individual company responses to the SEC comment letters. While these
letters and responses should be available to the public under the Freedom of
Information Act, the limited time allowed for responding to this request prevents
us from providing copies of these letters via that service.



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 9

Responding Witness: John B. Brown

Q9. Provide an analysis of the $111,618 spent in the first 6 months of 2004 relating to
compliance with Sarbanes/Oxley. Analysis should use a format similar to the
response to PSC 2-25(u), with a complete description of what services were being
provided. The analysis is to also include an indication of what expenses are one-
time, set-up, or non-recurring items.

A9, See attached.
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DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 10

Responding Witness: W. Steven Seelye

Q10. Provide a revised version of Seelye Exhibit 7 - Depreciation Study - Appendix A,
the Summary of Current and Proposed Accrual Rates, with the storage plant
account depreciation rates reflecting the use of the remaining life approach
instead of the whole life approach.

A10. See attached.
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Q11.

All.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Commission Staff
Dated August 18, 2004

Question No. 11

Responding Witness: W. Steven Seelye

Provide a calculation of how much a customer's average monthly bill would
increase if the special contract customers by-passed Delta and those fixed costs
had to be recovered from the remaining customers.

Attached is the revised summary of proposed rates assuming that Delta lost its
four special contract customers to bypass. If Delta were to lose its four special
contracts, the utility would see a reduction in test-year revenue of $631,225,
which would have to be offset through increased charges to other customers.
Since the increase to the residential class would have been larger had Delta not
mitigated the proposed rate increase, it logically follows that any revenue shortfall
resulting from the loss of Delta’s special contract customers would likely be offset
by increased charges to the residential class. The proposed residential increase
filed by Delta is $3,050,462 or 10.00%. If Delta lost its special contract
customers the increase would be $3,681,669 or 12.07%.
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DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2004-00067

Response to Hearing Data Request of the Attorney General
Dated August 18, 2004

Question No. 1

Responding Witness: W. Steven Seelye

Q1. Provide a copy of Seelye’s SPR results for Account No. 376 in paper format.

QI.  Asindicated in the Depreciation Study Report included in Seelye Exhibit 7, the
R3 curve provided the best overall results for all four metrics examined (SSD, CI
IV, and REI). The SPR results for Account 376 — Distribution Mains are
attached.
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