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1 Q. 

2 A 

3 

4 

5 

What does Six Sigma have to do with Hope or Dominion? 

Dominion has been participating in Six Sigma for several years and the costs of the Six 

Sigma training, project identification, and implementation are built into DRS’s costs and 

allocated to Hope. So Hope and its customers have been paying, and d continue to 

pay, for the Six Sigma improvement process at Dominion, 

6 Q. Are there any benefits to Hope from the Six Sigma projects? 

7 A 

8 

Yes, accordmg to Dominion documents, there will be substantial benefits to Hope from 

various Six Sigma projects. I reviewed summaries of dozens of Six Sigma projects and I 

9 identified several that will result in direct cost savings to Hope’s customer records and 

10 collections costs (account 903) during 2005. Costs associated with these projects were 

11 incurred during 2004, but the results will not be seen until 2005. Thus, the costs are 

12 included in Hope’s test year, but the benefits will occur withm the first year after the test 

13 year. These savings are not reflected in Hope’s going-level expense clairn 

14 Q. Are these benefits to Hope known and measurable? 

15 A. 

16 

17 

18 

19 

20 

Yes, they are. As I mentioned, the key to Six Sigma is that it requires measurement and 

statistical v&&on of any claimed savings. Each project is required to produce 

documentation that verifies any claimed cast savings or other benefits fi-om the project. 

The findings I will present on these Six Sigma projects are based on the verified, “hard 

savings” in the final reports for each project. (Some of the projects alsa have “soft 

savings,’ whxh are more cirfficult to quantifl. I have not included any of the “soft 

21 savings” in my findmgs.) 
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Q. How many Six Sigma projects did you identify that will produce savings in customer 

records and collection expenses for Hope during 20051 

I have identified four projects. I will briefly summarize each project below. In addition, 

Schedule SJR-7 provides a summary of the cost savings to Dominion fkom each project 

and how much of those savings are allocated to Hope. The projects are: 

A 

Accounts Receivable Conversion (Project No. 21 18) - The project 
implements a process for converting paper checks to electronic 
transactions at the point where the check is received Dominion shows 
hard savings fkom the project of $758,377 in payment processing costs 
during 2005. 

Reduce customer Escalated and Agent Assist Calls (Project No. 2159) - 
'This project implements new call-center procedures to reduce the number 
of calls that are transferred or escalated to someone other than the 
customer service agent who initially takes the call. Dominion shows hard 
savings from the project of $83,616 in customer service costs during 2005. 

DNP Prioritization -- DEO and DH (Project No. 2056) - The project 
involves developing statistical techniques to determine h c h  DNP (do not 
pay) customers should be prioritized for collection ef€orts at East Ohio 
Gas (DEO) and Hope 0. The project will result in hard savings at the 
two companies of $753,825 in O&M and interest costs during 2005. 

NCO / Checkwriter (Project No. 1553) - In October 2004, Dominion 
entered into an agreement with a new payment-processing company to 
receive payments by phone. The project evaluates the savings from the 
new processing vendor, and finds hard savings of $801,833 in payment 
processing costs during 2005. 

Q. 

A 

What is the overall impact of these projects on Dominion and Hope during 2005? 

The overall impact of these projects will be to reduce Dominion's customer records and 

collection costs by more than $2.4 million during 2005. Approximately $177,000 of 

these expense savings would be allocated to Hope in 2005, as shown on Schedule SJR-7. 

As I said earlier, these are known and measurable reductions in account 903 expenses 

that are charged to Hope by DRS or another afEliate. Thus, if the Commission rejects my 

primary adjustment to account 903 expenses, based on the costs incurred by comparable 
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1 companies, then it should reduce Hope’s going-level expenses in that account by 

2 $176,605 to reflect known and measurable savings from these Six Sigma projects. 

3 Hope’s Failure to Oversee or Understand Service Company Budget 

4 Q. Are there other indications that Hope does not exercise reasonable control over 

5 affiliated charges? 

6 A Yes. Hope’s budget for Service Company charges for 2005 contains some dramatic 

7 increases over 2004 actual expenses. The following table shows the hctions where 

8 Hope’s 2005 Service Company budget exceeds 2004 actual expenses by 10 percent or 

9 more: 

Accounting 
Payroll 
Facilities 
Fleet Minagernent 
Travel Services 
Corporate Planning 
Corporate Security 
Employee BenefitsPension 
ExecutivdAhstrative 
External Affairs/policy 
Client Services 
Data Operations 
Risk Management 
Tax 
Treasury 
Operations 
Environmental Compliance 
Aviation 

2004 
Actual 
555,437 
43,130 
67,646 
45,820 

141,599 
2,669 

43,205 
641,923 
48,8 19 

1,032,193 
914,9 19 
40,212 

137,99 1 
153,688 
186,736 
120,738 
100,135 

15,050 

2005 Percent 
Budget Increase 
659,895 18.8% 
48,901 13.4% 
92,543 36.8% 
56,330 22.9% 
18,395 22.2% 

177,304 25.2% 
4,502 68.7% 

51,858 20.0% 
714,739 11.3% 
60,017 22.9% 

1,709,902 65.7% 
1,006,538 10.0% 

49,638 23.4% 
161,875 17.3% 
180,907 17.7% 
275,292 47.4% 
197,638 63.7% 
125,544 25.4% 

Source: Budget and actual figures from CAD J- 1 5 ; 
nercent increase is calculated 
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12 

13 

14 

15 

We asked Hope to explain the reasons for each of these projected cost increases. 

Hope’s entire response was to state: “The increase in the 2005 budget compared to the 

2004 actuals is based on two bzmgs; 1) no payout to employees under the profit sharing 

(STIP) incentive plan in the 2004 actuals and 2) merit increase to salaries in the 2005 

budget.’’ I have attached a copy of Hope’s response (CAD J-40) as Schedule SJR-8. 

Needless to say, this is not an adequate response, and I seriously doubt whether it 

is accurate. The cost increases to Hope in these categories total $1.3 million (a 30% 

increase over 2004), and Hope doesn’t even begin to explain or j e  them. It is not 

crecbble to believe that merit salary increases and profit sharing will account for 60% 

increases in Client Services (computer-related costs) or Environmental Campliance; or 

that they will be the only reason why Facilities costs are projected to increase by more 

than one-third, or why Operations expenses will increase by nearly 50%. This is a further 

indication that Hope is not exercising any reasonable level of oversight or control over 

charges from DRS. 

Unreasonable Outside Services Expenses (Account 923) 

16 Q. 

17 

18 

19 A. 

20 

21 

22 

In your discussion of outside services costs, you showed that Hope’s costs in that 

area are substantially higher than at least five of the comparable utilities. Are you 

proposing an adjustment for those costs also? 

Yes, I am, but not based on the costs incurred by comparable companies. It is possible 

that some of what Hope calls outside services other utilities may be recovering under 

executive compensation or some other account, and I do not have access to detailed 

information about all of those other companies. As a result, my adjustments to outside 
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1 services are based on specific ir&ormation for Dominion and Hope; not on a comparison 

2 to other companies. 

3 Q. Please summarize your adjustments to outside services expenses. 

4 A My adjustments to outside services total $270,599 as summariized in Schedule SJR-9 

5 Q. 

6 A 

Are these adjustments based on a full audit of DRS charges? 

No, they are not. As I mentioned earlier, I did not conduct a 111 audit of DRS .- that is 

7 

8 

9 

10 

well beyond the scope (in terms of time and budget) af what could be done in a rate case. 

Based on what I found, however, it is my opinion that a full audit from a ratemakmg 

perspective is needed of the Service Company. This is particularly the case since the 

S.E.C. will no longer have any jurisdiction over the Service Company. I would 

11 recommend, therefore, that the Gmmission consider w o r h g  jointly with its 

12 counterparts in other states where Dominion has retail utility operations ( N o h  Caroha, 

13 Ohio, Pennsylvania, and Virginia) to conduct a full-scale audit of the Service C~mpany’s 

14 charges to the operating utilities. 

15 Q. Please give us an overview of your specific adjustments. 

16 A I have identified seven areas where the charges to Hope from the Service Company are 

17 not appropriate for recovery from Hope’s customers. These are s-ized as follows: 

18 Dues and memberships - eliminate $257,794 of Dominion executive dues 
19 and memberships, of h c h  Hope’s share is 1.04%; 

20 0 Entertainment expenses - elinnnate $120,988 of Dominion executive 
21 entertainment expenses, of *ch Hope’s share is 1.04%; 
22 0 Civic and political activities - eliminate $62,177 of Dominion expenses 
23 for civic and political activities, i n c l h g  lobbying, of vhch Hope’s 
24 share is 1.04%; 

0 
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8 
9 

10 

11 Q. 

12 

13 A 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Executive severance payment - eliminate $385,948 of severance payment 
to  dominion'^ gas distribution executive, of which Hope’s share is 9.59%; 

Aviation expenses - eliminate all Dominion aviation expenses charged to 
Hope, totaling $98,607; 

Corporate communications - eliminate all corporate-level Dominion 
charges for advertising and corporate mmmunications that were charged 
to Hope, totaling $81,540; and 
External af€& and policy I- elmmate all Dominion charges for external 
afFairs and policy that were charged to Hope, totaling $48,991. 

0 

Please discuss your first adjustment concerning dues and memberships at the 

Dominion executive level. 

During 2004, Dominion spent $257,794 for dues and memberships for its executives, as 

shown in Schedule SJR- 10 (a document that was provided by Hope as part of our on-site 

discovery conference). Most of the memberships are in private clubs - the 

Commonwealth Club, Capitol Hill Club, Rolling Rock Club, Old N o h  State Club, 

Shoreby Club, and Kdoch Golf Club, for example. In addition, there are thousands of 

dollars in this account where the name of the vendor is not even listed This is very 

distmbing, not just fiom a ratemalung standpoint, but fiom a corporate governance and 

accounting standpoint. 

In any event, I have disdowed all of the dues and memberships for Dominion’s 

executives. Costs for Dominion executives to join private golf, country, or political clubs 

should not be borne by Hope’s customers. Those costs should be paid for by the 

individuals themselves (they are, after all, earning salaries in the hundreds of thousands 

of dollars or more). But if Dominion’s stockholders desire to pay the expenses for its 

executives to join these organizations, then stockholders should bear 100 percent of that 

cost; none of it should be passed on to utility customers. 
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1 Q- 

2 A  

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

How much of this cost has been passed on to Hope? 

That is hard to determine precisely. Most of the entries in &us category do not have a 

specific allocation factor listed I have assumed, therefore, that the general corporate 

operations and maintenance expense (O&MJ allocator applies, which would assign 

1.04% of these costs to Hope. I recognize that &us is not strictly accurate. Some of these 

costs would not have been charged to Hope at all, wMe others (for example costs 

associated with the delivery executives) would have a much higher percentage assigned 

to Hope. Without knowing precisely how each cost was assigned, however, it is my 

opinion that using the general corporate allocator on the entire category is a reasonable 

estimate of the amount that would have been charged to Hope in the test year. Applying 

the 1.04% allocation to the expense of $257,794 would result in a disallowance of $2,681 

from Hope’s test year expense claim, as shown on Schedule SJR-9, h e  1. 

13 Q. 

14 Dominion executive level. 

15 A 

16 

17 

18 

19 

20 

Please discuss your second adjustment, concerning entertainment expenses at the 

l h s  is very simdar to my first adjustment In 2004, Dominion recorded $120,988 in 

entertainment expenses at the executive level, as shown in Schedule SJR- 1 1 (a document 

provided duting on-site discovery). These costs are not appropriate for inclusion in the 

rates charged to Hope’s customers. As is the case with private clubs and similar 

organizations, if Dominion’s stockholders desire to pay for entertaining executives and 

their invitees, then the stockholders should be responsible for 100% of that cost. 

21 Q. 

22 A 

23 

How much of this cost has been passed on to Hope? 

Again it is ddicult to tell. Not every expense has an allocation code listed. So, as I did 

with dues and memberships, I used the overall corporate O&M allocation factor, whlch 
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1 

2 

allocates 1.04% of costs to Hope. %s would result in an adjustment to Hope of $1,258, 

as I show on Schedule SJR-9, line 2. 

3 Q* 

4 

5 A  

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Is your third adjustment, for civic and political activities, similar to the first two 

adjustments? 

Yes, it is. Here aga I am recommending the disallowance of all Dominion executive 

expenditures in two categories: “civic/political activity” and “civic/political lobbymg.” 

The Company provided documents during our on-site investigation that showed total 

expenditures in this area of $62,177, as shown in Schedule SJR- 12 (again, a Company- 

provided document). It is highly inappropriate for Hope’s customers to bear any of the 

costs associated with these activities. Wi le  it may be in Dominion’s best interests to 

engage in political activities, it is udkely that Dominion’s interest will always be the 

same as the interest of its customers. It would be grossly unfair to require Hope’s 

customers to s u b s i b  Dominion’s lobbying efforts and other political activities. As I 

did with the first two hdings, I used the general corporate allocation factor to estimate 

the amount of these costs that were charged to Hope. That estimate is $647 during 2004. 

16 Q. 

17 

18 

19 A 

20 

21 

22 

23 

For the areas covered in your first three adjustments, do you have any reason to 

believe that the amounts shown on Dominion’s print-outs (Schedules SJR-10, -11, 

and -12) are not fully accurate? 

Yes, I do. I reviewed a summary of Dominion’s aviation records for 2004 and there are 

several events listed on those records that certainly appear to be associated with an 

entertainment, civic, or political activity. In many cases, though, there is not an 

associated expense in the entertainment, or political activity print-outs that we received. 

That leads me to question whether the print-outs we received show all such activities. 
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1 Q* 

2 A  

3 

4 

5 

6 

7 

8 

9 

10 

11 

Can you give us an example? 

Yes, I can. The aviation records for July 2004 show trips by Dominion executives to 

Boston, MA, for “Democratic National Convention.” In that month, there is also a trip to 

Wilmington, NC, to “make preparation for Congressman Richard Burr fundraiser on 

August 12.” Similarly, there are several trips around July 20 and 21 to bring Dominion 

executiveS to Richmond for ‘’Dominion golf invitational and & meeting.” All of these 

trips are shown on just one page (out of more than 40 pages of aviation records for 2004), 

whch I have attached as Schedule SJR- 13. 

Importantly, there are no expense entries for any of these events - the Democratic 

National Convention, a conjgessional fundraiser, or a golf tournament - on the civic, 

political, or entertainment printouts that we received 

12 Q. 

13 A 

14 

15 

16 

17 

Are these the only events that appear to be missing? 

, No, they are just an example from one page, Later in 2004, there are similar trips for 

Dominion executives to attend the Republican National Convention in New York City. 

In other months, there are specific trips associated with lobbying, other political 

activities, and entertainment events - most of which do not appear on the entertainment 

or political activity print-outs we received. 

18 Q. What do you conclude? 

19 A 

20 

21 

22 to the regulated utilities. 

I conclude that it is highly likely that there are costr; associated with political and 

entertainment events being recovered through other categories, in addition to what I have 

shown here. This remf‘orces the need for a Ill-scale audit of Service Company charges 
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Q. 

A. 

Q. 

A 

Q. 

A. 

Please continue by discussing your fourth adjustment, concerning an executive 

severance payment. 

Tn September 2004, Dominion's Gas Distribution Executive, Tom Webster, retired. It 

appears that there was a large severance payment paid in that month, of which 9.59% was 

charged to Hope. (See response to on-site request, attached as Schedule SJR-14.) 

How large was the severance payment? 

The payment appears as part of the monthly true-up in executive compensation on DRS 

print-outs. In September, thls h e  item for h e  gas distribution executive was $449,737. 

By comparison, in August, it was $64,561, and in October it was $62,289. I have taken 

the average of the August and October payments, which is $63,425, and subtracted it 

fiom the payment in September. ('The printouts are attached as Schedule SJR- 15.) The 

difference, h c h  is $3863 12, appears to be the severance payment to Mr. Webster. Of 

this mount, 9.59% was allocated to Hope, h c h  is $37,047. I would disallow b s  

mount because it is a non-recurring expense. 

Please discuss your adjustment concerning aviation expenses. 

Dominion has a fleet of at least three, and in some months four, airplanes. As I stated 

earlier in my testimony, Dominion spends in excess of $8 million per year to lease these 

aircraft, pay pilots, maintain the aircraft, pay landing fees, and so on. If Hope were a 

stand-alone company, or even if it were owned by a holdmg campany that did not have 

such far-flung holdmgs, none of this expense would be necessary. 
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How are these aircraft used? 

From the summary of aviation records that I reviewed (roughly a four-page summary for 

each month), it appears that the planes are used for a combination of business, political, 

entertainment, and personal travel. While there are many flights that are clearly business 

related (though, again, they would be unnecessary if Dominion’s holdmgs were not so 

geographically diverse), there are others that do not fall into that category. Earlier, I gave 

some examples of flights associated with political events and entertainment. 

In addition, there are flights that are clearly unrelated to Dominion’s business, but 

are for the personal use of Dominion executives, For example, Dominion’s CEO, 

Thomas Capps, also serves on the boards of directors of two other, unrelated, 

corporations: Amerigroup Corporation and Associated Electric and Gas Insurance 

Services (AEGIS). Mr. Capps uses Dominion’s corporate jet to fly to board meetings of 

those other corporations, and the cost is charged to all Dominion companies, includmg 

Hope. 

Similarly, there are flights whose purpose is simply listed as “personal.” Fwther, 

I also examined detailed aviation records for one month (about 170 pages) that identifj, 

the individuals who took each flight. Several flights list the spouses ofDominion 

executives among the passengers. There is no indication or notation anywhere showing 

that these individuals reimbursed the corporation for any costs associated with the use of 

the corporate planes by the spouses of executives. Again the cost of these trips, includmg 

spousal travel, are charged to all Dominion companies, includmg Hope. 
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1 Q* 

2 A  
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12 Q. 

13 A 

14 

15 

16 

17 

18 

19 

How much did Hope pay in aviation costs during 2004? 

Hope paid $98,607 in aviation costs during the year, accordmg to its response to CAD J-5 

(see Schedule SJR- 16). * Please note that there are three aviation entries on Schedule 

SJR- 16: one each for direct charges to Hope, DRS costs allocated to delivev companies, 

and DRS costs allocated to all companies. With the exception of about $1,000, all of 

these costs were allocated to Hope; the travel did not directly involve Hope’s employees 

or operations. I rmmmend disallowing this entire amount. This travel is undertaken for 

the convenience of Dominion’s executives; it is not &edy related to the provision of 

safe and reliable gas service by Hope. As I stated earlier, if it were not for the 

geographically diverse nature of Dominion’s holdmgs, h s  type of expense would not be 

incurred, and it provides no benefit to Hope and its custorners. 

Does this adjustment disallow all travel expenses? 

No, it does not. The only expenses I disallow are those directly associated with 

Dominion’s aircraft. There are millions of dollars contained in other categories and 

accounfs for travel expenses by Dominion employees, over and above those incurred to 

operate and maintain Dominion’s aircraft. I have not examined all of r)Ominion’s other 

travel expenses, so I don’t know if there are similar problems with those other travel 

expenses (that is, I do not know if there are personal, political, or entertainment items 

included in those). 

* The original response to J-5 was in very small print, so I created Schedule SJR-16 to reproduce in larger print the 
annual total column from J-5. 
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Your next adjustment is for corporate communications. Please explain that 

adjustment 

This is similar to rny adjustment for aviation expenses. Dominion incurs milhons of 

dollars each year for corporate comunications. At least one-half of the expenses in th~s 

category are for advertising, whde the rest appear to be for the internal personnel who 

develop and oversee the corporate communications campaigns. For instance, Dominion 

is the “official energy partner” of the Washtngton Redskins professional football team. 

In my opinion, none of b s  corporate-level expense is necessary in order for Hope to 

provide safe and reliable service to its customers. In 2004, Hope was charged $81,540 

for corporate comunications, as shown on Schedule SJR- 16, page 2. 

11 Q. 

12 charged to Hope? 

13 A 

14 

15 

16 

17 

Are you recommending the disallowance of all corporate communications expenses 

No, my adjustment only covers the costs in &IS category that are allocated to Hope; that 

is, corporate-level expenses. In addition to the $81,540 that I would disallow, Hope was 

charged an additional $34,254 as “direct charges” that I would not disallow. It is my 

understandmg that “direct charges” are item that were done specifically for Hope and, 

therefore7 are unllkely to simply promote the Dominion name. 

18 Q. 

19 adjustment 

20 A 

21 

22 

23 

Your next adjustment is for external affairs and policy. Please explain that 

This is similar to my adjustment to corporate comunidons. Dominion incurs millions 

of dollars each year at the corporate level on external &airs and policy, which is 

basically a nice way of saying lobbying and other political activities. In addition, Hope 

also requests certain “external &airs” services from Dominion that are directly charged 
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4 

5 and policy. 

to Hope. In my opinion, none of these expenses - either the corporate-level charges for 

duch  Hope was billed $41,928 in 2004, or the $6,891 directly charged to Hope 

(Schedule SJR-16, pages 1 and 2) - are necessary in order for Hope to provide safe and 

reliable service to its customers. Therefore, I am disallowing $48,8 19 for external aEairs 

6 Q. Please summarize your adjustments to outside services expenses (account 923). 

7 A. 

8 

My adjustments to outside services total $270,599 as I previously sumnmkd in 

Schedule SJR-9. These &ustments are necessary to eliminate charges fiom the Service 

9 Company to Hope that are not necessary for Hope to serve its customers; are one-he,  

10 non-recurring expenses; or are inappropriate for Hope to charge to its customers. 

11 Revenue from Affiliate for Billing and Collection Services 

12 Q. 

13 

14 

1s A. 

16 

17 

18 

19 

20 

21 

22 

You mentioned earlier that Hope has an agreement to provide billing, collection, 

and other services for an affiliate, DPS. Why does Hope receive revenue from that 

company? 

DPS sells a service to Hope customers called the Cm Line RepairReplacement Program 

(GLRP). It is essentially an insurance program under whlch a Hope customer pays a 

monthly fee to DPS, and if the customer’s gas service line (the line fiorn the curb to the 

meter) ever needs to be repaired or replaced, DPS will pay the cost of doing so. 

In reality, though, DPS doesn’t provide any services itself. It has entered into a 

contract with Hope to provide all services to DPS customers in Hope’s service territoIy 

(DPS has similar arrangements with Hope’s sister gas distribution utilities, Peoples Gas 

in Pennsylvania and East Ohio Cms in Oho). A copy of the contract is attached as 
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1 Schedule SJR- 17. Under that contract, Hope provides all billing and collection services 

2 for the GLRP fee, for ~ c h  Hope receives compensation of 8 cents per bill. In addition, 

3 

4 

if a gas service line ever needs to be repaired or replaced, Hope does the work or 

contracts with an outside contractor, and then bills DPS for the cost of doing so. 

S Q. Did the Commission review and approve the contract between Hope and DPS? 

6 A The Commission reviewed the contract and granted its consent for Hope to enter into the 

7 

8 

contract with DPS (then known as CNGPS). Case No. 99-0348-G-PC (Aug. 24, 1999). 

In doing so, however, the Commission stated that it was not “specifically approving the 

9 terms and conditions” of the contract, and that “the Commission has Continuing authority 

10 

11 

to reopen or further review and, if necessary, mod@ the contract and to require specfic 

ratemaking treatment for Hope Gas, Inc.” 

12 Q. Do you have concerns with this contract from a ratemaking perspective? 

13 A 

14 

Yes, I do. I have concerns with the entire structure of the agreement, since Hope is 

responsible, either directly or indirectly, for doing most of the work but is receiving just a 

1s tiny fiaction of the total revenue that customers are paying. More specifically, though, 

16 fiorn a ratemaking perspective I find the 8 cents per bill that Hope is receiving to be 

17 

18 

19 

20 

21 

22 

grossly inadequate compensation for the service it is providmg. 

The 8 cents per bill is supposed to cover a reasonable portion of Hope’s costs for 

billing, payment processing, customer inquiry, payment remittance, and related services. 

These are all costs that Hope would record in account 903 that I discussed earlier. 

Hope7s going-level expenses, as I developed on Schedule SJR-4, are $43.17 per customer 

per year, or approximately $3.60 per bill. Even if Hope’s costs in this account are 
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23 

adjusted as I recommended (to be similar to the costs of comparable companies), its costs 

stdl would be nearly $1.50 per bill. 

Moreover, according to some of the Six Sigma project documents that I reviewed, 

it appears that Hope’s cost for call center services is between $3.00 and $4.00 per call. 

With costs of th~s magnitude, I do not consider 8 cents per bill - which is supposed to 

compensate Hope for all services, including calls to the call center - to be a reasonable 

level of compensation to Hope. 

How does 8 cents per bill compare to costs received by other utilities for similar 

arrangements? 

The 8 cents per bill is considerably lower than the costs: received by two other utilities T 

identified that have s d a r  arrangements with aff;iliates. The first is Peoples Gas, a sister 

company of Hope, that has the same type of program with DPS in Pennsylvania 

Accordmg to an audit report issued by the staff of the Pennsylvania Public Utility 

Commission in January 2003, “Daminion Peoples is allowed to charge $0.15 per bill for 

including a monthly surcharge for the Gas Line Replacement Program on Dominion 

Peoples’ customers’ bills.” A copy of the relevant pages (16 and 17) from the audit 

report are attached as Schedule SJR- 18. Thus, an affiliate of Hope’s apparently receives 

almost twice as much as Hope does for providmg exactly the same service. 

In addition, affiliates of American Water Works Corporation provide a similar 

service line repair program for their water customers. I have attached as Schedule 

SR-  19, a copy of the payment provisions in the contract between Pennsylvania 

American Water Co. and its affiliate, American Water Resources, Inc. That contract, for 

providing billmg and related services that are essentially identical to those that Hope 
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provides, calls for the afliliate to pay a billing fee based on the number of customers 

billed, plus an additional fee ($5.61 per call) for each call received in the call center 

concerning the replacement program For the number of customers that Hope is billing, it 

would receive about 32 cents per bill (the 30 cents shown in the contract, escalated for 

da t ion  since 2002). This is four times the amount that Hope receives from its a€€iliate. 

In addition, under an agreement like the American Water agreement, Hope would receive 

a call center fee for each call concerning GLRP. 

8 Q. What do you conclude? 

9 A I conclude that this is yet another instance where Hope is not exercising reasonable care 

and ddigence in overseeing its relationship with afliliated companies. In my opinion, the 

compensation that Hope receives for providing billing, collection, payment processing, 

call center, and related services should be at least 32 cents per bill, as would be provided 

under the American Water agreement. This should be the absolute minimum that Hope 

receives, since American Water also charges an extra fee for calls to the call center. On 

Schedule SJR-20, I calculate that the eEect of this adjustment would be to increase 

Hope's going-level Mscellaneaus Revenues by $23,463" 

10 

11  

12 

13 

14 

15 

16 

17 Summary and Conclusion 

18 Q. Please summarize the effect of your adjustments. 

19 A 

20 

21 

My h t e d  review of Hope's relationships with its aftiliates has idenaed three accounts 

that should be adjusted to properly remove excessive costs, or add reasonable revenues, 

due to Hope's relationships with afliliated companies. 
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Hope’s customer records and collections expenses are extraordinarily high when 

compared to gas distribution utilities that are comparable to Hope. If Hope were a stand- 

alone utility or an miate of a Merent holding company, its customer costs would be 

less than half of those that it incurs as a Dominion company. There is no reason that 

Hope’s customers should be penalized by Hope’s aftiliation with Dominion. I have 

adjusted Hope’s customer costs, therefore, to be more in line with its peers. Th.~s results 

in a reduction in customer costs of $2,938,000. 

Second, Hope has improperly included charges for seven categories of expenses 

in its claim for outside services expenses. The expenses I identified are p r i d y  for 

expenses incurred at the Dominion corporate level that should not be included in the cost 

of providmg ublity service by Hope or any of Dominion’s other utkty operating 

companies. These include costs to support Dominion’s fleet of airplanes, country club 

dues, entertainment expenses, lobbying, and corporate communications. In addition, I 

have removed a one-time, nonrecurring expense associated with the retirement of a 

Dominion executive who oversaw gas distribution operations. In total, Hope has 

included $270,599 in outside services expenses that are not properly chargeable to 

Hope’s customers. 

Third, I have adjusted Hope’s miscellaneous revenues to reflect revenue that 

Hope should receive from an afEiliate for h c h  Hope provides bilhg, collection, call 

center, and other customer services. The current contract, h c h  pays Hope only 8 cents 

per bill, does not adequately compensate Hope for the services provided, Based on 

s d a r  contracts in place for other utilities, I have determined that Hope should be 
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Finally, the findmgs of my investigation, coupled with the recent repeal of the 

1935 Act, highlight the need for an increased role by this Commission in overseeing and 

auditing Hope’s relationships with fl iated companies. In large part, my adjustments 

are necessary because of Hope’s inadequate oversight and lack of vigdance in working 

with, and reviewing charges f i o ~  af3hated companies. Adjustments of h s  magnitude, 

based on just a limited review of Hope’s affiliated operations, are a powerfbl indication 

that (1) Hope needs to do much more to determine the reasonableness of its affiliated 

relationships, and (2) the Commission should consider an enhanced level of oversight 

over Hope’s fl iated relationships - includmg a multi-state audit of the Service 

company. 

13 Q. Does this conclude your direct testimony? 

14 A Yes, it does. 
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This DRS Services Agreement (this "Agreement") is entered into as of the 1st day of 
January, 2003, by and between Hope Gas, Inc., a West Virginia corporation (the "Company"), 
and DOMNION RIESOURCES SmWCx3s, MC., a Virginia corporation, ("DRS"). DRS is 
somtha referred to herein as "Service Company". 

WHEREAS, each of the Company and DRS i s  a direct or W i t  wholly-owned 
subsidiary of Dominion Resources, b. ("Dominion"), a registered holding company subject 
to regulation as such by the-Secwities and Exchange Commission ("SEC") under the Public 
Utility Hoidmg Company Act of 1935 f" 1935 Act"); 

TVHEREW, DRS has heen formed for the purpose of providing administrative, 
management and other services to DO&OR and its subsidiaxies ("Dominion Comp2nies") as a 
subsidiary sehice company under M e  88 of the mles and regulations of the SEC for 
hpfemntation of the 1935 Act, 17 C.F.R. Section 250.88; 

' 

wHE.REAS, the coolpany believes that it is in the interest of the Company to provide 
for an arrangement whereby the Company may, from time to tirne and at the option of the 
Company, agree to purchase such administrative, management and offim services €ram DRS; 

NOW, T E k i ~ O R E ,  in consideration of the mutual covemnts contained herein and 
other valuable considehion, the receipt and sufficiency of which are hereby acknowledged, 
the parties hereto, htendhg to be legally bound, hereby agree as follows: 

I. SERVICES OFFERBD. Exhibit I hereto lists and describes dl of the services that 
are available h r n  DRS. DRS hereby offers to supply those service8 to the Company. Such 
services are and will be provided to the Company only at the request of the Company. 

' A. Initial Selection of Services. Exhiiit II lists the services the Company hereby 
agrees to receive &om DRS. 

13. Annual Selection of Services. DRS shall send an armual service prqosal form 
to the Company on or about December 1 listing services proposed for the coming calendar 
year. By December 31, the Company shall notify DRS of the services the Company has 
elected to receive fmrn DRS during the following calendar year. 

III. PExcso1vNEL. The: DRS will provide services by utilizing the services oE such _. 
executives, accountants, financial advisers, technical advisers, attorneys, engineers, geologists 
and other persons as have the necessary qualifications. 
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If necessary, DRS, after consultation with the Company, may also mange for the 
services of n o d m  experts, consu~tants 
of any of the services supplied under this Agreement. 

attorneys in cmntxtion with the performance 

IV. COMPENSATION AND ALIX)CATION. As and to the exteat required by law, 
DRS will provide such services at cost. Exhibit I[I hereof contains rules fbr detexnrining and 
allocating costs for DR5. 

A. Modification of Services. The Company may m o w  its selection of services at 
any time during the calendar year by giving DRS written notice of the additiional services it 
wkhes to receive, and/or the services it no longer wishes to receive, from DRS. The 
requested moditication in services shall take effect on the first day of the fist c a l d a r  month 
beginning at least thirty (30) days after - -  the Campany sent writ@% not'mJo DIG. 

B. Modification of Other Terms and Conditions. No &her amendment, change or 
modification of this Agreement shall be valid, unless made in writing and signed by all parties 
hereto. 

C. Termimtion of this Agreement. The Compy may terminate this Agreement 
by providing sixty (60) days advance written notice of such termination to DRS. DRS may 
taminate this Agreement by providing s i x t y  (60) days advance written notice of such 
termination to the Company. 

This Agreement i s  subject to tednatian or modification at any time to the extent its 
performance may conflict with the provisions of the 1935 Act, or with any rule, regulation or 
order of the SEX adopted before or after the making of this Agreement. This Agreement shall 
be subject to the approval of any state commission or other state regulatory body whose 
approval is, by the laws of said state, a legal prerequisite to the execution and delivery or the 
p e r f o m c e  of this Agreement. 

VI. NOTICE. Where written notice is F ~ @ I V ~  by this Agreement, said notice sbaU be 
deemed given when mailed by United States registered or certified &I, postage prepaid, 
return receipt requested, addressed as follows: 
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a. To the Comppy: 

Hope Gas, Inc. 
P.O. Box 2868 
Clarksburg, WV 26301-2868 

b. ToDRS: 

Dominion Resources Services, Inc. 
220  Tredegar Street 
Richmond, VA 23219 

W. GOVERNTNG LAW. This Agreement shall be governed by md conswed in 

VIII. ENTIRE AGIWDE". Tbis Agreermnt, together with its exhibits, constitutes 

accordance with the laws of Virginia, without regard to thek con€ii@ of laws provisions. 

the entire understanding and agreement of the parties with respect to its subject matfer, and 
effective upon the execution.of this Agreement by the respective parties hereof and &ereto, any 
and all prior agreements, understandings or representaRions with respect b this subject matter 
are hereby terminated and cancelled in their entirety and are of no firrther force and effect. 

K. WAIVER. No waiver by any party hereto of a breach of any provision of this 
Agreement shall constitute a waiver of any precedii or succ- breach of the same or any 
other provision hereof. 

X. ASSCSNIMENT. This Agreement shall inure to the benefit of and shall be binding 
upon the pa.rtia and their respective successors and ass2gns. No assignment of this Agreement 
or any party's rights, interests or obligations hereunder m y  be made without the other party's 
consent, which shall not be weasonabiy withheld, delayed or conditioned; provided, . 
however, that, subject to the requirements of applicabIe state and federal regulatory law, either 
party may assign its rights, inrerests or obligations under this Agreement to an affiliate as that 
term Ls defined in the 1935 Act, Without the consent of tfie o h r  part>.. 

XI. S E t V E R A B ~ .  If any provision or provisions of this Agreement shaIl be held 
to be inva3id, iIlegal, or unenforceable, the validity, legality, and enforceability of the 
remaining provisions shalI in no way be aft'ected or impaired thereby. 

c XII. l3F~cTIVE DATE. This Agreement is effective as of January 1,2003, 

3 
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IN WITNIEISS 7VHEEEOP, the parties have caused this Agreement to be duly e x d  
as of the date first above mentioned. 

HOPE GAS, ZNC. 

3Y 

Senior Vice President 

. .  . . ... " ""._ 
. .  . .  

, : "." : ; :. :. ::. -'.. 

. .", , I  . 

. . - ... . 

" .  
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I!2mI3IT I 

1. A~unting.  Provide advice and assistance to Domhion Companies in 
a m w h g  matters, including the development of accounting practices, procedures and 
controls, the maintenance of the general ledger and related subsidiary systems, the preparation 
and analysis of f m M  reports, and the processing of Certain accounts such as accounts 
payable, accounts receivable, and payroll. 

2. Auditing. PeriodicaNy audit the accounting records and other records 
maintained by Dominion Companies and coordinate their emination, where applicable, with 
that of independent public accountants. The audit staff will report on their examhation and 
submit recommeWtions, as appropriate, on kgroving metbods o€ i n & d  control and 
accounting procedures. 

3. Legal and Regulatory. Provide advice and assistance with respect to 
legal and regulatory issues as well as regulatory compliance, including 1935 Act Buthorizatim 
and cornpliaxlce and regdatory matters under other Federal and State laws. 

4. Information Technology, EIectrOnic Transmission and Computer 
Services. Provide the organization and resources for the operation of an information 
technology function including the development, implementation and operation of a centralized 
data processing facility and the management of a telecomunications network. This fm&ion 
hcludes the central processing of computerized applications and support of individual 
applications in Dominion Companies. Develop, implement, and process those oomputerized 
applications for D d o n  Companies that can be economically best accomplished on a 
ten- basis. 

5.  Software Pooling, Accept from Dominion Companies ownership of' and 
rights to use, assign, license or sub-license dl software ompi, acquired or developed by or 
for Dominion Companies which Dominion Companies can axxi do transfer or assign to it. 
Preserve and protect the rights to all such software to the extent reasonable and appropriate 
under the circumsbnces; fiense Dominion Companies, on a non-exclusive, na-chge GT at- 
cost basis, to w e  alI software which DE.3 has the right to sell, license or sub-license; and, at 
the relevant Dominion Companies' expense., permit Dominion Companies to enhance any such 
software and license others to use all such soffware and enhancemm to the extent that DRS 
shall have the legal right to so permit. 

. "  ..,... " "  . I ~- . . ." ,... ","".. 1 . . " -  . " . . I .  " .  ~ .-.,." ..... 1.1- I .  "," .. " , . . I .  I .." .... , .  .". . . .. . . . . .  
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6. Employee BenefiWPension. Investment. Provide central accounting for 
employee benefit and pension plans of Dominion Companies. Advise and assist Dominion 
Companies in the adminktratim of such plans and prepare and maintain records of employee 
and company accounts under the said plans, together wieh such s&tistical data and reports as ___ 
are pertment to the plans. 

7. Human Resources. Advke axld assist Dominion Companies in the 
formulation and administration of buman resources policies and pmgrams relating to the 
relevant Dominion Companies' labor relations, personnel administration, training, wage and 
salary administration and safety. 

8. Operations. Advise and assist Dominion Companies in. the study, 
plamhg, engineering and construction of energy plant Edcilities of each Dominion Company 
and of the Dominion Companies as a whofe, and advise, assist and manage the planning, 
engheering (inchding maps and records) and constmctkon operations of Dominion Companies. 
Develop long-range operational prograrns for all the Dominion Compdes and advise and 
assist each such Dominion Company m the coordination of such programs with the program 
of the other Dominion Companies. 

9. Executive and Administrative. Advise and assist Dominion Companies 
in the solution of major problems and in the formulation and execution of the general plans and 
policies of Dominion Companies. Advise and assist Dominion Companies as to operations, the 
~ssuance of securities, the preparation of filings arising ouf of or required by the various 
Federal and &.a& securities, business, public utilities and corporation laws, the sdecgon of 
executive and administrative personnel, the representation of Dominion Companies before 
regulatory bodies, proposals for capital expenditures, budgets, fbamimg, acquisition and 
disposition of properties, expansion of 'business, mte structures, public xeMonsh@s and other 
dated matters. 

10. Bushess and Operations Services. Advise and assist Dominion 
Companies in a l l  rnatters relaw to operational capacity and the preparation and caordination 
of operathg studles. Mzmge Dominion Companies' purchase, movement, transfer and 
accounting of fuel and gas volumes. Compile and communicate info&ox~ relevant to . 
company operation. Perform geaeral business and operations support services, including 
busiaess, plant and facilities operation, maintenance and management, travel, aviation, fleet 
and mil services. 

11. Exploration and Development. Advise and assist Dominion CompanieS 
in all geological and exploration matters including the acquisition and surrender of aaeage and 
the deiil=lop& of underground storage facilities. 

12. Risk: Mmgemmt. Advise and assist Dominion Companies in securing 
requisite insurance, in Ehe purchase and administration of all property, casualty and marhe 
insurance, in the settlement of insured claims and in providing risk prevention advice. 

2 
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Schedule SJR-1, page 7 of 16 

I .  

13. Marketing. Plan, formulate and implement aarketing programs, as well 
as provide associated mmketing services to assist Dominion. Companies with improving 
customer satisfaction, load retention and shaping, growth. of energy sales and deliveries, 
energy c o m a t i o n  and efficiency. Assist Dominion Companies in cBrryixI$ out policies and 
program for the development of plant lacations and of industrial, cxmnercial and wholesale 
rpaxkets and assist with cmmunity redevelqpment and rehabilitation programs. 

14, Medical. Direct and administer all medical and health activities of 
Dominion Companies. Provide system of physical examhation for employment and other 
purposes 2nd direct and administer program for the prevention of s k k ~ ~ ~ s .  

15. Corporate Phdng.  Advise and assist Dominion Companies in. the 
. study ami planning of operations, budgets, economic forecasts, capital expenditures and special 

projects. 
. * "  

16. m l y  Chain. Advise and assist Dominion Companies in the 
procurement of real and personal property, materials, supplies and services, conduct purchase 
negotiations, prepare procurement agreements and &minister programs of mterial control. 

17. Rates. Advise and assist Dominion Companies in the analysis of their 
rate structure in the formulation of rate policies, and in the negotiation of large contracfs. 
Advise and assist Dominion Companies in proceedings before regulatory bodies involyhg the 
rates and operations of Dominion Companies and of other competitors where such rates and 
operatiom diredy or indirectly affect Dominion Companies. 

18. Research. Investigate and conduct research into problems relating to 
production, utilization, testing, manufacture, transmission, storage aad distribution of energy. 
Keep abreast of and evaluate for Dominion Companies all research developments and 
programs of significance af3kcting Dominion Companies and the energy industry, conduct 
research and development in promghg areas and advise and assist in the solution of teclrnical 
problem arising out of Dominion Compa~ie~' operations. 

19. Tax. Advise and assist Dominion Companies in the preparation of 
Federal and other tax returns, and generally advise Dominion Canpanes as to any problems 
involving taxes including the provision of due diligence in corneaion with acqulsitiom. 

20. Corporate Secretary. Provide all necessary finctions required of a 
publicly held corporation. Coordinate Wormation and activities mung shareholders, the 
transfer agent, and Board of Directors. Provide direct services to security holders. Prepare 
.and file required mual and interhn reports to shareholders and the SEC. Conduct the annual 
meetbg of shareholders and ensurt: proper maintenme of corporate records. 

21, fnvestor Relations. Provide fair and accurate analysis of Donhion and 
its operating subsidiaries and its outlook w i t h  the financial comm~ty. E & m  Dominion's 
position in the energy industry. Balance and diversify shareholder investment in Dominion 

3 
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through a wide range of activities. Provide feedback to Dominion and its operating subsidiaries 
regarding investor co~~cexns, trading and ownerships. Hold peridlic analysts meetings, and 
provide various operating data as requested or required by bvwtms. 

22. Environmental Compliance. Provide consulting, cleanup, and othEsr 
activities a6 required by Dominion Companies to emre full compliance with appLicable 
enviromntai statutes and regulations. 

23. Customer Services. Provide services and system dedicated to customer 
service, iacIudhg bdling, remittance, credit, collections, customer relations, call centers, 
energy conservation support and metering. 

24. B r g y  Marketing. Provide services and systems dedicated to energy 
marketing, incfuding marketing and irading of energy coanmodities, and energy price risk 
management and development of marketing and sales program in physical and f i i a l  
markets. 

25. TreasuqdFinance. Provide services reiated to managing all 
administrative activities associated with financing, inclucbg management of capitdl structure; 
cash, credit and risk management activities; investment and commercial banking relationships; 
oversight of decommissioning trust W s  and general financing activities. 

26. External Affairs. Provide services in support of coprate strategies for 
managkg relationships with federaI, state and local gavermnents, agencies and Iegislative 
bodies. Formulate and assist with public relations, advertising, and externallinternal 
comunicatiom programti and with the admhistmtion of corporate contriiution and 
c o m d t y  a s  p r o m .  

i 

4 
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si3Eu€?m If 

SERVICES THE COMPANY AGREES TO RECEM FROM DRS 

SERVICE YES NO 

1. 

2, 
3. 
4. 

5. 
6. 
7. 
8. 
9. 
10, 
11. 

12. 
13. 
14. 
15. 

16. 
1 7. 
18. 
19. 
20. 
21 * 
22. 
23. 
24. 
25, 
26. 

Accounting 

Auditing 
Legal and Regulatory 
Information Tedmology, Electric Transmission and 
Computes Services 
Soflware PooTing 
Employee BenefitdPcnsion Investr6ent 
Human Resources 
Operations 
Ekecutive and Administrative 
Business and Operations Services 
Exploration and Development 
Risk Management 
Marketing 
Medical 
Coxporate Planning 
Supply Chain 
Rates 
Research 
Tax 

Corporate Secretary 

Investor Relations 
Em4.romentaI Compliance 
Customer Services 
Energy Marketing 
T~easurylF~mce 
E x t d  Affairs 

X 
X 
X 
x 
X 
x 
X 
x 
X 
x 
x 
X 
X 
X 
x 
X 
x 
X 
X 
x 
X 
X 
X 
x 
x: 
x 
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E-IT III 

NETBODS OF ALLOCATION ROR DRS 

DRS shall allocate costs among companies receiving service from it uder this and similar 
service contracts using the following methods: 

I The costs of renderinp; service by DRS will include all costs of doing business hcludhg 
interest on debt but excluding a return for tbe use of equity capital for which a0 charge 
will be made to Dominion Companies. 

II A. 
expenses of each department will include: 

DRS will mahtgin a separate record of the expenses of each department. The 

1 * those expenses that are directly attributable to such department, and 

2. an appropriate portion of those office and housekeeping expenses that are 
not directly attributable to a department but which. are necessary to the 
o p t i o n  of such department. 

B. Expenses of the department will include salaries and wages of employees, rent 
and utilities, materials and supplies, depreciation, and all other expenses 
attributable to the departmr=nt. The expenses of a dqarttnent will not include: 

1. those incremental out-of-pocket expenses that are hcurted for the direct 
benefit and convenience of an individual Dmhion Company or group of 
Dominion Companies, 

2. DRS overhead experkes that are amibutiible to minmining tb corporate 
existence of DRS, and al l  other incidental overhegd expenses including 
those auditing fees, internal auditing department exgenses and accounting 
department expenses attdbutabb to DRS. 

C. DRS will establish annual budgets for controlling the expenses of each 
department. and for determining estimated costs to be included in interim 
montbly billing. 

III A. Employees in each department will be divided into two groups: 

1. Group A will include those employees rendering service to Dominion 
Companies, and 

- . " " " " . " " "  ._.. ..... "-...._"." ",.".." ....,,. ~ ,,.. . " , " . . ,  , " . ~ . . .  " . ." , . .  . t .. ..-,.. .~.,, ". " ~. "" .  - . 
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VI  

2. Group 3 will include those office and generai service employees, such as 
secretaries, file clerks and administrative assistants, who generally as* 
employees in Group A or render other housekeeping services arid who 
are not engaged directly in rendering service to each Dominion Company 
or a group of Dominion Companies. 

3. Expenses set forth in Section It. above wilr be separated to show: 

1. salaries and wages of Group A employees, and 

2. afl other expenses of the department. 

C. There wi31 be a#ributed to each dollar of a fsroup A employee's salary or wage, 
that percentage of all other expenses of such employee's department (as defined 
ia B above), that $u&- employee's salary or wage is to the total Group A salaries 
and wages af that depaxtment. 

D. Group A employees in each department will maintain a record of the time they 
are employed in rendering service to each Dominion Company or group of 
Dominion Companies. An hourly rate will be determined by dividing the total 
expense attributable to a Group A employee as determined under subsection C 
above by the productive hours reported by such emplayee. 

The charge to the Dominion Company for a particular service will be d e t d e d  by 
muXtiplyhg the hours reported by Group A employees in rendering such service to each 
Dominion Company by the hourly rates applicable to such employees. When such 
employees render service to a group of Dominion Companies, the charge to each 
Dominion Company will be determined by multiplyiag the hours afkributable to the 
Dominion Company under the allamtian fannulas set forth in Section IX of this Exhibit 
by the hourly rates applicable to such employees. 

To the extent appropriate and practical, the foregoing computations of hourly rates and 
charges may be determined for groups of employees within reasonable salary range 
limits. 

Those expenses of DRS that are not included in the annual expense of a department 
under Section II. above will be charged to Dominion Companies receiving service as 
follows: 

A. Incremental out-of-pocket costs incurred for the direct benefit and convenience 
of a Dominion Company or group of Dominion Companies will be charged 
djrectty to such Dominion Company or group of Dominion Cornparries . Such 
costs incurred for a group of Dominion Companies will be allocated on the basis 
of an appropriate formula. 

2 
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B. DRS overhead expenses referred to in. Section U above will be charged to the 
Dominion. Company either on the proportion of direct charges to that D d o n  
Company or under the allocation formulas set forth in Section TX of this 
Exhibit. 

Notwitbtaudhg the foregoing basis of & t e e  cost allocations for billing 
purposes, cost allocations for certain services involving machine operations, production 
or service Units, or facilities cost will be determined on an appropriate basis estab1kha-I 
by DRS, 

Monthly. bills will be issued for the services rendered to the Dominion Corrapany on an 
actual basis. Kowever, if such actual information is not available at the h e  of 
preparation of the monthly bill, estimates may be used. l3stimates will m d y  be 
predicated on service department budgets and estimated productive hours of employees 
'for the year. Af&e end of each quarter, estimated figures will be revised and 
adjustments WB be miide in amoms billed to give effect to such revision. 

When Group A employees render services to a group of Dominion Companies, the 
following formulas shall be used to allocate the time of such employees to the 
individual Dominim Companies reviving such servicrs: 

A. The Service Department or Function formulas to be used when employees 
render services to all Dominion Companies partiCipathg in such service, for the 
services indicated are set forth below. 

Service Department 
or Function 

Accomlsiag : 
Payroll Processing 

A c w m  Payable Processing 

Fked Assets Accounting 

Accounts Receivable Processing 

Infomation Technology, Electronic 
2+hans&slon, and Conrplster Services: 
LDCIE;DC Computer Applications 

Other Computer Applications 

. .. . ... ." "."l"" .......... " I . . .  .. .".." 1 1 1 1 . 1 ,  ...... ". .... "..l..."I".-."-"..." .".. .........., . 

Number of employees on the previous December 
31"'. 
Number of accounts payable documents prawssed 
during thrt preceding year ended December 31st. 
Dominion Company fjxed assets added, retired or 
transferred during the preceding year ended 
December 31st. 
Number of payments processed during the 
preceding year ended December 31st. 

Number of customers at the end of the preceding 
year ended December 31sL 
Number of users or usage of specific computer 
systems at the end of the preceding year ended 
December 31st. 

3 
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Service Department 
or Ftliciion 

. Network Computer Applications 

Telecommunications Applications 

Hwmm Resources: 
Human Resources 

Facility Services 

Security 

supply 

Rilrk M m g m e a :  
Risk Management 

Mmketlng: 
Shared Projects 

Other Indirect Costs 

Me&cul: 
Medical Services 

Basis of Allocation 
N m b a  of network devices at the end of the 
preceding year ended December 31st. 
Number of klmommu~cations units at the end of 
the preceding year ended December 31s 

The number of employee and annuitant accowlts 
as of the precediig December 31st. 

The number of employees as o€ the preceding 
December 31st, 

Energy sale and deliveries for the preceding year 
ended Decerriber 3 1". 
Square footage of office space as of fhe preceding 
year ended December 3 1st. 
N u b r  o f  vehicles as of the preceding December 
315t 
The number of employees as of the preceding 
December 3 1st. 
Gas vohnnes purchased for each Dominion 
Company for the preceding year e d d  December 
31s. 

Imuraace premiums for the preceding year ended 
December 31st. 

Annual marketing p h  expenses for the preceding 
year ended December 3 18', 
Total marketing direct and shared project costs 
bjlled to each Dominion Company for the 
preceding year ended December 31st. 

Number of employees on the previous December 
3 1". 

4 
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Coporate Plming: 

corporate Planning 

suppky chain: 
Purchasing 

Materials Management 

Total capitalizaton recorded at preceding 
December 31st. 

Dollar value of purchases for the precedhlg year 
d e d  December 3 1st. 
Material inventory assets as of tXre preceding year 
ended December 31st. 

Tax= 
Tax Accumting and Complliarrce The suin of the total inCatne and total deductions 

as reported for Federai Income Tax purposes on 
the last return filed. 

Customer Servicex: 
customer Payment (Remittame) 
Processing 
Other Customer Services 

Deasury/ Finance: 
Treasury and Cash Management 

Rates 

Number of customer payments processed during 
the preceding year ended Decentber 31st. 
For metering, the number of gas or electric meters 
for the preceding year ended December 31"; 
otherwise the number. of customers for the 
preeedmg year ended December 31". 

Total capitalization recorded at preceding 
December 3 1". 

Total regdated company opera- expexlses, 
exctuding purchased gas expense, purchased 
power expense (icIuding fuel expense), other 
purchased products and royalties, for the 
preceding year ended December 31st. 

5 

Gross revenues recorded during the preceding 
year ended December 31st. 

._,,,.I ... I ,*. . " . " "  "_ ._. ... .._. . . ..,. "...*." .... , ., ".... .... . I ". . . . . . . I .  .*..._..... ".I_ . . . I , . .,." ,.... "~,,"...~-." . -,..........,,... ,.. , .,,, 



Schedule SJR-1, page 15 of 16 

B. Camparry Group F ~ l a s  to be used in the absence of a service department or 
function formula or when service rendered by employees is for a different group of 
Dominion Companies than those companies regularly participating in such service: 

All Dominion C~mpanie~ 
.(incIudes all D m W n  
C o m p h  except DRS) 

Total operatbg expenses, excluding purchased 
gas expense, purchased power expense (including 
%el expense), ather purchassd products and 
royalties, for the preceding year ended December 
31' for the affected Dominion Cotpanies. 

C. If the use of a bask of allocation would result in an inequity because of ,a change in 
operations or organization, then DRS m y  adjust the basis to effect an equitable 
diStribUtiCXtl. 

6 
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HopeGas, Inc. 
P.O. BOX 2868 
CltUkStrurg, WV 26301-2868 

Effdve J m w  1,2003, Hope Gas, h. entered into arevised services agreement 
e(Revised Savices Agreement") with Dominion Resources Services, Inc. (L'DRI Services"). 
Pursuant to the Revised Services Agreement your compmy ("Company"') initially el&ted to take 

. certain services frum DRI savices. 

Under the terns ofthe Revised Services Agreement the Company is to be provided, on 
an mud basis, with the opportunity to select those services which it desires to receive firam 
DN Services, Accordingly, DN Sefirices hereby requests that the Cc~mpany acknowledges its 
dwtion to contime receiving services &om DRI Services by having an authorized officer sign in 
the space below. The Company m y  choose to modify its selection of services at this time by 
providing DRI Services with ~tth notice of such modification. Until DRI Services has been 
so notified, it will conthe to offer and provide the Company with lfm'initial services elected 
under the Revised Services Agreement. 

EEedve January I, 2005. 

*Seen and Agreed: 
Hope Gas, Inc. 

Dominion Resources Services, Inc. 

PreGdent and Chief Executive Officer 

i By: I 

i: 
f 

*Please have an authorized officer ofthe Company sign this letter and return to Dominhm 
ResourcRsServiCes, Inc., d o  Karen Chapman, 100 Tredegar Street, Rchond, Virginia 23219. 
Any qwstians may be directed to Sharon Burr at (804) 8 19-2 17 1. 

I 
f 
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Schedule SJR-3 
Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 05-0304-G42T 

Comparable Natural Gas Distribution Utilities in W or Neighboring States 
(all data, except Hope Going Level, from annual reports to State PUC/PSC for 2004) 

Company - 
Atmos Energy (KY) 
Columbia Gas (KY) 
Union LH&P (KY) 
PG Energy (PA) 
PPL Gas (PA) 
TW Phillips (PA) 
Mountaineer Gas OM/) 

Avg. Resid. 
Customers 

161,069 
87,519 
83,028 

142,703 
65,952 
56,750 

183,551 

Avg. Total 
Customers 

181,515 
97,114 
90,538 

157,749 
75,539 
61,084 

202,860 

Sales 
Revenues 
($million) 

186.6 
123.0 
118.8 
264.6 
114.9 
101.8 
266.3 

Sales 
(BCF) 

19.02 
9.87 

10.81 
24.79 
10.51 
5 0.39 
24.90 

Dominion Hope (WV) 106,649 1 15,707 148.2 13.76 
Hope Going Level 1 06,169 1 16,090 144.7 13.47 

Notes: 
Customers, Sales Revenues, and Sales excludes transportation 
Hope going level excluding transportation from Stmt. D, Sch. 1 (customers and sales), and 

Stmt. A Sch. 1 and Stmt. G, Adj. 6 (revenues) 

Criteria for similar utilities: 
In WV or neighboring state with annual report data for 2004 available on-line (excludes MD and VA) 
Residential customers, total customers, sales revenues, and sales within range of 1/2 to 2 times 

National Fuel Gas excluded because PA annual report includes data for NY operations 
Dominion Hope (excludes several large and very small LDCs) 



Schedule SJR-4 
Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 05-0304-G-42T 

Average Customer Costs (ak 903) for Comparable Gas Utilities 
(all data, except Hope Going Level, from annual reports to State PUClPSC for 2004) 

Company 
Atmos Energy (KY) 
Columbia Gas (KY) 
Union LH&P (KY) 
PG Energy (PA) 
PPL Gas (PA) 
TW Phillips (PA) 
Mountaineer Gas OM/) 

Account 
903 

($1 000) 
1,287 
2,758 
1,584 
3,672 
1,934 
1,136 
3,413 

alc 903 
per Customer 

7.09 
28.40 
17.50 
23.28 
25.60 
1 8.60 
16.82 

alc 903 
per $1 000 
Revenue 

6.90 
22.42 
13.33 
13.88 
16.83 
11 .I6 
12.82 

alc 903 
per MMCF 

Sales 
67.67 

279.43 
146.53 
148.12 
184.02 
109.34 
137.07 

Weighted Average 18.22 1 3.42 143.1 1 
Weighted w/o high and low 19.97 13.55 144.21 

Dominion Hope (WV) 1,831 15.82 12.35 133.07 
)Hope Going Level 5,012 43.1 7 34.63 372.09 
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Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 05-0304-G42T 

Average Outside Services Costs (dc 923) for Comparable Gas Utilities 
(all data, except Hope Going Level, from annual reports to State PUClPSC for 2004) 

Account 
923 

Company ($1 000) 
Atmos Energy (KY) 204 

Union LH&P (KY) 694 
PG Energy (PA) 133 
PPL Gas (PA) 4,016 
TW Phillips (PA) 398 
Mountaineer Gas (lM/) 314 

Columbia Gas (KY) 7,455 

alc 923 
per Customer 

1.12 
76.77 
7.67 
0.84 

53.16 
6.52 
1.55 

alc 923 
per $1 000 
Revenue 

1.09 
60.6 1 
5.84 
0.50 

34.95 
3.91 
1.18 

alc 923 
per MMCF 

Sales 
10.73 

755.32 
64.20 
5.37 

382.1 1 
38.31 
12.61 

Dominion Hope (wv) 9,530 82.36 64.30 692.59 
Hope Going Level 5,983 51.54 41.33 444.17 1 



Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 05-0304-G42T 

Calculation of Hope Customer Costs (ak 903) if Same as Comparable Gas Utilities 

Line 
1 
2 
3 
4 
5 

6 
7 
8 
9 
10 

11 
12 
13 
14 
15 

16 

Average alc 903 per Customer 
Average alc 903 per Customer, excluding High and Low 
Higher of above 
Hope going level number of customers 
Estimate 1: Hope cost 

Average alc 903 per $1 000 Revenue 
Average alc 903 per $1 000 Revenue, excluding High and Low 
Higher of above 
Hope going level revenue (in $1 000) 
Estimate 2: Hope cost 

Average alc 903 per MMCF Sales 
Average alc 903 per MMCF Sales, excluding High and Low 
Higher of above 
Hope going level sales (MMCF) 
Estimate 3: Hope cost 

Hope cost estimate 

18.22 
19.97 
19.97 

1 16,090 
2,318,561 

13.42 
13.55 
1’3.55 

144,745 
1,961 ,I 74 

143.1 I 
144.21 
144.21 
13,470 

1,942,559 

2,074,000 

Schedule SJR-6 

Sch. SJR-4 
Sch. SJR-4 
Higher of lines 1 & 2 

Line 3 x line 4 
Sch. SJR-3 

Sch. SJR-4 
Sch. SJR-4 
Higher of lines 6 & 7 

Line 8 x line 9 
Sch. SJR-3 

Sch. SJR-4 
Sch. SJR-4 
Higher of lines 11 & 12 

Line 13 x line 14 
Sch. SJR-3 

Average lines 5, 10, 15 
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Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 054304-G42T 

Summary of Six Sigma Project Savings in 2005 

Allocation 
Project Total Project to Hope Hope Savings 

1 . Accounts Receivable Conversion !$ 758,377 3.26% !$ 24,723 
2. Reduce Customer Escalated and Agent Assist Calls 83,616 2.98% 2,492 
3. DNP Prioritization - DEO & DH 753,825 16.35% 123,250 
4. NCOEheckwriter 801,833 3.26% 26,140 
Total $i 2,397,651 $ 176,605 

Allocation Factors: 
1 : Payment processing allocator from CAD J-19 
2: Customer service allocator from CAD J-19 
3: Ratio of Hope labor savings to total labor savings from this project 
4: Payment processing allocator from CAD J-19 
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Schedule SJR-9 
Hope Gas, Inc., d/b/a Dominion Hope 
Case No. 05-0304-G42T 

Summary of Adjustments to Outside Services Expenses (account 923) 

Line Category of Expenses 
1 Dues and memberships 
2 Entertainment expenses 
3 Civic and political activities 
4 Executive severance payment 
5 Aviation expenses 
6 Corporate communications 
7 External affairs & policy 

Adjustment to Hope 
2,681 
1,258 

647 
37,047 
98,607 
81,540 
48,819 

270,599 

Reference 
Sch. SJR-10 ($257,794) x 1.04% 
Sch. SJR-11 ($120,988) x 1.04% 
Sch. SJR-12 ($62,177) x 1.04% 

Sch. SJR-21 
Sch. SJR-21 
Sch. SJR-21 

See testimony ($386,312) x 9.59% 
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