


APR 2 42007 Attorney General Data Request Set 1 

BEFORE THE PldBLlC SERVICE COM~I§$ION OF KENTUCKY 
PSC CASE NO. 2007-00008 

INFORMATI~N REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 1 

Please provide trial balances as of 9/30/06 and 12/31/06. These trial balances 
should show detailed balance sheet FERC accounts and sub-accounts as of 9/30/06 
and 12/31/06, as well as detailed income statement (revenues, expenses, taxes) FERC 
accounts and sub-accounts for the 12-months ended 9/30/06 and 12/31/06. 

Response of Columbia Gas of Kentucky: 

A trial balance for each month, 9/30-12/31/2006 is being supplied to the Attorney 
General. A trial balance for each month, 9/30-12/31/2006 is being supplied to the 
Commission on a CD. 





Attorney General Data Request Set 1 
Question No. 2 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 2 

In the same format and detail as shown on Schedule C-2.1, column (1) 
[“unadjusted total utility”], please provide schedules showing a side-by-side comparison 
of the actual “Operating Revenues and Expenses by Accounts” for calendar year 2006 
and for the 4 years prior to the test year (m: if actual annual data for the 12-month 
periods ending 9/30/05, 9/30/04, 9/30/03 and 9/30/02 are not readily available, please 
provide actual annual data for calendar years 2005, 2004, 2003 and 2002). 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-002 Attachment 1 for the requested information. 
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COLUMBIA GAS OF KENTUCKY, INC. 

OPERATING REVENUE AND EXPENSES BY ACCOUNTS -JURISDICTION 
FOR THE HISTORIC PERIODS 12 MONTHS ENDED DECEMBER, 31.2002.2003,2004.2005,2006 

CASE NO. ~007-00ooa 

LINE ACCOUNT December 31, 
NO. N 0 . N  ACCOUNT nTLE 2006 2005 2004 2003 2002 

1 
2 
3 
4 
5 
6 
7 

a 
9 
10 
11 
12 

13 

14 
15 
16 
17 

19 
20 
21 

18 

^? 

25 
26 
27 

29 
30 
31 
32 

33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 

45 
46 
47 

49 
50 
51 
52 
53 
54 

28 

38 

48 

480 
481.1 
481.2 
481.9 

487 
488 
489 
495 

717 
723 

741 
742 

728 

801-ao? 
804 
805 
806 
807 

812 
813 

808 

870 

a74 
a75 
876 

878 
a79 
880 
881 

871 

877 

885 
886 
887 

890 
891 
892 
a93 
a94 

889 

O P E R A T I N G  R E V E N U E  
SALESOFGAS 

RESIDENTIAL 
COMMERCIAL 
INDUSTRIAL 
OTHER 

TOTAL SALES OF GAS 

T O T A L  O P E R A T I N G  R E V E N U E  

FUEL FOR LIQUEFIED PETROLEUM GAS PROCESS 
LIQUEFIED PETROLEUM GAS 
STRUCTURES &IMPROVEMENTS 
PRODUCTION EQUIPMENT 

TOTAL LIQUEFIED PETROLEUM GAS PRODUCTION EXPENSE 

OPFRATIONAUTJ MAIN1 ENANCF E X P t h S F  ACCOUhlS 
-IER C~S-S?pPl.VrXPFl.rSF.S - OPERAT Oh 

NATIIRAL GAS FlELU 8 TRANShl SS.Oh . INE PURCIIASTS 
NATURAL GAS CITY GATE PURCHASES 
OTHERGASPURCHASES 
EXCHANGEGAS 
PURCHASEDGASEXPENSE 
GAS WITHDRAWN FROM STORAGE 
GAS USED FOR OTHER UTILITY OPERATIONS 
EXCHANGE FEES 

TOTAL OTHER GAS SUPPLY EXPENSES - OPERATION 

DISTRIBUTION EXPENSES - OPERATION 
SUPERVISION AND ENGINEERING 
DISTRIBUTION LOAD DISPATCHING 
MAINS AND SERVICES EXPENSES 
MEASURING AND REGULATION STA. EXPENSE - GEN. 
MEASURING AND REGULATION STA. EXPENSE- IND. 
MEASURING AND REGULATION STA. EXP. -CITY GATE 
METERS AND HOUSE REGULATOR EXPENSE 
CUSTOMER INSTALLATIONS EXPENSE 
OTHER EXPENSE 
TELECOMMUNICATION EXPENSE - ENGINEERING 

TOTAL DISTRIBUTION EXPENSES - OPERATION 

DISTRIBUTION EXPENSES - MAINTENANCE 
SUPERVISION AND ENGINEERING 
STRUCTURES AND IMPROVEMENTS 
MAINS 
MEASURING AND REGULATION STA. EXPENSE - GEN. 
MEASURING AND REGULATION STA. EXPENSE - IND. 
MEASURING AND REGULATION STA. EXP. -CITY GATE 
SERVICES 
METERS AND HOUSE REGULATORS 
OTHER EQUIPMENT 

TOTAL DISTRIBUTION EXPENSES. MAINTENANCE 

903 1.482 1,299 1,476 1,228 
0 0 0 0 0 
0 0 0 0 0 
0 0 0 0 0 

17 11 0 0 0 
920 1,493 1,299 1,476 1,228 

224,219 
26,566 

1.703.056 

35,452 
0 

1,513,797 
1,056275 
1,525,710 

119,243 

180.486 

6,384,804 

154.548 
i 1 i .i 78 

1,258,778 

98,971 
139,890 

0 
343,173 
139,405 
104.663 

2,350,606 

329.434 293,381 348,479 513.962 
12,868 36,718 136.136 113,700 

171,201 174.245 154,305 132,148 
33.981 37,915 59,023 62.562 

0 0 0 0 
1.433.982 1,463,583 1,345,674 1,435,269 

1,767,937 1,606,735 1,514.792 1,630,670 

1.596.036 1.434.614 1,508,677 2.849.862 

i ,080,479 1,137.339 1.033.733 1,156,802 

118.261 112.645 118,471 1 16,868 
6,544,179 6,299.175 6.219290 8.011 ,863 

*49.122 166.845 135,394 207,980 

966,354 952,910 1,194,397 1,081,666 

117.556 122,951 49,037 57,941 

93,823 92.015 97.349 123.851 

123.016 124,121 126,127 219,866 

n n n n 
298,312 287,957 355.998 421,643 

142.863 156,435 151,958 213.446 
146,823 155,200 268,136 333,187 

2,037,869 2 , 0 5 8 . ~  2,378,396 2.659.582 
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LINE ACCOUNT 
NO. NO.@) 

56 901 
57 902 
58 903 
59 904 
60 905 
61 921 
62 931 
63 935 
64 

65 
66 907 
67 908 
68 909 
69 910 
70 921 
71 931 
72 935 
73 

74 
75 911 
76 912 
77 913 
78 916 
-1 

COLUMBIA GAS OF KENTUCKY, INC. 
CASE NO, 200700008 

OPERATING REVENUE AND EXPENSES BY ACCOUNTS - JURISDICTION 
FOR THE HISTORIC PERIOD 12 MONTHS ENDED SEPTEMBER 30,2006 

December 31, 
ACCOUNT TITLE 2006 2005 2004 2003 2002 

CUSTOMER ACCOUNTS EXPENSES -OPERATION 
SUPERVISION 6,480 8.218 9,981 39,507 95,445 
METER READING EXPENSES 1,107,953 1,008,769 951.541 952,536 924,493 
CUSTOMER RECORDS &COLLECTIONS - UTILITY SERVICES 1,284.044 2,214,289 2,758,061 2,582,090 2,787,454 
UNCOLLECTIBLE ACCOUNTS 1,594.285 1,499,299 1,981,712 1,429,847 117.923 
MISCELLANEOUS CUSTOMER ACCOUNT EXPENSES 4.837 11,267 11,931 29.627 72,573 
OFFICE SUPPLIES AND EXPENSES 301 928 356 377 255 
RENTS 0 0 0 0 
MAINTENANCE OF GENERAL PLANT 157 896 2,093 664 432 

TOTAL CUSTOMER ACCOUNTS EXPENSE 3,998,037 4.743.646 5,715,675 5,034,648 3,998,575 

CUSTOMER SERVICE BINFORMATION - OPERATION 
SUPERVISION 31.927 38,601 40,301 82,574 150,789 
CUSTOMER ASSISTANCE EXPENSES 142.617 11 1.622 99.2f7 (8.5861 337.213 
INFORMATIONAL AND INSTR. ADVERT. EXPENSES 0 0 0 0 0 
MISCELLANEOUS CUSTOMER ACCOUNT EXPENSE 46 1,292 1,869 4,529 17,990 
OFFICE SUPPLIES AND EXPENSES 4,135 12,796 4.908 5.175 3,508 
RENTS 0 0 0 0 0 
MAINTENANCE OF GENERAL PLANT 15 468 720 2.156 565 

TOTAL CUSTOMER ACCOUNTS EXPENSES - OPERATION 178,740 164,779 147,015 85,848 510,065 

SALESEXPENSES 
SUPERVISION 0 0 0 0 0 
DEMONSTRATING AND SELLlNG EXPENSES 0 1,503 5,000 1.544 34.122 
ADVERTISING EXPENSE 0 0 0 0 31,231 
MISCELLANEOUS SALES EXPENSE 0 0 0 0 0 

TOTALSALESEXPENSES 0 1,503 5,000 1.544 65,353 

ADMINISTRATIVE AND GENERAL EXPENSES -OPERATION 
81 920 ADMINISTRATIVE AND GENERAL SALARIES 528,559 1,000,348 596,347 237,896 443,022 
82 921 OFFICE SUPPLIES AND EXPENSES 262.257 322,004 426,533 486.250 588.570 
83 922 ADMINISTRATIVE EXPENSE TRANSFERRED 1 0 26 (26,451) (31,018) 
84 923 OUTSIDE SERVICES EMPLOYED 9,891,691 9,510,420 7,455,068 6,976.488 5.617.882 
85 924 PROPERTY INSURANCE PREMIUMS 197,469 147.613 211,619 174,917 196,035 
86 925 INJURIES AND DAMAGES 831.047 484,384 537,960 534,244 154,163 
87 926 EMPLOYEE PENSIONS AND BENEFITS 1,804,253 2,812,839 2,860,783 2,727,584 2,554,796 
88 927 UTILITYAND FUEL 0 0 0 0 0 
89 928 REGULATORY COMMISSION EXPENSE 281,552 361,925 340,590 342.314 293,932 
90 929 DUPLICATE CHARGES 0 0 0 0 0 
91 930 GENERAL MISCELLANEOUS GENERAL 37,457 32,414 13,389 53,842 83.280 
92 931 RENTS (375.322) 2.326 0 0 47.406 
93 TOTAL ADMINISTRATIVE AND GENERAL EXP. -OPERATION 13,458,974 14,674,273 12,442.315 11,507,084 9,948,068 

94 
95 935 MAINTENANCE OF GENERAL PLANT 225 225 303 370 387 
96 TOTAL ADMINISTRATIVE AND GEN. EXP. - MAINTENANCE 225 225 303 370 387 

ADMINISTRATIVE AND GENERAL EXPENSES -MAINTENANCE 

97 TOTAL OPERATION AND MAINTENANCE EXPENSE ACCOUNTS 144,485,593 148,926,843 130,288,021 118.315.210. 97,912,499 

98 403-404 DEPREClAllON AhD AMORT17AT ON 
YY W8 TAXES 01 hFR THAN INCOMF TAXES 
100 409,110 FEDERAL INCOh'E TAXES 
101 4C9.410 STATE IWOME TAXES 

5,337.146 5224,802 5,094,251 5,733,776 8,677,648 
2,253.757 2.177279 1,985,387 1,707,984 2,120,184 
4,260,355 3,749.581 4,393.473 6,494,059 6,319,835 

585,068 813.047 693.703 43,120 804.129 

102 T O T A L  O P E R A T I N G  E X P E N S E S  156,921.919 160,891,552 142,454,835 132,294,149 115,834,295 

103 N E T  O P E R A T I N G  I N C O M E  7,550,710 9,004,788 10.091.489 13,647,798 12.898.421 



, 



Attorney General Data Request Set 1 
Question No. 3 

Columbia Gas of Kentucky Respondent: Judy Cooper and Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

Question No. 3 

The Table of Contents of filing Volume 7 indicates that Ms. Cooper’s direct 
testimony in this case includes testimony regarding “merger savings and rate 
mechanism.” Please indicate where this information is included in Ms. Cooper’s direct 
testimony. 

In addition, explain how the merger savings and merger saving rate mechanism 
was treated in the Company’s prior rate case, and how much of these merger savings 
are reflected in the actual and pro forma-adjusted test year results. 

Response of Columbia Gas of Kentucky: 

The Table of Contents from Columbia’s prior rate case, Case No. 2002-00145, was used 
in preparation of the filing for this case. Due to an administrative oversight, the 
descriptions of the testimony in Volume 7 for Ms. Cooper and Mr. Miller were not 
updated from other witnesses who testified in the previous case. The appropriate 
description of Ms. Cooper’s testimony is on page 17 of Mr. Miller’s testimony. Mr. Miller 
provides a brief description of his testimony on page 3 of his testimony. 

The rates established in the Commission’s Order of December 13,2002 in Case No. 
2002-00145 included the merger savings and costs of the merger and eliminated the 
merger savings rider which Columbia had proposed in its application. All merger related 
savings are embedded in Columbia’s cost of service and no merger related savings 
were adjusted out of the pro forma test year results. 





Attorney General Data Request Set 1 
Question No. 4 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O .  2007 

Question No. 4 

Please provide copies of Columbia Gas of Kentucky’s annual reports for the 
years 2001, 2002, 2003, 2004 and 2005 that are on file with the Commission, as 
referenced on FR # 1-2. in addition, provide a copy of the 2006 annual report as soon 
as this had been filed on March 31, 2007. 

Response of Columbia Gas of Kentucky: 

Annual reports for each year, 2001 through 2005, have been included in the 
“Supplemental Book. 





Attorney General Data Request Set I 
Question No. 5 

Columbia Gas of Kentucky Respondent: P.R. Moul 

September, 2005 
October, 2005 

. November, 2005 
December, 2005 
January, 2006 
February, 2006 

. March, 2006 
April, 2006 
May, 2006 
June, 2006 
July, 2006 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Balance 
$ 7,085,647 

17,021,115 
30,095,594 
32,171,746 
15,152,996 

583,652 
0 
0 
0 
0 
0 

Question No. 5 

With regard to the short-term debt balance and cost reflected by the Company in 
this case, please provide the following information: 

a. Attachment PRM-5 indicates that the 13-month average ST debt balance for 
the test year was $8,052,333. Please provide each of the 13 monthly test 
year balances. In addition, provide the equivalent monthly ST debt balances 
for the first 9 months of 2005 and for each of the months of 10/2006 through 
02/2007. 

b. Please expand Schedule J-2 by providing the actual cost of ST debt for each 
month of the test year and for each month after the test year through 
February 2007. 

August, 2006 
September, 2006 
Total 
13-Month Average 

Response of Columbia Gas of Kentucky: 

a. The 13 monthJy test year balances are as follows: 

0 
2.569.581 

$ 104.680.331 
$ 8,052,333 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 5 (Cont'd) 

Columbia Gas of Kentucky Respondent: P.R. Moul 

Additional months requested are as follows: 

Month 
First 9 months in 2005: 
January, 2005 
Fnhriiarv 7005 

~~ 

Balance 

$ 0 
n 

March, 2005 0 
April, 2005 

b. The cost of short-term debt by month is as follows: 

f i l  Avera e Rate in Month 

0 
May, 2005 
June, 2005 
July, 2005 
August, 2005 
Remaining months post test 

The additional months cost of short-term debt by month is as follows: 

0 
0 
0 
0 

Page 2 of 2 

year: 
October, 2006 
November, 2006 
December, 2006 
January, 2007 
February, 2007 

8,897,849 
0 
0 
0 

$ 0 

September, 2005 
October, 2005 
November, 2005 
December, 2005 
January, 2006 

April, 2006 

February, 2006 
March, 2006 

May, 2006 
June, 2006 
July, 2006 
August, 2006 
September, 2006 

3.71% 
3.63% 
4.12% 
4.50% 
4.74% 
4.82% 
5.00% 
4.94% 
4.91 % 
5.28% 
5.46% 
5.56% 
5.78% 





Attorney General Data Request Set 1 
Question No. 6 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 6 

The Company is proposing a total jurisdictional rate base of $171,447,599 
and a total jurisdictional capitalization of $152,032,872 (see Attachment PRM-5) in 
this case. In this regard, please provide the following information: 

a. Please reconcile the $19,414,727 difference between the rate base 
and capitalization balances ( w i n  your response, please do not 
refer back to the information shown on FR # 6-i in Tab 27 because 
that information is not responsive to what is being requested here). 

b. In Case No. 2000-080, the Commission on p. 11 of its order dated 
Sept. 27, 2000 stated: "The Commission is inclined to agree with the 
AGs observation that when rate base exceeds capitalization, this 
indicates that portions of rate base have been financed with funds 
from sources other than debt, preferred stock and common equity." 
Since the requested rate base in the current case is $19.4 million 
higher than the requested capitalization, explain why it is reasonable 
and appropriate to allow a return on $19.4 million worth of rate base 
that has not been funded by investor-supplied capital. 

Response of Columbia Gas of Kentucky: 

a. The primary driver between total jurisdictional rate base of 
$1 71,447,599 and total jurisdictional capitalization of $1 52,032,872 is 
due to a source of capital which impacts the 13 month average short 
term borrowing balance included in capitalization yet does not 
influence rate base. $16,705,792 of the $19,414,727 difference is 
attributable to a net 13 month average over-collected position related 
to gas expense recoveries. $3,711,842 is attributable to a net 13 
month average over-collected position related to CHOICE transition 
costslrecoveries. The remaining unexplained $1,002,907 use of 
capital is driven by various items both short-term and long-term in 
nature. 

Page 1 of 2 



Attorney General Data Request Set ? 
Question No. 6 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

b. Columbia believes it is appropriate to allow a return on the $19.4 
million difference between capitalization and rate base because the 
difference is caused by items which are cyclical in nature by virtue of 
the mechanisms prescribed in Columbia’s tariffs as a method to 
recover gas purchase expense through its Gas Cost Adjustment and 
approved by the PSC and, further, will not provide a permanent 
source of funding for rate base items. Conversely, had the gas cost 
volatility and throughput volatility caused Columbia to be in a net 13 
month average under-collected position the capitalization balance 
would exceed rate base yet Columbia would continue to only request 
a return on rate base and not a return on the higher total 
capitalization. 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 7 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 7 

As shown on Schedule 8-3.1, the Company has not proposed any adjustments 
to its proposed actual test year-end accumulated depreciation reserve balance. 
However, as shown on Schedule C-2, line I O ,  the Company in this case has proposed 
annualized deprecation expenses of $7,396,787, which are $2,079,946 higher than the 
actual unadjusted test year depreciation expenses of $5,316,841. Please explain why 
the Company has not proposed a pro forma adjustment to increase its test year 
accumulated depreciation reserve balance by the proposed $2,079,946 annualized 
depreciation adjustment, consistent with well-established and long-standing Commission 
ratemaking policy.‘ 

Response of Columbia Gas of Kentucky: 

Columbia has chosen to use a historic test year, and as such, has appropriately 
reflected both gross plant in service at “date certain”, September 30, 2006, and a 
corresponding accumulated depreciation as of September 30, 2006. If Columbia had 
chosen a future test year as was the situation in Case No. 94-179, the corresponding 
accumulated depreciation would have been included on the same pro-forma basis. 

Columbia’s cost of service includes consideration for depreciation both as a component 
of return “on” investment and as a component of return “of‘ investment. This method 
conceptually provides Columbia with the opportunity to generate a level of revenue 
equal to the costs to carry funds already invested in property, plant and equipment used 
to serve the customer but not yet recovered from the customer. This method also 
provides Columbia with the opportunity to recover its investment in property, plant and 
equipment over the estimated lives of the assets. Once a portion of the initial investment 
is recovered, then a corresponding reduction in the cost to carry should follow. 

The adjustment as suggested would have the effect of reducing Columbia’s rate base by 
an amount not yet funded by the customer. 

For example, see page 5 of t h e  PSC Order in Case No. 2004-00067 (date: 11-10-2004); pages 
14 and 15 of t h e  PSC Order in Case No. 2001-00092 (date: 1-31-2002); page 18 of t h e  PSC 
Order in Case No. 2000-080 (date: 9-27-2000); and pages 3 and 4 of the PSC Order in Case No. 
92-346 (dated 7-22-1 993). 

1 





Attorney General Data Request Set 1 
Question No. 8 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 8 

The Company has calculated pro forma annualized depreciation expenses of 
$7,386,524 based on the application of Mr. Spanos’ proposed new depreciation rates to 
the actual test year-end depreciable plant in service balances, as well as pro forma 
annualized depreciation expenses of $10,263 based on the application of Mr. Spanos’ 
proposed new depreciation rates to certain actual test year-end CWlP balances. Please 
provide the equivalent annualized deprecation expense amounts calculated by the 
application of the currently existing depreciation rates to the test year-end depreciable 
plant in service balances and to the test year-end CWlP balances. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-008 Attachment 1 for the requested information 



2007-00008 AG Set 1.008 Attachment 1 
Page 1 of 1 

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

Depreciation Expense Annualized - 2006 Depreciation Accrual Rates & 
Depreciation Expense b y  Plant Account CWlP 

Ended September 30,2006 

Schedule 8 -4  Proposed Annualired 
LINE 
NO. - 

Gas Plant CWlP Accrual 
Account In Service 

(3) 
% 

(1) (2) 

Depreciation 
Exeense 
(2 x 3 = 4) 

$ 

Description 

INTANGIBLE PLANT 
MISC INTANGIBLE PLANT 

1 
2 303.30 61,758 AMORT. 0 

374.40 
374.50 

0 1.53 
0 1.22 

3 
4 
5 

DISTRIBUTION PLANT 
LAND RIGHTS-OTHER DlSTR SYSTEhlS 
RIGHTS OF WAY 

6 
7 

STRUC 8 IMPROV-CITY GATE M a R 
STRJC 8 IhlPROV-GENERAL M 8 R 

375.20 
375.30 

0 1.96 
0 1.96 
0 1.96 a 

9 
10 

STRUC & IMPROV-REGU-AT NG 375.40 
STRUC & I\lPROV-DISTR. IND M 8 R 375 60 
STRUC 8 IMPROV-OTdER DiSTR. SYSTEhlS 375.70 

0 1.96 
0 2.00 

11 
12 
13 
14 
15 

STRUC & IMPROV-COMMUNICATIONS 375.80 0 3.32 
MAINS 376.00 74,797 1.57 
M & R STATION EQUIP-GENERAL 378.10 0 2.35 
M & R STA EQUIP-GENERAL-REGULATiNG 37a.20 14.425 2.35 
M 8 R STA EQUIP-GEN-LOCAL GAS PURCH 378.30 0 2.35 

1,174 
0 

339 
0 
0 16 

17 
M 8 R STA EQUIP-CITY GATE CHECK STA 
SERVICES 

379.10 
380.00 

0 2.27 
69.469 2.59 

501 2.59 
1.799 

13 18 
19 
20 

METERS 
METER INSTALLATiONS 
HOUSE REGULATORS 

381.00 
382.00 
383.00 

94,258 2.39 
48,282 1.39 

2,253 
671 

21 
22 

HOUSE REGULATOR INSTALLATIONS 384.00 
iNDUSTRlAL M & R STATION EQUIPMENT 385.00 

0 1.10 
2.235 2.09 

0 4.22 

0 
47 

0 23 
24 
25 

OTHEX EQUIP-ODOR ZATIOh 
OTHER EQUIP-TELEPhONE 
OThER EQUIPMENT-RADIO 

387.20 
387.41 
387.42 

0 2.34 
0 2.34 
0 2.34 

0 

26 
27 

OTHER EQUIP-OTHER COMMUNICAT ON 387.43 
OTdER EQUIP-TELEMETERING 387.45 
OTHER EObIP-CLST INFO SERVICE 387.4G 

33,051 2.34 
0 7.34 

773 
0 28 

29 GENERAL PLANT 
OFFICE FURN a EQUIP-INFO SYSTEMS 391.12 300 AMORT. 
TRANS EQUIP-TRAILERS OVER $1,000 392.20 0 6.34 
TRANS EQUIP-TRAILERS $1.000 or LESS 392.21 0 6.34 

30 
31 
32 
33 
34 
35 
36 

TOOLSS~OP. e. GAR EO-CNG STATIONARY 
TOOLSSHOP, 8 GAR EQ-TOOLS 8 O T ~ E R  

394.1 1 
394.30 

0 13.77 
17,239 AMORT. 

POWER OPERATED EQUIP-GENERAL TOOLS 396.00 0 0.00 

Total 7,070 416,315 





Attorney General Data Request Set 1 
Question No. 9 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 9 

What kind of materials and supplies are included in Miscellaneous Deferred Debt 
sub-account 12357 shown on WPB-5.1, sheet 1 of 4 and why should this account be 
included in rate base? 

Response of Columbia Gas of Kentucky: 

Account 186-9999-12357, Miscellaneous Deferred debit - Mutual Material, includes the 
same type of material and supplies (“M&S”) as account 154, Plant Material and 
Operating Supplies, i.e., materials purchased primarily for use by Columbia of Kentucky 
in its business for construction, operations and maintenance. Prior to outsourcing 
Columbia’s inventory management, M&S purchases were recorded directly to account 
154. Now, they are cleared through account 186-999-12357 before being transferred to 
account 154. Generally, this account zeros at the end of this month. On occasion, 
purchases occur that do not get cleared to account 154 before the books are closed. 
The amounts should be included in rate base as a capital investment similar to account 
154 since they are the same type of costs. 





Attorney General Data Request Set 1 
Question No. 10 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No.  I O  

Provide a break out of the various prepayment components included in the 13- 
month average test year prepayment balance of $344,194. 

Response of Columbia Gas  of Kentucky: 

Please refer to 2007-0008 AG Set 1-010 Attachment 1 for the requested information. 
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Attorney General Data Request Set 1 
Question No. 11 

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

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 11 

On page 9, lines 7-9 of his testimony, Mr. Miller states that “The increase in gas 
in underground storage is due to the significant increase in the cost of gas that the 
industry has experienced since 2001.” In this regard, please provide the actual unit cost 
of gas ($/Dth) for each month from 1/1/2001 through 2/28/07. 

Response of Columbia Gas of Kentucky: 

The attached schedule lists by month the actual cost of gas, DTH, and unit cost per DTH 
for the period January 2001 through February 2007. The actual cost of gas includes 
local, non-local and city gate purchases. 
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COLUMBIA GAS OF KENTUCKY, INC. 
AVERAGE UNIT COST OF GAS PER DTH 

JANUARY 2001 THROUGH FEBRUARY 2007 

TOTAL DTH AVERAGE UNIT 
COST OF GAS VOLUMES COST PER DTH 

2001 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

2002 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

2003 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

2004 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

$25,461,431.00 
$1 2,270,409.00 
$1,710,222.00 
$1,961,785.00 
$4,008,403.00 
$1,897,333.00 
$2,156,163.00 

$674,697.00 
$390,827.00 

($184,957.00) 
$512,176.00 

$2,444,090.00 

$4,088,619 
$1,866,035 

$407,453 
$2,093,291 
$1,462,024 
$2,180,136 
$1,534,508 

$490,730 
$1,474,240 

$1 63,180 
$4,838,119 
$7,493,651 

$8,002,191 
$9,525,247 

$1 5,637,640 
$10,194,536 

$9,849,624 
$9,332,476 
$8,460,406 
$7,653,204 
$4,258,254 
$1,918,814 
$4,686,536 

$9,917,435 

$7,130,280 
$8,123,095 
$4,031 ,I 03 
$7,383,380 
$7,043,199 
$8,979,610 
$9,606,866 
$6,722,605 
$4,757,716 
$3,882,805 
$2,979,356 

$10,982,272 

2,463,537 
1,852,484 

164,661 
352,371 
799,516 
51 1,531 
660,434 
443,284 
138,980 
(20,029) 
168,942 

1,093,134 

1,631,595 
608,903 
93,325 

512,271 
366,923 
738,527 
427,253 
143,405 
31,612 

442.055 
1 , I  12,450 
1,699,312 

1,557,581 
1,492,090 
1,605,352 
1,903,904 
1,830,469 
1,635,887 
2,069,987 
1,650,124 
1,488,010 

891,294 
4 2 9,0 8 4 
964,312 

1,143,154 
1,389,816 

746,571 
1,233,159 
1,147,476 
1,300,433 
1,496,837 

843,362 
973,473 
6 0 5,7 2 4 
317,123 

1,381,385 

$10.3353 
$6.8238 

$10.3863 
$5.5674 
$5.0135 
$3.7091 
$3.2648 
$1.5220 
$2.8121 
$9.2343 
$3.0317 
$2.2359 

$2.5047 
$3.0646 
$4.3659 
$4.0863 
$3.9845 
$2.9520 
$3.5916 
$3.4220 

$46.6357 11 
$0.3691 11 
$4.3491 
$4.4096 

$5.1376 
$6.3838 
$9.7409 
$5.3545 
$5.4180 
$6.0210 
$4.5085 
$5.1271 
$5.1432 
$4.7776 
$4.4719 
$4,8600 

$6.2374 
$5.8447 
$5.3995 
$5.9874 
$6.1380 
$6.9051 
$6.4181 
$7.9712 
$4.8874 
$6.4102 
$9.3950 
$7.9502 



2007-00008 AG Set 1-011 Attachment 1 
Page 2 of 2 

COLUMBIA GAS OF KENTUCKY, INC. 
AVERAGE UNIT COST OF GAS PER DTH 

JANUARY 2001 THROUGH FEBRUARY 2007 

TOTAL DTH AVERAGE UNIT 
COST OF GAS VOLUMES COST PER DTH 

^ _ _ _  zvus 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

2006 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

2007 
JANUARY 
FEBRUARY 

$10,067,793 
$2,337,043 
$2,480,787 

$18,172,374 
$1 1,388,908 
$2,863,157 

$1 4,925,164 
$1 1,385,962 
$15,989,555 
$1 2,732,629 
$12,738,993 
$10,641,206 

$11,301,549 
$5,843,691 
$2,587,165 
$4,048,822 
$3,287,984 

$945,267 
$7,411,298 

$23,439,187 
$13,170,246 
$2,810,947 

$453,795 
$5,837,656 

$4,250,704 
$8,774,263 

1,576,758 
312,957 
372,060 

1,984,450 
1,649,076 

420,392 
2,011,934 
1,372,267 
1.31 1,452 

935,678 
996,614 
940,531 

9 5 5,O 7 7 
637,535 
338,431 
509,325 
453,851 
124,353 

1,230,263 
2,844,566 
1,894,075 

569,956 
39,054 

607,017 

631,604 
1,109,647 

$6.3851 
$7.4676 
$6.6677 
$9.1 574 
$6.9062 
$6.8107 
$7.4183 
$8.2972 

$12.1923 
$13,6079 
$12.7823 
$11.3140 

$1 1.8331 
$9.1661 
$7.6446 
$7.9494 
$7.2446 
$7.6015 
$6.0242 
$8.2400 
$6.9534 
$4.9319 

$1 1.6206 
$9.6170 

$6.7300 
$7.9073 

- I /  There is a volume shift between months due to an accounting error. September 
2002 volumes should be increased by 41951 1 for a total of 451,123 resuiting 
in a rate of $3.2679. October 2002 volumes should be decreased by 419,511 for 
a total of 22,544 resulting in a rate of $7.2383. 





Attorney General Data Request Set 1 
Question No. 12 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

fNFORMATlON REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL IO, 2007 

Question No. 12 

WPB-5.1, sheet 3 of 4 shows actual gas stored underground dollar balances for 
each of the months of September 2005 through September 2006. In this regard, please 
provide the following information: 

a. Actual monthly gas stored underground volume (in Dths) and the applicable 
actual average monthly gas price per Dth which, when applied to the monthy Dth 
volume, results in each of the monthly dollar balances shown on sheet 3 of 4. 

b. Similar actual monthly gas stored underground volumes (in Dths), the applicable 
actual average monthly gas prices per Dth, and the resulting actual monthly gas 
stored underground dollar balances for October 2006 through February 2007. 

c. Similar actual monthly gas stored underground volumes (in Dths), the applicable 
actual average monthly gas prices per Dth, and the resulting actual monthly gas 
stored underground dollar balances for October 2001 through August 2005. 

Response of Columbia Gas of Kentucky: 

AG Set 1-012 Attachment 1 lists by month the underground storage balance, DTH and 
the average storage rate per DTH for the period October 2001 through February 2007. 
The average storage rate has been developed by dividing the dollar balance by DTH. 
This represents the embedded average rate of all LIFO layers of storage. Accounting 
uses an average annual LIFO storage rate to value storage. This rate is not shown on 
the attachment to this response. 
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COLUMBIA GAS OF KENTUCKY, INC. 
GAS STORED UNDERGROUND 

OCTOBER 2001 THROUGH FEBRUARY 2007 

ACCOUNT 164/242 TOTAL DTH AVERAGE RATE 
ENDING BALANCE VOLUMES PER DTH 

2001 
OCTOBER $28,746,289 8,943,169 $3.21 
NOVEMBER $28,233,691 8,851,544 $3.19 
DECEMBER $19,288,563 7,204,845 $2.68 

2002 
JANUARY $1 4,125,448 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 

$8,459,700 
$4,334,442 
$4,741,413 
$7,463,452 
$5,151,345 
$8,720,992 

$10,522,060 
$13,778,336 
$1 3,241,635 
$12.539.532 . .  

DECEMBER $1 0,906,346 
13MoAvg $10,251,790 

2003 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 

($664,581) 
($7,877,018) 
($6,996,182) 
($4,769,853) 
($2,971,113) 

$835,209 
$5,837,720 

$1 1,024,852 
$15,167,465 
$16,027,079 
$12,974,845 

DECEMBER $8,849,908 
13 Mo Avg $4,488,052 

2004 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

($825,071) 
($6,101,156) 
($9,287,066) 
($6,183,141) 
($1,252,367) 
$5,082,961 

$10,265,061 
$1 5,559,540 
$20,256,303 
$21,617,552 
$17,756,889 
$9,761,823 

5,639,535 
3,921,842 
1,384,816 
1,543,206 
2,602,603 
3,343,233 
4,318,290 
4,810,256 
5,590,082 
5,432,803 
5,227,052 
4,924,567 

2,719,248 
1,344,620 
1 ;637,670 
2,046,424 
2,376,671 
3,535,537 
4,225,493 
4,940,912 
5,664,951 
5,614,311 
5,283,976 
4,128,063 

2,528,867 
1,656,773 
1,131,978 
1,644,722 
2,459,246 
3,525,425 
4,354,459 
5,201,472 
5,869,139 
6,076,921 
5,487,628 
4,258,368 

$2.50 
$2.16 
$3.13 
$3.07 
$2.87 
$1.54 
$2.02 
$2.19 
$2.46 
$2.44 
$2.40 
$2.21 

($0.24) 
($5.86) 
($4.27) 
($2.33) 
($1.25) 
$0.24 
$1.38 
$2.23 
$2.68 
$2.76 
$2.46 
$2.14 

($0.33) 
($3.68) 
($8.20) 
($3.76) 
($0.51) 
$1.44 
$2.36 
$2.99 
$3.45 
$3.56 
$3.24 
$2.29 
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COLUMBIA GAS OF KENTUCKY, INC. 
GAS STORED UNDERGROUND 

OCTOBER 2001 THROUGH FEBRUARY 2007 
13MoAvg $6,577,018 

2005 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 

$8,047,950 4,008,228 
(52,358,827) 2,792,394 

(515,441,931) 1,460,940 
52,111,575 3,316,610 

$15,838,547 5,091,620 
524,974,915 6,301,264 
538,460,573 7,876,808 
549,795,973 9,350,650 
566,909,084 10,805,091 
$72,256,381 11,307,949 
$69,861,584 11,008,886 

DECEMBER $52,359,573 8,837,300 
13MoAvg $30,198,248 

2006 
JANUARY 
FEBRUARY 
MARCH 
APRIL 
MAY 
JUNE 
JULY 
AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 

540,463,675 
$25,966,446 
$23,742,471 
528,899,953 
$29,477,203 
534,363,936 
$47,885,141 
558,764,853 
$70,324,844 
571,172,981 
$60,879,624 

7,743,637 
5,736,155 
5,259,388 
6,021,604 
6,187,333 
6,691,316 
8,283,843 
9,568,336 

11,109,753 
11,110,058 
9,885,761 

DECEMBER 548,716,415 8,445,688 
13MoAvg $45,616,701 

2007 
JANUARY $26,509,526 5,399,436 
FEBRUARY (5909,706) 2,530,572 

52.01 
(50.84) 

(510.57) 
50.64 
53.11 
53.96 
54.88 
55.33 
$6.19 
56.39 
56.35 
55.92 

55.23 
54.53 
$4.51 
$4.80 
54.76 
55.14 
55.78 
56.14 
$6.33 
$6.41 
56.16 
55.77 

54.91 
(50.36) 
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Attorney General Data Request Set 1 
Question No. 13 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 13 

The 9/30/06 balance sheet in FR # 6-r shows an Account 252 - Customer 
Advances for Construction balance of $1,040,995. Please reconcile this with the 
Account 252 - Customer Advances for Construction balance of $163,698 that is being 
reflected as a rate base deduction in this case and explain why the difference of 
$877,297 should not be used as a rate base deduction. 

Response of Columbia Gas of Kentucky: 

Customer Advances for Construction have been classified to one of two different 252 
sub-accounts. Account 252-1 5561 has been used as a classification for Customer 
Advances since January 2000. Account 252-1 5560 was used prior to January 2000. 
The balance in account 252-1 5561 was $877,278 and the balance in account 252-1 5560 
was $163,698 as of September 30,2006. Use of account 252-15561 began with the 
adoption of a revised method of accounting for Customer Advances. A reduction to rate 
base has been properly included for Customer Advances pertaining to both 252 sub- 
accounts. 

A debit is made to 101-Gas Plant in Service once plant is placed in service regardless of 
the accounting treatment for Customer Advances. A credit is made to 101-Gas Plant in 
Service in recognition of Customer Advances since January 2000. Therefore, a 
reduction to rate base has already been included for $877,278 related to account 252- 
15561 by including the net 101-Gas Plant in Service per books. 

Prior to January 2000, there was no 101-Gas Plant in Service offset for Customer 
Advances. As such, rate base would not otherwise be reduced for Customer Advances 
prior to January 2000. The reduction to rate base for these Customer Advances is made 
by including account 252-15560 for $163,698. 

The following table provides a summary of the entries described above. 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 13 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Hurnrichouse 

- . ~~ 

Refunded fl 
I Entries for Customer Advances not I Prior to Januarv 1 After Januarv 

2000 

Record Cost of Construction 101 

Customer Advance Received 131 
Record Liability For Customer Advance 
Both methods show customer advances 101 252 

Record Billing for Customer Advance 143 - 

2000 
Debit Credit 
101 131 
143 101 
131 143 
186 252 
186 252 

Credit 
131 
252 
143 

received at this point and a liability 
recorded in 252. However, the net 
entries are different 

Record Customer Advances not Refunded 
Once a Customer Advance is deemed 
non-refundable it becomes a Contribution 
in Aid of Construction and there are no 
remaining entries on the books in 
recognition of a liability. 

252 101 252 186 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 14 

Columbia Gas of Kentucky Respondent: Panpilas Fischer 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 14 

With regard to the Company’s accumulated deferred income taxes, please 

a. Description and dollar amount breakout of all of the actual per books 
accumulated deferred income tax components booked by the Company as 
of 9/30/06 in accounts 190, 281, 282, 283 (and in other accounts, if any). 

b. An indication as to which of the ADIT components to be provided in the 
response to part a above has been used as a rate base deduction and 
which ADIT components have not been used as a rate base deduction. 

For each of the ADIT balances identified in the response to part b as a non-rate 

provide the following information: 

base deduction balance, explain why they have not been deducted from rate base. 

Response of Columbia Gas of Kentucky: 

14 a. Please see attached. 

14 b. Please see attached. Upon further review, it was noted that there are three new 
accounts which should have been included in rate base but were inadvertently 
missed. They have been updated in the attached schedule. The ADIT balances 
that have not been used as a rate base deduction are non-property related 
and/or the related underlying book balances are not used in the calculation of 
rate base. 



COLUMBIA GAS OF KENTUCKY 
ACCUMULATED DEFERRED INCOME TAXES 

TWELVE MONTHS ENDED SEPTEMBER 30,2006 

2007-00008 AG Set 1-014 Attachment 1 
Sheet 1 of 2 

Sub Rate Non-Rate 
Acct Base Base 

1631 
1632 
1701 
1702 
1919 
3919 
1938 
3938 
1939 
3939 
1946 
3946 
1947 
3947 
1972 
3972 
1979 
3979 
1980 
3980 
2010 
4010 
2851 
4651 
2904 
4904 
2931 
4931 
2933 
4933 
2953 
2973 
4973 
2979 
4979 
2980 
4960 
2996 
4996 

Account 190 - Deferred Income Taxes 
SECTION 461-H RATE REFUNDS ~ FEDERAL 
SECTION 461-H RATE REFUNDS -STATE 
SECTION 463 -VACATION ACCRUAL - FEDERAL 
SECTION 463 -VACATION ACCRUAL - STATE 
CMEP/DAP RESERVE - FEDERAL 
CMEP/DAP RESERVE - STATE 
LIFO INVENTORY ADJ - FEDERAL 
LIFO INVENTORY ADJ -STATE 
OFF-SYSTEM SALES - FEDERAL 
OFF-SYSTEM SALES -STATE 
ENVIRONMENTAL ISSUES - FEDERAL 
ENVIRONMENTAL ISSUES - STATE 
INVENTORY CAPT COSTS - FEDERAL 
INVENTORY CAPT COSTS - STATE 
SPECIAL SEVERANCE PLAN - FEDERAL 
SPECIAL SEVERANCE PLAN - STATE 
OPEB - FEDERAL 
OPEB - STATE 
SFAS 112 ~ FEDERAL 
SFAS 112 -STATE 
TCO PENALTY CREDITS - FEDERAL 
TCO PENALTY CREDITS ~ STATE 
CIAC & CUSTOMER ADVANCES - FEDERAL 
ClAC & CUSTOMER ADVANCES -STATE 
RESTRICTED STOCK - FEDERAL 
RESTRICTED STOCK - STATE 
RETENTION AGREEMENTS - FEDERAL 
RETENTION AGREEMENTS - STATE 
INJURIES & DAMAGES ~ FEDERAL 
INJURIES & DAMAGES -STATE 
RATE BASE 1% INCREMENT - FEDERAL 
DELAYED DEPOSITS - FEDERAL 
DELAYED DEPOSITS - STATE 
OPE6 - FEDERAL 
OPE6 - STATE 
SFAS 112 -FEDERAL 
SFAS 112 - STATE 
SFAS REGULATED LIABILITY - FEDERAL 

$ 27,741 
5,071 

181,030 
33,015 
21,174 
3.861 

3,369,128 2/ 
614,313 2/ 

48,744 
8,884 

(13,581) 
(2.476) 

160,982 
29,357 

236,946 
43,221 

(1 25,423) 
(22,873) 
29,088 
5,304 

132,483 
24.161 

356,470 
67,508 

SFAS REGULATED LIABILITY - STATE 
Total Account 190 $ 4,407,419 

2,154 
392 
992 
188 

78,918 
14,391 
10,381 
8,279 
1,510 

(369,416) 
(71,018) 
474,915 

86,646 
496.288 

93,233 
$ 1,634,562 



COLUMBIA GAS OF KENTUCKY 
ACCUMULATED DEFERRED INCOME TAXES 

TWELVE MONTHS ENDED SEPTEMBER 30.2006 

2007-00008 AG Set 1-014 Attachment 1 
Sheet 2 of 2 

Sub Rate Non-Rate 
Accf Base Base 

2205 
4205 
221 1 
421 1 
2231 
4231 
2232 
4232 
2234 
4234 
2908 
4908 
2951 
2953 
4227 

1301 
3301 
1304 
1904 
3904 
1913 
3913 
1925 
3925 
1929 
3929 
1932 
3932 
1941 
3941 
2925 
4925 
2951 
4951 

Account 282 -Deferred Income Taxes 
UTILITY OPERATING INCOME -FEDERAL 
UTILITY OPERATING INCOME - STATE 
RETIREMENT LOSS ACRS PROPERTY - FEDERAL 
RETIREMENT LOSS ACRS PROPERTY - STATE 
PROPERTY REMOVAL COSTS - FEDERAL 
PROPERTY REMOVAL COSTS -STATE 
CONTRIBUTION IN AID OF CONSTRUCTION ~ FEDERAL 
CONTRIBUTION IN AID OF CONSTRUCTION -STATE 
BUILDER INCENTIVES ~ FEDERAL 
BUILDER INCENTIVES -STATE 
FAS 96 OFFSET ~ FEDERAL 
FAS 96 OFFSET - STATE 
RRA’93 - 1% OFFSET - FEDERAL 
RATEBASEADJUSTMENT-l%lNCREMENT-FEDERAL 
NON-CONFORMING STATE DEPRECIATION 

Total Account 262 

Account 283 - Deferred Income Taxes 
DEFERREDGASPURCHASE-FEDERAL 
DEFERREDGASPURCHASE-STATE 
DEFERRED INTERCOMPANY GAIN - FEDERAL 
PROPERTY TAXES - FEDERAL 

$ (15,165,904) 
(3,800,620) 
(3.51 9,378) 

(88571 1) 
(304,975) 

1,393,416 
335,206 

(77,533) 

52,520 3 
14,276 3 

5 

PROPERTY TAXES - STATE 
TCO PENALTY CREDITS - FEDERAL 
TCO PENALTY CREDITS - STATE 
CAP - FEDERAL 
CAP - STATE 
CHARITABLE CONTRIBUTIONS - FEDERAL 
CHARITABLE CONTRIBUTIONS ~ STATE 
RATE CASE ~ FEDERAL 
RATE CASE - STATE 
UNCOLLECTIBLE ACCOUNTS - FEDERAL 
UNCOLLECTIBLE ACCOUNTS -STATE 
RETiREMENT INCOME PLAN ~ FEDERAL 
RETiREMENT INCOME PLAN - STATE 
LIABILITY, GENERAL OFFICE LEASE ~ FEDERAL 
LIABILITY, GENERAL OFFICE LEASE - STATE 

(65,237) 
(18,726) 

Total Account 283 $ (1 03,963) 

Total Accumulated Deferred Income Taxes $ (17,016,368) 

- I /  These accounts were inadvertently missed and should be included in rate base. 

- 2/ This balance represents actual book balance at 9-30-06. The balance included in rate 
base is a 13 month Average balance at 9-30-06. 

1,000,987 
1,117,541 
(1 17,210) 
(348.31 4) 

$ 1,653,004 

$ (1,199,107) 
(92,741) 

(376,474) 
50,117 
9,148 

(1 67,139) 
(30,484) 
198,277 
36,159 

(1 15,153) 
(21,001) 
(53,547) 
(9,765) 

167,511 
30,554 

197,416 
36,002 

$ (1,340,2272 

$ 1,947,339 



, 

i 



Attorney General Data Request Set 1 
Question No. 15 

Columbia Gas of Kentucky Respondent: Panpilas Fischer 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 15 

Please explain the nature and purpose of the Account 190 ADIT balances of 
$3,171,890 and $597,384 for LIFO Inventory, shown on Schedule B-6, lines 5 and 6. 

Response of Columbia Gas of Kentucky: 

Account 190 ADIT records the deferred taxes on the book versus tax differences in the 
method of valuing inventory. $3,171,890 is the federal deferred tax and $597,384 is the 
state deferred tax. For book purposes, the LIFO storage rate is based on the 12 month 
average commodity gas purchase costs only, excluding demand costs. For tax 
purposes, the LIFO storage rate is calculated based on the 12 month average of all gas 
purchase costs including demand charges. The difference in the two rates is capitalized 
for tax purposes and reversed as gas is withdrawn from storage. 





Attorney General Data Request Set 1 
Question No. 16 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 
PSC CASE NO. 2007-00@08 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 16 

The 9/30/06 balance sheet in FR #6-r shows an Account 228.3 - Accumulated 
Provision for Injuries and Damages of $275,216. In this regard, please provide the 
following information: 

a. Explanation of the nature of this account balance. 

b. Actual Account 228.3 - Accumulated Provision for Injuries and Damages 
balances for each month from February 2002 through February 2007. 

Response of Columbia Gas of Kentucky: 

a. Accumulated Provision for Injuries and Damages is Account 228.2, as shown in 
the 9/30/06 balance sheet in FR #6, and contains a balance of $275,216. This 
liability contains the probable liability to Columbia of Kentucky of claims for 
deaths or injuries to employees and others not covered by insurance. The 
liability also includes probable damages to property not owned or leased by the 
company and not covered by insurance. 

b. See data below: 

Jan. 
Feb. 
Mar. 
Apr. 
May 
Jun. 
Jul. 
Aug. 
Sep. 
Oct. 
Nov. 
Dee. 

2002 
$ 

461,001 
451,884 
452,756 
453,352 
438,328 
436,820 
437,732 
447,119 
448,031 
451,703 
386,705 

2003 
$ 

383,773 
389,634 
354,706 
356,170 
365,134 
402,772 
404,236 
404,236 
41 5,221 
409,361 
41 9,460 
301,017 

2004 
$ 

301,017 
301,017 
203,477 
203,477 
209,726 
77,799 
93,099 
93,099 

130,221 
154,635 
154,635 
151,864 

2005 
$ 

151,863 
151,863 
148,379 
148,379 
148,378 
110,750 
1 10,750 
110,749 
310,429 
310,429 
310,429 
239,816 

2006 2007 

239,816 146,872 
239,816 146,872 
238,142 
238,142 
238,142 
287,933 
287,933 
287,933 
275,215 
275,215 
275,215 
146,872 

$ $ 





Attorney General Data Request Set 1 
Question No. 17 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 17 

Please provide a description and dollar amount breakout of all of the components 
making up the 9/30/06 Account 242 - Miscellaneous Current and Accrued Liability 
balance of $28,861,586 and the 9/30/06 Account 253 - Other Deferred Credits balance 
of $2,509,691. In addition, explain why none of the components included in these two 
balances have been treated as rate base deductions in this case. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-0008 AG Set 1-017 Attachment 1 for the requested information. 

These balances are considered cash working capital items and have been included as 
rate base deductions by means of application of the previously-accepted formula method 
to determine cash working capital allowances. This formula method is a reasonable 
approximation of the Company’s cash working capital needs and is, therefore, a 
comprehensive representation of not only the 242 and 253 accounts being questioned 
here but all similar cash working capital related assets and liabilities. 



2007-00008 AG Set 1-017 Attachment 1 
Page 1 of 3 

Columbia Gas of Kentucky, Inc. 
Account 242 - Miscellaneous Current and Accrued Liabilities and 

Data As of September 30,2006 

Acct No. Auxiliary Activity DescriDtion 
242 

0001 
0001 
0002 
0003 
0005 
0005 

0006 
0008 
0010 
0011 

0016 
0017 

0020 

0026 
0031 
0041 
0047 
0077 
0079 
0080 
0081 
0083 
4900 
503X 
9005 

Accrued Vacations 
Banked Vacation 
Accrued Payroil 
Accrued Insurance 
Payroll Deductions 
Purchased Vacations 

14880 Medical Insurance 
14885 Medical Assistance Plan 
14890 Voluntary Personal Accident Insurance 
14900 Health Maintenance Organization 
14910 Inactive Employee Dental Plan 
14911 Dental Plus 

14913 Group Life 
14920 Employee Contribution ~ Thrifl Plan 
14925 Repayment Thrifl Plan Loans and Interest 
14930 Employee Payroll Allotment - US Savings Bonds 
14950 Credit Union - Columbus 
14960 Credit Union - Pittsburgh 
14980 TRESOP - Payroii 
15000 Flexible Spending - Health Care 
15010 Flexible Spending - Dependent Care 
15020 Wage Attachment 
15030 Kentucky Employees PAC 
15040 Charitable Contributions 
15050 Union Dues 

14912 LTD - Buy Up 

Contract Retain age 
Exchange Gas 
Unclaimed Funds 
Withheld Accounts 

Dental Assistance Pian 
Comprehensive Medical Expense Plan 

15090 Lease Rental 

15130 CMCMPC Option C 
15131 Prescriptions 

15140 Principal 
151 50 Interest 

Rate Refunds - Suspended 

LTlP Dividend Liability 
Retirement Income Pian Accrual 
Health Maintenance Organization 
Special Employee Severance Arrangement 
Pension Restoration Plan 
Other Post Retirement Employee Benefits 
Post - Employment Benefits - Current 
Inventory Deficit - Stored Gas Delivery 
OPEB Actuarial Gain 
Deferred Director Costs 
Customer A/R Credit Balances 
Environmental Expenditures 

Amount 
5 

793,965 
99,633 

893,568 
(9) 

(34) 
1 
1 
9 

(9) 
(1) 

(11) 
1 
2 

28,363 
10,423 

14 

1 
(1 1 

(1 ) 
(57) 

(1) 

(1) 
(1) 

9 
3 

9 

18,861,077 
100,259 

2,124 
25,856 

53,273 
6,186 

21 
(1 ) 
(9) 
(7) 

(2) 

2 
67,391 

749.332 
122,773 

1 
(2) 

(54) 
6,876.266 

60,753 



2007-00008 AG Set 1-017 Attachment 1 
Page 2 of 3 

Columbia Gas of Kentucky, Inc. 
Account 242 - Miscellaneous Current and Accrued Liabilities and 

Data As of September 30,2006 

Acct No. Auxiliary Activity DeSCriDtlOn 
242 

9900 Other 
15290 Wages Payable 
15291 Wages Payable - Gross Payroll 
15292 Res. Stock Dividend Payable 
15301 Delayed Deposits 
15330 Other 
15350 Heatshare Customer Contribution 
15360 Special Interim Agency Program 
15485 Audit Fees 
15486 Benefits Administration 
15487 Profit Sharing 
15750 Salary Continuation 
15691 Credits Deposits - Gas Supply 
15910 Capacity Release 
16009 Contingent Stock 
65285 Off System Sales - Unbilled 

9907 Change in Control 
991 0 Unearned Revenue 
9950 Accrued Plant In Service 
0022 15170 Supplier Principal and Interest 

15170 CDC Company interest 
15170 GCR Balance Adjustment 
15180 Special Agency Service 

Total Account 242 

Amount 
5 

(6,222,571) 
6,266,420 

1 
22,822 

7 

16 
10,716 
39,062 

(4,374) 

(4) 
(2) 
1 

28,788 
1 

829,357 
(1) 
(3) 
19 

35,877 
(11) 

(5.888) 
3,836 

28,861,586 



2007-00008 AG Set 1.017 Attachment 1 
Page 3 of 3 

Columbia Gas of Kentucky, lnc. 
Account 253 - Other Deferred Credits 

Data As of September 30,2006 

Acct No. Auxiliary #ctivih, DescriDtion 
253 

0003 
0049 
0050 
0079 
0080 
0082 
9900 

1558X 
15600 
15665 
15670 
15675 
15676 
15715 
15782 

Unearned interest ~ Residential Fuel Conversion Loan 
Retention Agreements 
Environmental Expenditures 
Other Post Retirement Benefits 
Post-Employment Benefits - Noncurrent 
Other Post Retirement Benefits - Retiree Contributions 
Miscellaneous 
Employment Agreements 
G.O. Building Lease (All CDC) 
Deferred G/P Options 
Other 
TCO Penalty Credits 
Nicole Energy Reserve 
Special Employee Severance Program 
Environmental INS Recoveries 

Total Account 253 

Amount 
$ 

90 
1 

(1) 
(21,425) 

1,655,640 
7,430 

(2) 

(12) 
(1) 

(5) 
(21 

465,309 
(14) 

402,683 

2,509,694 





Attorney General Data Request Set 1 
Question No. 18 

Columbia Gas of Kentucky Respondent: Panpilas Fischer 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 18 

Provide a dollar amount breakout of all of the components (3%, 4%, 10% ITC, 
etc.) making up the actual 9/30/06 Account 255 - ADITC balance of $963,300 shown in 
the 9/30/06 balance sheet in FR # 6-r. 

Response of Columbia Gas of Kentucky: 

Please see attached, 



2007-00008 AG Set 1-018 Attachment 1 

Vintage 
Year 

1962-1 973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 

COLUMBIA GAS OF KENTUCKY, INC. 
ACCUMULATED DEFERRED INVESTMENT TAX CREDITS 

SEPTEMBER 30,2006 

J.D.C. 
4% 

0 
182 

0 
2,313 
4,600 
8,971 

0 
0 
0 
0 
0 
0 
0 
0 
0 

J.D.C. J.D.C. Rehab Account 255 
11% - I /  8% 15% Balance 

0 
633 

0 
7.219 

14,354 
27,994 
66,934 
77,423 

107,360 
136,810 

18,553 
669 

24,685 
9,122 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

77,321 
170,791 
195,685 

0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 

11,681 

0 
81 5 

0 
9,532 

18,954 
36,965 
66,934 
77,423 

107,360 
136,810 
107,555 
171,460 
195,685 
24,685 

9,122 

Total 16,066 491,756 443,797 11,681 963,300 

- I/ 11% denotes 40% plus 1% TRESOP, increased to 1-1/2% in 1979 retroactive to years 
1977 and 1978. For property, the construction of which was begun after December 31, 
1982, the 1-1/2% TRESOP credit based on qualified property additions expired and 
was replaced by a 112% PAYSOP credit based on gross payroll. 





Attorney General Data Request Set 1 
Question No. 19 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

I.NFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. I 9  

With regard to the Company’s proposed pro forma test year property taxes of 
$1,791,020 shown on Schedule D-2.11 and discussed on page 16 of Ms. Humrichouse’s 
testimony, please provide the following information: 

a. Provide the actual property tax credits booked by the Company as a resuit of 
successful property tax valuation protests in each of the last 10 years. In 
addition, indicate to which tax years these tax credits applied (e.g., the 
$1 18,256 tax credit booked in the test year applied to tax years 2004 and 
2005). 

b. Explain the process of these property tax valuation protests and whether the 
Company files such tax valuation protests on an annual basis. 

c. Provide the most recent available annual property tax assessment for the 
Company by the KDR and explain whether this assessment is an initial 
assessment that can still be protested or whether it represents a final 
assessment that has been adjusted for any protests. 

Response of Columbia Gas of Kentucky: 

a. The company only protested tax years 2004 and 2005 in the past ten years. 
Regarding the credit booked in the test year, $72,688 was for tax year 2004 
and $45,568 was for tax year 2005. 

b. The Department of Revenue, Office of Property Valuation issues a Notice of 
Assessment with their opinion of the value of the company’s assets in 
Kentucky. Prior to tax year 2004, a company representative would meet with 
the Office of Property Valuation and negotiate a value that was acceptable to 
all parties. Tax bills were issued subsequent to the determination of the 
acceptable value. 

Commencing with tax year 2004, the Office of Property Valuation was no 
longer allowed to negotiate values with taxpayers. This function was 
transferred to the Division of Protest Resolution within the Office 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 19 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

of Legal Services for Revenue. The inherent delays in this process requires 
the company to file tax valuation protests since the unacceptable valuation 
designated by the Office of Property Valuation becomes final forty-five days 
from the date of their notice. 

c. The Notice of Assessment for tax year 2006 is attached. The valuation on 
this notice has been protested by the company and there has been no 
resolution of this protest to date. 

Page 2 of 2 



2007-00008 AG Set 1-01 9 Attachment 1 

CII~III~IIIII~I~~;II~II el' ICcnluelir 

GNC : 3525 
CU 

'TAX 'I'YP13: 1135 
'PAS ID : 550139965 

" , , I .  I I I r, co : 

KsnlUCkyUnbridledSplill.com 

j 

http://KsnlUCkyUnbridledSplill.com




Attorney General Data Request Set 1 
Question No. 20 

Columbia Gas of Kentucky Respondent: Panpilas Fischer 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 20 

The adjusted state income tax amount of $229,026 shown on line 6 of Schedule 
E-I, sheet 1 of 2 is 5.96% of the State Taxable Income on line 5. Please explain why 
this state income tax rate is not 6.00%. 

Response of Columbia Gas of Kentucky: 

The state income tax rate takes into account the first $50,000 of taxable income 
being taxed at 4% and the next $50,000 of taxable income being taxed at 5%. Any 
additional taxable income is then taxed at 6%. 





Attorney General Data Request Set 1 
Question No. 21 

Columbia Gas of Kentucky Respondent: Judy M. Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 21 

Provide the bases for the Annual No. Occurances and Behavioral Factors shown 
on Attachment JMC-2. 

Response of Columbia Gas of Kentucky: 

The annual number of occurrences used to determine the anticipated revenue increase 
was the actual number of occurrences Columbia experienced in 2005 for each of the 
miscellaneous revenue items. No studies or analyses were necessary to develop the 
75% behavior factor. With the proposed increases of $15 to $55 and $8 to $15 for the 
reconnect fee and return check fee, respectively, it is highly unlikely that Columbia would 
experience a constant level of those activities when the fee is established. Because a 
drop in occurrences is expected based on the proposed increases, Columbia estimated 
that it would only realize 75% of the additional revenue that it would have otherwise 
received if the drop in occurrences were not to occur. 



I 
'\ 



Attorney General Data Request Set 1 
Question No. 22 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 22 

Please provide the actual Account 487 - Forfeited Discounts and Account 488 - 
Miscellaneous ‘Service Revenues for each of the years 2002, 2003, 2004, 2005 and 
2006. 

Response of Columbia Gas of Kentucky: 

Account 

Forfeited 
Discounts 

$ 

487 

December 2002 207,373 

December 2003 265,957 

December 2004 31 8,994 

December 2005 252,465 

Account 
488 

Miscellaneous 
Service 

Revenues 
$ 

94,994 

110.567 

146.781 

124.769 

December 2006 416,218 155,598 





Attorney General Data Request Set 1 
Question No. 23 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 23 

The Company’s test year Account 495 - Other Gas Revenues amount to 
$9,120,973, consisting of $8,646,115 for Non-Traditional Sales revenues and $474,858 
for Other Gas Revenues - Other. In this regard, please provide the following 
information: 

a. What kind of products/services are associated with the $474,858 revenues? 

b. Actual Other Gas Revenues - Other (equivalent to the test year revenues 
of $478,858) for each of the years 2002 through 2006. 

c. What kind of products/services are associated with the $8,646,115 - Non 
Traditional Sales revenues and why has the Company removed these 
revenues from the pro forma test year? 

d. Schedule M-2.1 shows that the $8,646,115 Non Traditional Sales revenues 
have associated gas cost revenues of $8,649,117. Please reconcile the 
$3,002 difference. 

e. What are the gas costs associated with the $8,646,115 Non Traditional 
Sales that have been removed from the test year as part of the total Gas 
Supply Expense adjustment of $8,646,115 shown on line 18 (D-2.1) of 
Schedule D-I, sheet I ?  

Response of Columbia Gas of Kentucky: 

a. The 495 Other Gas Revenues - Other of $474,858 included in Coiumbia’s test year 
includes: Marketer Charge revenue, Billing revenue, and other miscellaneous 
revenue including CHOICE gas supply sales. The Marketer Charge revenue is 
described on Sheet 34 of Columbia’s Tariff and represents a per Mcf charge for all 
volumes delivered to the Marketer’s Aggregation Pool. This represents $356,119 of 
the $474,858. The Billing revenue is described on Sheet 37f of Columbia’s Tariff 
and represents a per bill charge and is applied according to the Marketer billing 
option by Aggregation Pool. This represents $73,226 of the $474,858. $45,513 is 
from other miscellaneous revenue. 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 23 (Cont’d) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

b. See the table directly below. 

495 
Other Gas 

Department 
Revenue - Other 

2002 $149,606 
2003 ($141,833) 
2004 $1 24,099 
2005 $496,299 
2006 $467,356 

c. The non-traditional revenue of $8,646,115 relates to off-system sales made by 
Columbia of Kentucky under its approved gas supply incentive program. The 
program is detailed in the Columbia’s Tariff at Sheet No. 50. The revenue has been 
removed since they are not a base rate recovery item and removal facilitates the 
preparation of the Company’s cost of service study. 

d. The $3,002 difference represents exchange gas fees incurred by the Company in 
October 2005 related to non-traditional exchange arrangements. These costs are 
not recoverable from tariff customers so they were eliminated from gas costs when 
making the gas cost adjustment in Schedule D-2.1, Sheet 4 of 6, Line 6. 

e. The Company removed $8,646,115 of gas costs from the filing associated with the 
non-traditional revenue. The accounting for the off-system sales recognizes 
revenue in other gas department revenue equal to the gas costs. Any margin 
realized on the sale is credited to the Company’s Gas Cost Adjustment Clause and 
the appropriate sharing level, if achieved, to below the line income. The off-system 
sales/Non-Traditional sales activity has a zero impact on Operating Income. 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 24 

Columbia Gas of Kentucky Respondent: Judy Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 24 

On page 7, lines 1 -11 of her direct testimony, Ms. Cooper discusses proposed 
increases in the fees to reconnect service that was discontinued at the request of the 
customer. In this regard, please provide the following information: 

a) What are the actual test year revenues from these reconnect services, in 
which account are these revenues recorded and where are these revenues 
reflected on Schedule M page 2 of 2? 

b) In the same format and detail as per her Attachment JMC-2, provide a 
schedule showing the estimated incremental annual revenues resulting from 
the proposal to increase these reconnect services fees. In addition, explain 
why the Company has not reflected these incremental revenues for 
ratemaking purposes in this case. 

Response of Columbia Gas of Kentucky: 

a) Columbia does not track reconnect fees collected from customers as a result 
of a reconnection of service that was discontinued at the request of the 
customer. The fees are more of a disincentive, and Columbia does not 
believe it experiences many. Any such revenues collected from customers 
are recorded to Account 488 -Miscellaneous Service Revenue. These 
revenues are shown on Schedule M, Page 2 of 2, Line 3. The total per book 
revenue for the test year is $1 18,856. The amount has been increased by 
$21 1,889, the proposed change in fees as shown on Attachment JMC-2, to 
$330,745 at proposed rates. 

b) As mentioned in a above, Columbia does not track these fees, and does not 
believe it experiences many. Since the fee is a disincentive and Columbia 
believes it does not experience many of these fees, the test year level was 
reflected in the cost of service. If Columbia experienced 100; 75 residential 
and 25 commercial, which is extremely unlikely, the impact is less than 
$3,000 shown on 2007-00008 AG 1-24 Attachment 1 using the same format 
as Attachment JMC-2. 



Ln. - No. - Item 

1 Residential 

2 Commercial 

3 Total 

2007-00008 AG Set 1-24 Attachment 1 

Columbia Gas of Kentucky, Inc. 
Reconnect Fees for Reconnect of Service at Customer Request 

Current Proposed Estimated Behavioral Revenue - Fee - Fee Increase Occurrences m r  
(1 ) (2) (3)=(2-1) (4) (5) (6)=(3*4*5) 

65 102 37 75 75% 2,081 

176 224 48 25 75% 900 

2,981 





Attorney General Data Request Set 1 
Question No. 25 

Columbia Gas of Kentucky Respondent: Mark Balmert 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

PSC CASE NO. 2007-00008 

Question No. 25 

Please indicate and describe where in the “M” schedules (and in any other filing 
schedules) the revenue annualization adjustment “to reconcile the Energy Assistance 
Program (“EAP) surcharge revenues with EAP expense” (Humrichhouse testimony 
page 10, lines12-13) is reflected. 

Response of Columbia Gas of Kentucky: 

Sales Revenue: 

Schedule M-2.2, Page 3 of 40, Line 7 shows the annualization of EAP sales revenue at 
the recovery rate in effect as of the end of the test year, September 30, 2006. The EAP 
sales annualization adjustment is included in the total annualization adjustment for rate 
schedule GRS by comparing $89,306,601.08 on Schedule M-2.2, Page 3 of 40, Line 8, 
Column K l  to test year rate schedule GRS of $101,386,020.14 shown in Schedule M- 
2.1, Page l o f  5, Line 3, Column J. 

CHOICE Transportation Revenue: 

Schedule M-2.2, Page 23 of 40, Line 7 shows the annualization of EAP Choice revenue 
at the recovery rate in effect as of the end of the test year, September 30, 2006. The 
EAP Choice annualization adjustment is included in the total annualization adjustment 
for rate schedule GTR by comparing $5,842,043.99 on Schedule M-2.2, Page 23 of 40, 
Line 8, Column K l  to test year rate schedule GTR of $5,814,916.77 shown in Schedule 
M-2.1, Page 4 of 5, Line 2, Column J. 

Annualized Revenue tie to Expense 

Adding EAP annualized sales revenue of $388,030.74 shown on Schedule M-2.2, Page 
3 of 40, Line 7, Column K1 to EAP annualized Choice revenue of $121 ,I 10.1 1 shown on 
Schedule M-2.2, Page 23 of 40, Line 7, Column K1 results in a sum of $509,140.85, 
which ties to the annualized expense shown on Schedule D-2.1, Sheet 5 of 6, Line 8. 





Attorney General Data Request Set 1 
Question No. 26 

Columbia Gas of Kentucky Respondent: Mark Balmert 

805 
806 
807 
808 
812 
813 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
ORDER DATED APRIL 10,2007 

Other Gas Purchases 24,423,800 
Exchange Gas (9,394,728) 
Purchased Gas Expense 25,748 
Gas Withdrawn from Storage (3,415,747) 

(1 52,270) Gas Used for other Utility Operations 

Total Other Gas Supply Expense 
Exchange Fees 2.999 

$141,191,508, 

Question No. 26 

Schedule D-I, sheet 1 (D-2.1), line 18 shows that the proposed revenue 
adjustments on lines 1 - 12 result in an associated decrease in gas supply expenses of 
$28,973,361. Please provide a worksheet showing the calculations in support of this 
gas supply expense adjustment and showing that the gas volumes underlying this gas 
supply expense adjustment are the same as the gas volumes underlying the various 
revenue adjustments on lines I -12. 

Response of Columbia Gas of Kentucky: 

$28,973,361 is the difference between per books gas cost expense and annualized gas 
cost expense. 

Per books gas cost expense is the sum of expenses in the following FERC accounts as 
shown on Schedule C-2.1, Sheet 1, Lines 24 through 32: 

Purchase gas expense (Account 807), and Gas used for other utility operations (Account 
812), are classified by FERC as gas cost expense, but not shown as gas cost recovery 
revenue since these expenses are recovered through CKY's base rates. 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 26 

Columbia Gas of Kentucky Respondent: Mark Balmert 

Annualized Gas Cost Revenue 

Purchase Gas Expense 
Gas used for Utility Operations 
Total Annualized Gas Cost 

Schedule M-2.2, Page 2 of 
40, Line 17, Column H 
Schedule C-2.1, Line 28 
Schedule C-2.1, Line 30 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
ORDER DATED APRIL 10,2007 

$112,344,669 

25,748 
1152.2701 

$1 12,218,147 
Expense 
Gas Cost Expense per Books 
Adjustment - Gas Cost Expense 

Schedule C-2.1, line 32 $141,191,508 
(28,973,361). 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 27 

Columbia Gas of Kentucky Respondent: Mark Balmert 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
ORDER DATED APRIL I O ,  2007 

Question No. 27 

The Company’s proposed pro forma adjusted gas supply expenses amount to 
$1 12,218,147. In this regard, please provide the following information: 

a. Is 100% of this proposed gas supply cost of $112,218,147 recovered through the 
Company’s GCA clause? If not, explain which portion of the total cost of 
$112,218,147 is recovered through the GCA and which portion is recovered 
through base rates. 

b. Provide a schedule reconciling the pro forma gas supply cost of $112,218,147 to 
the corresponding GCA revenues included in the adjusted test year operating 
revenues of $158,276,796. 

Response of Columbia Gas of Kentucky: 

a. No. Purchase gas expense (Account 807) of $25,748, and gas used for other 
utility operations (Account 812) of ($1 52,270), are classified by FERC as gas 
cost expense, but are recovered through CKY’s base rates. The remaining 
$1 12,344,669 is recovered through the GCA. 

b. 





Attorney General Data Request Set 1 
Question No. 28 

Columbia Gas of Kentucky Respondent: William Gresham 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 28 

In deriving the weather-normalized residential and commercial customer usage 
numbers for 2001 and 2006 shown in the table at the bottom of page 2 of Mr. Gresham’s 
testimony, did the Company use the same weather normalization statistics for both 2001 
and 2006 (Le., are the usage changes indicated in the table solely caused by factors 
other than weather, or is a portion of these usage changes caused by the fact that the 
Company used different normalized weather averages for the years 2001 and 2006)? 

Response of Columbia Gas of Kentucky: 

The usage changes indicated in the table are caused by factors other than weather. The 
same weather averages were used for both years. 





Attorney General Data Request Set 1 
Question No. 29 

Columbia Gas of Kentucky Respondent Mark Balmert 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

Question No. 29 

Please indicate what the total pro forma adjusted test year gas sales and gas 
transportation revenues of $157,294,349.77 would be if the Company had used 65 
degrees as the reference point for HDD rather than 63 (residential) and 64 (commercial) 
degrees. 

Response of Columbia Gas of Kentucky: 

Throughput volume changes from 33,970,051.3 to 33,908,531 .I, a decrease of 61,520.2 
Mcf. 

Revenue changes from $157,294,349.77 to $1 56,748,550.98, a decrease of 
$545,798.79. 





Attorney General Data Request Set 1 
Question No. 30 

Columbia Gas of Kentucky Respondent Mark Balmert 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 30 

Please indicate what the total pro forma adjusted test year gas sales and gas 
transportation revenues of $157,294,349.77 would be if the Company had assumed 
normal weather to be the 25-year average of 1981 - 2005 rather than the 20-year period 
1986-2005. 

Response of Columbia Gas of Kentucky: 

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

Revenue changes from $157,294,349.77 to $158,194,517.52, an increase of 
$900,167.75. 



, 



Attorney General Data Request Set 1 
Question No. 31 

Columbia Gas of Kentucky Respondent: Mark Balmert 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 31 

Please indicate what the total pro forma adjusted test year gas sales and gas 
transportation revenues of $157,294,349.77 would be if the Company had assumed 
normal weather to be the 25-year average of 1981 - 2005 and had used 65 degrees as 
the reference point for HDD. 

Response of Columbia Gas of Kentucky: 

Throughput volume changes from 33,970,051.3 to 34,015,813.4, an increase of 
45,761.1 Mcf. 

Revenue changes from $1 57,294,349.77 to $1 57,712,364.12, an increase of 
$418,014.35. 





Attorney General Data Request Set 1 
Question No. 32 

Columbia Gas of Kentucky Respondent Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 32 

Please provide the KPSC assessment rate currently in effect and the rate 
expected to be in effect for 2007. In addition, provide the basis for the latter rate. 

Response of Columbia Gas of Kentucky: 

The PSC Assessment rate of 0.001 643 represents the most recent assessment received 
by Columbia Gas of Kentucky and covers the period July 1, 2006 through June 30, 
2007. The Company will receive notification of the assessment rate to be used for the 
period July 1,2007 through June 30,2008 sometime in June 2007. 



\ 

I 



Attorney General Data Request Set 1 
Question No. 33 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 33 

For the test year and each of the years 2002, 2003, 2004, 2005 and 2006 (all 
actual data), please provide the following information regarding uncollectible data: 

a. Reserve account balance at beginning of year. 
b. Charges to the reserve account. 
c. Credits to the reserve account. 
d. Current year provision (accrual) 
e. Reserve account balance at end of year. 
f. Total revenues subject to uncollectibles (indicate customer 

class revenues, e.g., residential, commercial, public 
authority, etc.) 

g. Percent of provision (accrual) to total revenue (line d I line f) 

Response of Columbia Gas of Kentucky: 

Line Beginning Ending 
- Item - Date Balance &&$ Charqe-offs Recoveries Balance 

(a) (d) (b) (C) (e) 

1 12/31 /ZOO2 320,602 (8,001) 786,237 550,900 77,264 

2 12/31/2003 77,264 994,996 1,307,003 538,594 303,851 

3 12/31/2004 303,851 1,194,997 1,943,076 798,396 354,168 

4 12/31/2005 354,188 984,998 1,530,085 623,803 432,884 

5 12/31 12006 432,884 1,131,001 1,999,311 750,227 314,801 

Page 1 of 2 



(9 - Year 

Attorney General Data Request Set 1 
Question No. 33 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

Total Revenue 
(000s) 

2002 70,369 
2003 87,087 
2004 92,733 
2005 105,159 
2006 91,236 

(9) Year 

2002 
2003 
2004 
2005 
2006 

Provision Accrual 
(000s) 

(8) 
994 

1,194 
984 

1 ,I 31 

Total Revenue 
(000s) 

70,369 
87,087 
92,733 
105,159 
91,236 

Provision/ 
Revenue 

(0.01 137%) 
1.141 38% 
1.28756% 
0.93572% 
1.23964% 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 34 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 34 

With regard to the uncollectible expense data shown on Schedule D-2.1, please 

a. Basis for and all calculations underlying the accrual rate of 1.163918%. 
b. Equivalent actual accrual rates for each of the 5 years prior to the test year, 

including the calculations for these rates. 
c. Reconciliation between the actual test year per books uncollectible expense of 

$1,284,001 and the actual test year per books uncollectible expense of $1,707,449 
shown on Schedule C-2.1, sheet 2, line 59. in addition, provide a dollar amount 
breakout of the specific components of the difference of $423,448. 

d. Explanation as to why the adjustment is calculated for the residential revenues 
only. 

e. Show how and where the actual test year per books EAP of 393,503 is included in 
the total Account 904 - Uncollectible Accounts expenses of $1,707,449. 

f. Show and explain the derivation of the annualized EAP recovery in Account 904 of 
$509,141 and show where this derivation is reflected in the filing schedules (it is 
not shown on M-2.2, pages 5 & 23, as indicated on Schedule D-2.1, sheet 5, line 
8). 

provide the following information: 

Response of Columbia Gas of Kentucky: 

(a) Columbia Gas of Kentucky, inc. (CKY) charges off accounts for residential customer 
receivables in excess of 120 days outstanding from the initial billing date (calendar 
days). Therefore, the December Provision for Uncollectible Accounts should reflect the 
portion of receivables recorded for September through December that will not be 
collected. The net charge-offs for the twelve month ended period (TME) December, 
divided by the TME August revenues, provides the most recent experience factor. This 
experience factor is multiplied by the September through December revenues to provide 
the needed balance of the provision for uncollectible account. 

(000s) 

Residential Billed Sales 12 months ended August, 2006 
Plus Unbiiled Residential Sales August, 2006 

107,320 
1,580 

Subtotal 107,310 
Less Unbilied Residential Sales August, 2005 

Divided by Net Charge-offs 12 months ended December, 2006 

(1.5901 

c1.249 
Experience Ratio m% 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 34 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

Experience ratio 2001 1.269475% 
2002 0.335082% 
2003 0.963468% 
2004 1.204971 % 
2005 0.996231% 

See the table below for reconciliation. 

Residential & low pressure commercial 

Energy Assistance Program 

High pressure commercial 

Total account 904 per test 
year 

Schedule C-2.1, page 2 

CKY utilizes onlv the residential customer i 

Amount 
$ 

1,284,001 

393,503 

29.945 

13nz44s 

ss accounts receivat information in the 
above calculatidn. A study of historical data concluded that residential customers have a 
more consistent pattern for non-pay. Using commercial and industrial information in the 
calculation caused aberrations among the years. Consequently, commercial and 
industrial receivables are reviewed on a case by case basis and separate uncollectible 
reserves are recorded for those accounts as needed. 

Costs of the EAP are deferred to a regulatory asset. As customers are billed, the 
recovery is booked to account 904. Please see the reconciliation above. 

The reference on Schedule D-2.1, sheet 5, line 8 is incorrect. The reference should be 
pages 3 and 23. The amount on page 3 as shown in Column k, Line 7 is $388,030.74 
and the amount on page 23 as shown in Column k, Line 7 is $121,110.1 1. These two 
numbers added together total the $509,140 as shown in Schedule D-2.1, sheet 5, line 8. 
The amounts are arrived at by applying the EAP surcharge rate of 5.79 cents to the 
applicable sales volume for residential customers. 

Page 2 of 2 
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Attorney General Data Request Set 1 
Question No. 35 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 35 

With regard to WPD-2.2, sheet 4 of 8, please provide the actual Direct O&M 
Percentage (equivalent to the actual test year percentage of 72.21%) for each of the 
years 2002 through 2006. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-035 Attachment 1 for the requested information. 
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Attorney General Data Request Set 1 
Question No. 36 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 36 

With regard to WPD-2.2, sheet 3 of 8, please provide (total annual amounts only) 
the actual overtime hours, normal pay amount, overtime pay and premium pay for each 
of the years 2002 through 2006. 

Response of Columbia Gas of Kentucky: 

Overtime Normal Overtime Premium 
Year Hours Pay Pay Pay 

$ $ $ 

2002 Data not available. 

2003 37,724 7,942,406 1,031,711 14,565 

2004 34,932 8,069,821 1,009,579 24,128 

2005 27,486 8,161,747 827,769 82,214 

2006 26,399 7,288,919 806,236 173,856 
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Attorney General Data Request Set 1 
Question No. 37 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

Question No. 37 

Please provide the actual number of employees (in total and as broken out by 
employee category) for each of the months from January 2003 through February 2007. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-037 Attachment 1 for the requested information. 



Non-Exempt 

ManthNr ExemDt (AdrninTTech) Manual IBU) Total 

2007-00008 AG Set 1-037 Attachment 1 
Clerical Non-Exempt 

Januarv-03 30 49 98 
February-03 
March-03 
April-03 
May-03 
June-03 
July-03 

September-03 
October-03 
November-03 
December-03 

January-04 
February04 
March-04 
April-04 
May-04 
June44 

August-04 
September-04 
October44 
November-04 
December-04 

January-05 
February-05 
March-05 
April-05 
May-05 
June-05 
July-05 

September-05 
October-05 
November-05 
December-05 

August-03 

July-04 

August-05 

January-06 
February06 
March-06 
April-06 
May-06 
June-06 
July-06 
August-06 
September-06 
October-06 
Novem ber-06 
December-06 

January07 
February-07 

30 
31 
31 
31 
30 
30 
30 
30 
30 
30 
30 

30 
30 
30 
30 
30 
30 
30 
30 
27 
26 
26 
26 

27 
27 
27 
28 
28 
28 
28 
28 
28 
27 
27 
26 

27 
27 
27 
27 
26 
27 
27 
27 
27 
27 
27 
26 

24 
23 

49 
49 
52 
51 
51 
51 
49 
51 
48 
54 
54 

51 
51 
50 
50 
49 
49 
47 
47 
52 
52 
52 
51 

51 
51 
51 
50 
50 
50 
50 
49 
49 
49 
49 
29 

29 
29 
29 
29 
21 
19 
19 
19 
19 
20 
20 
19 

18 
18 

98 
98 
98 
98 
95 
95 
94 
94 
94 
94 
93 

92 
92 
92 
92 
92 
91 
91 
91 
91 
91 
91 
91 

91 
91 
91 
91 
91 
91 
91 
91 
90 
90 
89 
89 

88 
88 
88 
88 
89 
89 
89 
89 
88 
87 
86 
85 

85 
84 

177 
178 
181 
180 
176 
176 
173 
175 
172 
178 
177 

173 
173 
172 
172 
171 
170 
168 
168 
170 
169 
169 
168 

169 
1 69 
169 
169 
169 
169 
169 
168 
167 
166 
165 
144 

144 
144 
144 
144 
136 
135 
135 
135 
134 
134 
133 
130 

127 
125 
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Attorney General Data Request Set 1 
Question No. 38 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 38 

Please provide filing requirement Schedule G-I (details about the test year 
payroll cost, employee benefits and payroll taxes) and Schedule G-2 (payroll analysis 
data for the test year as compared to the 5 years prior to the test year regarding man 
hours, labor dollars, employee benefits, payroll taxes and employee levels). [Note: while 
the Company claims that this filing requirement information is not a requirement of an 
historic test period filing, the AG is seeking this same information through this request for 
information]. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-038 Attachment 1 for the requested information. 
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Attorney General Data Request Set 1 
Question No. 39 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

PSC CASE NO. 2007-00008 

Question No. 39 

With regard to incentive compensation programs offered to the employees of 
Columbia Gas of Kentucky, please provide the following information: 

a. Management summary of the various types of incentive 
compensation programs offered by the Company to its employees. For 
each separate incentive compensation program offered, this management 
summary should include descriptions of the type and level and employees 
that may participate in the program, as well as the type of performance 
goals that must be achieved in order to receive incentive compensation 
from the particular program. 

Copies of all internal Company documents describing each of the 
incentive compensation programs offered by the Company to its 
employees. 

Actual incentive compensation expenses (in total and broken out 
by incentive compensation program type) booked by the Company in 
each of the years 2002 through 2006, in the test year, and in the pro 
forma adjusted test year. 

Percentage and dollar portion of incentive compensation expenses 
claimed for the pro forma adjusted test year in this case ($279,000) that is 
a function of the achievement of corporate financial performance goals. 
in addition, describe these financial performance goals. 

b. 

C. 

d. 

Response of Columbia Gas of Kentucky: 

a. The primary incentive program throughout Columbia Gas of Kentucky 
(CKY), as well as throughout all of NiSource, is the Corporate Incentive 
Plan (CIP). All CKY employees participate in this plan. The CIP is 
offered annually and goals are set at the individual level as well as 
company level. Each job is assigned a job scope level that is based on 
the specific requirements of the job. Each job scope level is linked to an 
incentive range that also provides additional earning potential as a 
percentage of base salary (percentage of total salary for non-exempt 
employees) if certain corporate, business unit and individual goals are 
met, as set each year by the NiSource Board of Directors and through 



Attorney General Data Request Set 1 
Question No. 39 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

agreement between each employee and his or her supervisor. The 
corporate goal varies, but is often based on earnings or financial 
performance. Individual goals are set through the performance 
management process utilizing performance management worksheets. 
Each year employees and their supervisors agree to goals for that year. 
For exempt employees, these goals and the employees overall 
performance are key input into the incentive payout. Goals typically 
include measures of customer service, cost containment, productivity, 
safety and reliability. 

b. Please see Attachment B. 

c. The CIP incentive compensation booked by the Company in each of the 
years 2002 through 2006 is as follows: 

- CIP 
2002 $224,000 
2003 $220,862 
2004 $328,235 
2005 $(27,765) 
2006 $1 13,893 

d. 100% of the claimed amount of the CIP incentive compensation, or 
$279,000, is based upon the achieving corporate financial goals. The key 
financial number for the 2007 NiSource Corporate Incentive Plan 
participants is net operating earnings. For incentive plan purposes, this 
number will be adjusted to account for the cost of the incentive pool and 
to account for weather variances from normal weather as reflected in the 
2007 financial plan. 



AG Set 2-039 Attachment B 
Page 1 of 17 

NiSource Corporate Incentive Plan . .... 
(Restated, with administrative changes only, effective January ‘1,2007) 

1. Purpose. 

NiSource Inc. (Tompany”) established the NiSource Corporate Incentive Plan (“Plan”) 
to provide additional compensation for employees who influence the profitability of the 
Company and i t s  af5liates (individually, “Employer” and collectively, “Employers”). 

2. Administration. 

The Plan is administered by the Officer Nomination and Compensation Committee 
(“Committee”) of the Board of Directors of the Company (‘%Board”), which, subject to action of 
the Board, has complete discretion and authority with respect to the Plan and its application, 
except to the extent that discretion is expressly Iiaited by the Plan. 

3. Eligibility for Participation. 

The participating group of employees (“Participants”) under the Plan is comprised of 
exempt and non-exempt employees of the Company and its aftiliates, excluding any employee 

. who has received a last chance letter, final notice letter or equivalent during the Plan year, certain 
exempt employees who participate in other specialized functional incentive plans and bargaining 
unit employees of Kokomo Gas and Fuel Company. The Committee, in its sole discretion, shall 
determine each calendar year the identity of the Participants. The Committee may add additional 
employees, and remove employees, as Participants during each calendar year. 

Notwithstanding the previous paragraph, an employee described above shalI be a 
“Limited Participant” if he or she has received suspension(s) without pay of five or more 
cumulative days during the Plan year. Any Participant not covered under the preceding sentence 
is a ‘%ul1 Participant.” 

4. Determination of Incentive Payment. 

The incentive payment calculation is shown on Exhibit I attached hereto. The Plan is 
predicated on establishing an incentive pool based on achievement by the Company of a 
financial trigger, as shown on Exhibit I, for the applicable calendar year, up to a maximum 
incentive pool established by the Committee. If the Gnancial trigger is met or exceeded for a 
calendar year, an incentive pool is created for such calendar year. Each Participant’s incentive 
payment from the incentive pool will be based on such Participant’s status (i.e., exempt or 
non-exempt, Employer and job scope level) as of December 3 1 of the calendar year on which the 
incentive payment is based. 

The incentive payment for a Participant who is an exempt employee is divided into two 
parts. The first part will be calculated based on a formula set forth in Exhibit I. The remainder 
of the Participant’s potential incentive payment is drawn from a portion o f  the incentive pool 
(“Discretion POOP) allocated to the Participant’s manager, in the discretion of the Executim 
Council of the Company (“Executive Council”), and allocated by such manager among the 
Participants supervised by the manager. The amount of the Discretion Pool will be determined 
by the Executive Council, and may be allocated based on the perfonnance of the applicable 



business unit. The allocation of the Discretion Pool among the Participants ih the business unit 
will be determined by the manager of such business unit based on individual performance of 
each Participant in the business unit. The discretion exercised by the Executive Council and 
each manager in this respect is conclusive. 

The incentive payment for a Participant who is a non-exempt employee will be awarded 
to the Participant on a calculated, formula basis set forth in Exhibit I. 

Any Participant who terminates employment with the Employers and their affiliates due 
to death, disability or retirement, pursuant to an Employer’s qualified retirement plan, during a 
calendar year will be deemed a Participant on December 31 of such calendar year, and will 
receive a prorated calculated incentive payment for such year based on his or her Eligible 
Earnings as determined pursuant to Exhibit I, through the date of termination of employment. 

5. Distribution of the Incentive Payment. 

The elements of each incentive payment, namely, (I) the calculated incentive payment 
amount and (2) the discretionary incentive payment amount, if applicable, are distributable to the 
Participant, or his or her beneficiary, in cash in a single sum as soon after the end of the 
applicable calendar year as practicable, in the same manner as payroll. 

6. Continuity of the Plan. 

Although it is the present intention of the Company to continue the Plan in effect for an 
indefinite period of time, the Company reserves the right to terminate the Plan in its entirety as of  
the end of any calendas year or to modify the Plan as it exists from time to time, provided that no 
such action shall adversely affect any incentive payment amounts previously earned in a 
preceding calendar year under the Plan. 

7. Notices. 

Any notice required or permitted to be given by the Company or the Committee pursuant 
to the Plan shall be deemed given when personally delivered or deposited in the United States 
mail, registered or certified, postage prepaid, addressed to the Participant, his or her beneficiary, 
executors, administrators, successors, assigns or transferees, at the last address shown for the 
Participant on the records of the Company or subsequently provided in writing to the Company. 

8. Withhoiding. 

The Company m y  withhold from any incentive payment under the Plan amounts 
sufficient to satisfy applicable withholding requirements under any federal, state or local law, 
and deductions as may be required pursuant to agreement with, or with the consent o$ a 
Participant, including any elective deferrals under the NiSource Inc. Retirement Savings Plan 
and the NiSource Inc. Executive Deferred Compensation Plan 

2 



9. Miscellaneous Provisions. 

(a) No incentive payment under the Plan shall be subject in any manner to 
anticipation, alienation, sale, transfer, assignment pledge, encumbrance or charge prior to actual 
receipt thereof by the payee; and any attempt to so anticipate, alienate, sell, transfer, assign, 
pledge, encumber or charge prior to such receipt shall be void; and the Company shall not be 
liable in any manner for or subject to the debts, contracts, liabilities, engagements or torts of any 
person entifled t o  any incentive payment under the Plan. 

(b) Nothing contained herein will confer upon any Participant the right to be retained 
in the service of an Employer or any affiliate thereof nor l i t  the riglit of an Employer or any 
subsidiary thereof to discharge or otherwise deal with any Participant without regard to the 
existence of the Plan. 

(c) The Plan shall at all times be entirely unfunded and no provision shall at any time 
be made with respect to segregating assets of an Employer or any affiliate thereof for payment of 
any incentive payments hereunder. No Participant or any other person shall have any interest in 
any particular assets of an Employer or any affiliate thereof by reason of the right to receive an 
incentive payment under the Plan and any such Participant or any other person shall have only 
the rights of a general unsecured creditor of an Employer or any affiliate thereof with respect to 
any rights under the Plan. 

(d) Any portion of the incentive pool not allocated to Participants for a given calendar 
year shall remain a general asset of the Company. 

10. Governing Law. 

The provisions of the Plan &all be c o r n e d  and interpreted according to the laws of the 
State of Indiana, except as preempted by federal law. 

by its duly authorized officer this 6 day of /p,’/ 
1st day of January, 2007. 

W WTNESS WEEREOF, the Company has caused the Plan to be executed in its name 
, 2007, effective as of the 

M[SOURCE WC. 

By: 
Y 
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Exhibit1 . 

2007 Incentive Calculation 

Financial trigger: 

Incentive pool: 

Eligible Earnings: 

Payout Percentage: 

Incentive Payment: 

NiSource Inc. net operating earnings per share of $1.35 for the year 
ended December31, 2007, after accounting for the cost of the 
incentive pool under the Plan. 

Any net operating earnings above the financial txigger may, in the 
discretion of the Committee, fund the incentive pool. 

Nonexempt: Actual base earnings in 2007 plus all shift premiums and 
overtime pay. (Reimbursements for educational assistance, relocation, 
meals, mileage, incentive payments, and long-term disability 
payments are not included in base earnings.) 

Exempt: 
incentives, or premium pay). 

Each Participant has been given an incentive opportunity range, from 
trigger to maximum, and will be assigned his or her Payout Percentage 
as soon as practicable after the release of 2007 Company net operating 
earnings. 

(a) 

Actual base earnings in 2007 (excluding any bonuses, 

Each Full Participant who is a non-exempt employee will 
receive his or her incentive payment from the incentive pool as a 
futed percentage of his or her Eligible Earnings, according to the 
following formula: 

Non-Exempt Employee Incentive Payment = Eligible Earnings x 
Payout Percentage 

(b) Each Full Participant who is an exempt employee is eligible to 
receive a benefit as follows: 

A portion of the benefit is derived from the following formula: 

Incentive Payment = Eligible Earnings X Payout Percentage X 
50% 

An exempt employee may receive a portion of tlie incentive 
pool allocated to the Participant's manager, in the discretion of 
the Executive Council and allocated by the manager among the 
Participants supervised by the manager 

Each Limited Participant will receive 50% of the amount (c) 
calculated in paragraph (a) or (b) above, as applicable. 

4 



IN WITNJZSS WHEREOF, the Company has caused this Third Amendment to be 
executed on its behaE, by its officer duly authorized, this & day of w d * b L ,  ,200fl. + 

NISOURCE INC. 

CH2\ 15G5783.1 -2- 



March 8,2006 
DRAFT MySource Article and Q&A 

2006 incentive compensation payout goal is $1.50 EPS for plan participants 

The board of directors has approved the structure and financial trigger for the 2006 
NiSource Corporate Incentive Plan, which will be based on the same design as the 2005 
plan. 

The key financial number for 2006 NiSource Corporate Incentive Plan participants is 
reported net operating earnings per share (non-GAAP) of $1.50. (Use of the term 
"EPS" in this article refers to reported 'I net operating earnings per share (non-GAAP).") 
NiSource has announced 2006 EPS guidance in the range of $1.45 to $1.55.Achieving $1.50 
EPS (after accounting for the cost of the pool of dollars to be paid out to employees) means 
plan participants would be eligible to receive a payout "at trigger." Last year, NiSource 
achieved $1.38 EPS on a comparable basis. 

I f  $1.50 EPS is achieved -- again, based on the ability to cover the cost of the employee 
incentive plan and maintain the $1.50 EPS level -- an incentive payout would be 
established. As in previous years, employees would receive a payout based on their 
incentive opportunity range. 

NiSource has adopted net operating earnings (non-GAAP) as a key financial measure both 
internally and externally because i t  represents the fundamental earnings strength of the 
company. For purposes of the NiSource Corporate Incentive Plan, the measure will include 
an adjustment for weather. See NiSource's 2005 earninqs news release for more 
information about how this measure is calculated as well as assumptions related to 2006 
EPS guidance. 

Frequentlv asked questions about how the incentive compensation plan works are available on 
MvSource. 

(Q&A below to be posted separately on Mysource) 



March 13,2006 
Final: MySource Article and Q&A 

NiSource Board approves 2006 tcentive compensation payou goal 

The board of directors has approved the structure and financial trigger for the 2006 
NiSource Corporate Incentive Plan, which will be based on the same design as the 2005 
plan. 

The key financial number for 2006 NiSource Corporate Incentive Plan participants is net 
operating earnings per share (non-GAAP) of $1.50, after accounting for the cost of the 
incentive pool and assuming normal weather as reflected in the Company's 2006 financial 
plan. (Use of the term "EPS" in this article refers to "net operating earnings per share (non- 
GAAP)" as adjusted for normal weather to the extent necessary). NiSource has announced 
2006 EPS guidance in the range of $1.45 to $1.55. Achieving $1.50 EPS (after accounting 
for the cost of the pool of dollars to be paid out to employees) means plan participants 
would be eligible to receive a payout "at  trigger." Last year, NiSource achieved $1.38 EPS 
on a comparable basis. 

I f  $1.50 EPS is achieved -- again, based on the ability to  cover the cost of the employee 
incentive plan and maintain the $1.50 EPS level -- an incentive payout would be 
established. As in previous years, employees would receive a payout based on their 
incentive opportunity range. 

NiSource has adopted net operating earnings (non-GAAP) as a key financial measure both 
internally and externally because it represents the fundamental earnings strength of the 
company. For purposes of the NiSource Corporate Incentive Plan, the measure will be 
adjusted to the extent necessary to account for variances from normal weather as reflected 
in the 2006 financial plan. See NiSource's 2005 earninas news release for more information 
about how this measure is calculated as well as assumptions related to 2006 EPS guidance. 

Frequently asked questions about how the incentive compensation plan works are available on 
MvSource. 

(Q&A below to be posted separately on Mysource) 



March 8,2006 

Questions and answers regarding the 2006 NiSource Corporate Incentive Plan 

Q: Who is eligible for the plan? 

A: The pian covers most NiSource employees. However, employees in the Kokomo union and certain 
exempt employees who are part of other specialized functional incentive plans do not participate. 

Q How does this year’s plan compare to the 2005 plan? 

A: This year’s plan is very similar to last year’s pian both in terms of approach and structure. 

0 Both the 2006 and 2005 plans are based on achieving our earnings per share target. This year’s 
pian uses net operating earnings per share (non-GAAP), which is the standard measure we are 
using internally and externally to track our financial performance. 
A discretionary component for exempt employees will be based on individual and business unit 
performance. Nonexempt employees receive an across-the-board payout. 

0 

Q: What does “business unit performance” mean? 

A: If there are sufficient differences in financial performance between individual business units, senior 
management may choose to distribute a greater share of the pool to higher performing companies or 
functional units. 

Q: What does “after accounting for the cost of the pool of dollars to be paid out to employees” 
mean? 

A: This is an important concept to understand. it means that the EPS level must include the cost of the 
pool of dollars to be paid out to employees. So, for the payout to occur, $1 50 EPS must be the minimum 
amount remaining after deducting the cost of the incentive compensation payouts that would be made to 
employees. 

Q: What does “net operating earnings (non-GAAP)” mean? 

A: Net operating earnings (non-GAAP) is a financial measure that NiSource defines as income from 
continuing operations (determined in accordance with Generally Accepted Accounting Principles, or 
GAAP), adjusted for certain items. NiSource uses net operating earnings (non-GAAP) as a reference 
point because this measure better represents the fundamental earnings strength of the company. 
NiSource uses the measure both externally for financial reporting and internally for planning, budgeting 
and reporting to the board of directors. For purposes of the NiSource Corporate Incentive Plan, a primary 
adjustment reflected in this measure is weather. Other adjustments may include restructuring charges, 
and impairment charges. See Schedule 1 and Schedule 2 of NiSource’s 2005 earninqs news release for 
more information about how this measure is calculated. 

Q: The weather has been unfavorable toward NiSource’s business during the first quarter so far. 
How will that potentially affect our incentive compensation opportunity for 2006? 

A: For purposes of the NiSource Corporate Incentive Plan, net operating earnings per share (non-GAAP) 
will be adjusted for weather. Therefore, the weather impact will not affect the EPS measure used to 
determine whether employees receive an incentive compensation payout for 2006. 



Q: Where can I find NiSource’s reported ”net operating earnings per share (non-GAAP)? 

A: NiSource will be reporting net operating earnings per share (non-GAAP) on a quarterly and annual 
basis. These announcements, along with income statements detailing our financial results, will be 
available on MySource and the NiSource web site. 

How the payout works 

Q: Can you provide an example of how the payout works? 

A: Each employee has an incentive opportunity range from trigger to maximum. 

For exempt employees, if the pool corresponds to a payout at the trigger level, multiply: 

Your eligible earnings x 
Your trigger percent x 
66 213% (two-thirds of the trigger amount) 
In addition, exempt employees may receive an additional discretionary amount, which is based 
on the business unit‘s performance and the employee’s individual performance. 

Non-exempt employees receive an across-the-board payout. For non-exempt employees, if the pool 
corresponds to a payout at trigger, multiply: 

e Your eligible earnings x 
Your trigger percent. 

Q: What are “eligible earnings”? 

A: “Eligible earnings” or “total earnings” include actual base earnings during 2006 plus all shift premiums 
(Examples of items not included In total earnings are: relocation, meals, mileage, incentive payments and 
long-term disability payments.) 
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Management Forum Talking Points 
2"d Quarter Earnings Announcement 

August 2,2006 

As you may have seen  om NiSource's second quarter earnings release, we have 
shared difficult news about our 2006 earnings outlook. 

Despite making solid progress on our four-part business plan, and reporting higher 
net operating earnings for the second quarter and six-month periods, it is highly 
unlikely that we will achieve our original net operating earnings estimate of $1.45 to 
$1.55 per share for 2006. 

Unfortunately, missing our earnings estimate also means we will fall short of the 
target for a payout under the 2006 NiSource Incentive Plan. 

I know this is frustrating and disappointing news for all of us, especially given the 
achievements our teams have made this year. 

We are providing this news both internally and externally now in an effort to be as 
forthcoming and timely as possible in updating all our key stakeholders on the status 
of our business, our challenges, and what we intend to do about them. 

We have had positive year-to-date performance, with revenue growth in our gas 
transmission and storage business and solid results in our electric business. 

The key earnings challenge we face is reduced residential customer usage and spiking 
customer attrition in our gas distribution business. This is a problem affecting 
companies throughout the North American natural gas industry, and it is a focus for 
us and the entire natural gas industry. 

The attached Q&A covers some of the key issues relating to usage and customer 
attrition, and I encourage you to review that information. 

While the news today is disappointing, the issue is on the table so we can deal with it 
openly and aggressively. 

I also encourage you to keep in mind that our fundamental business platform 
continues to be positive. We are committed to our long term strategy, and we are 
making progress. 

On a call with our NiSource leadership team today, I stressed that we can't slow 
down. We need to remain focused and lean into our challenges. We will overcome 
this setback if we remain engaged, balanced and positive. 

Again, I thank you again for your continued support and your focus as we move 
forward. 

- Bob 



Management Forum Key Messages 
2nd Quarter Earnings Announcement 

August 2,2006 

As you may have seen from NiSource's second quarter earnings release, we have 
shared difficult news about our 2006 earnings outlook. 

Despite making solid progress on our four-part business plan, and reporting 
higher net operating earnings for the second quarter and six-month periods, it is 
highly unlikely that we will achieve our original net operating earnings estimate 
of $1.45 to $1.55 per share for 2006. 

Unfortunately, missing our earnings estimate also means we will fall short of the 
trigger for a payout under the 2006 NiSource Incentive Plan. 

I know this is frustrating and disappointing news for all of us, especially given the 
notable achievements our teams have made this year. 

We are providing this news both internally and externally now in an effort to be 
as forthcoming and timely as possible in updating all our key stakeholders on the 
status of our business, our challenges, and what we intend to do about them. 

We have had positive year-to-date performance, with revenue growth in our gas 
transmission and storage business and solid results in our electric business. 

The key earnings challenge we face is reduced residential customer usage and 
spiking customer attrition in our gas distribution business. 

This is a problem affecting companies throughout the North American natural gas 
industry, and it is a focus for us and the entire natural gas industry. 

For NiSource, we project that the combined impact of conservation and customer 
attrition will reduce our net revenues for 2006 by nearly $40 million, or 10 cents 
per share, compared with the levels underlying our initial earnings guidance for 
the year. 

We have developed a Q&A that covers some of the key issues relating to usage 
and customer attrition, and I encourage you to review that information and we can 
discuss it further. 

While the news today is disappointing, I can assure you that our distribution 
business unit teams are committed to dealing aggressively with the usage issue in 
a thoughtful and balanced manner. 

I also encourage you to keep in mind that our fundamental business platform 
continues to he solid. We are committed to our long term strategy, and we are 
making steady progress. 

On our leadership call Wednesday, Bob emphasized that we can't slow down. 
We need to remain focused and lean into our challenges. We will overcome this 
setback if we remain engaged, balanced and positive. 

Thank you again for your continued support and focus as we move forward. 

* 



MDT Message for All OH and KY Operations Centers 
To be sent December 01 

A message from Dave Monte 

The recent note from Bob Skaggs about incentive compensation demonstrates the strong 
desire of NiSource, Bob and the Board of Directors to recognize and reward the hard 
work and efforts of our employees. 
Bob announced that the board has approved a change to the Corporate Incentive Plan to 
allow for a payout at a lower earnings threshold for 2006. The new threshold level could 
result in a payout at up to 50 percent of trigger incentive levels. 
As in the past, each union will be afforded the opportunity to participate. 
The modified incentive plan provides a realistic opportunity for payout at some level to 
occur following our 2006 earnings announcement in late January. 
The board recognizes all that you do to provide quality service to our customers and 
strong results for our shareholders. 
I’d like to join Bob in thanking you for your ongoing commitment. 



To: Management Forum 
(and Susequently Posted on MySource) 

Dear Team: 

I want to share some encouraging news from Tuesday's NiSource board of directors 
meeting. 

In recognition of the strong contributions and tireless efforts of NiSource employees this 
year, the board approved a modification to the Corporate Incentive Plan to allow for a 
payout at a lower earnings threshold for 2006. The new threshold level could result in a 
payout at up to 50 percent of trigger incentive levels. 

The board members took this action to recognize the tremendous efforts you and our 
entire NiSource team are putting forth to provide quality service to our customers and 
strong results for our shareholders. I couldn't agree with them more. 

I know it was difficult news earlier this year when we announced that it was unlikely we 
would achieve our original 2006 EPS guidance in the range of $1.45 to $1.55, largely due 
to the unprecedented customer usage and attrition issues we have experienced this year. 
As you recall, the board had established a $1.50 EPS operating earnings goal for the 
Corporate Incentive Plan. Achieving that goal, afier accounting for the cost of the pool 
of dollars to be paid out to employees, meant plan participants would be eligible to 
receive a payout at trigger. 

Under the modified plan, if we achieve a reduced EPS threshold - again, based on the 
ability to cover the cost of the plan - an incentive payout would become available up to 
50 percent of the normal payout level at trigger in the NiSource Corporate Incentive Plan. 
As in previous years, employees would receive a payout in February based on their 
incentive opportunity range. 

While I cannot share the specific new threshold level with you at this time in light of the 
fact that we have withdrawn our earnings guidance for 2006, I can say that the modified 
incentive plan provides a realistic opportunity for a payout at some level to occur 
following our 2006 earnings announcement in late January. 

The fact that the board took this action is a real tribute to your continued strong 
leadership, enthusiasm and focus on executing our four-point plan for long-term 
sustainable growth. 

Thank you for your ongoing commitment. 

BOB 



Talking Points for Leaders 
Base Pay Increase and Incentive Payout 

Base Pay Performance Adjustment 
The NiSource Board has approved the base pay performance adjustment 
percentage for 2007 (3% for all exempt employees and 2.5% for non- 
exempt, non-union, non-manual employees). 

Base pay increases are effective March 1, 2007. 

Incentive 
Remind employees that the NiSource Board has approved an incentive 
payout at 50 percent of the normal payout at the trigger, given all that 
we have accomplished and our 2006 performance. 

The board members took this action to recognize the tremendous efforts our 
entire NiSource team is putting forth to provide quality service to our 
customers and strong results for our shareholders. 

Review the employee’s individual performance and contribution to the 
department/function. Emphasize the critical role he or she plays on the team 
and within NiSource. Reference the employee’s PMW as appropriate. 

Be positive! Give specific examples of areas the employee is doing well. 

Review the Base pay increase and explain it is effective 3/1/07 and will 
appear: 

o In  the 3/31 pay check for employees paid monthly 
o For employees paid biweekly on normal pay schedule (3/2 or 3/9 

accordingly). 

Individual Performance Discussion 

Inform employees of the incentive payout which will appear: 
o 
o 

In the 2/28 pay check for employees paid monthly 
For employees paid biweekly on normal pay schedule (3/2 or 3/9 
accordingly). 

You may deliver writtenlprinted salary information, if you choose. 

Reference the 2007 Performance Management process and review your work 
unit‘s goals and objectives for the upcoming year. Review the individual’s 
role in helping to meet those goals. Link performance expectations to work 
unit goals. 

* 



Human Resources 

01’30’2007 01:32 PM 

To: Management Forum 1, Management Forum 2 
cc: 

Subject: INCENTIVE AND BASE PAY INFORMATION FOR LEADERS 

As we discussed on the Management Forum call earlier today, the Board of Directors has 
approved an incentive payout at 50 percent of the normal payout at the trigger, 
given all that we have accomplished and our 2006 performance. I n  addition, the board 
has approved base pay adjustments for 2007. 

The board members took this action to recognize the tremendous efforts our entire 
NiSource team is putting forth to provide quality service to our customers and strong 
results for our shareholders. 

There are a number of key details we need to share with you as managers regarding this 
incentive pay out as well as the base pay increase process we are ready to roll out. 

Please keep in mind: 

On Feb. 1, the Lotus Notes tool which you have used in previous years for this 
process will be open for you to cascade to your leadership teams. 

You will be able to complete both the base pay performance increase and 
incentive payout within this tool. 

For the Incentive Payout: 
o The NiSource Board of Directors has approved an incentive payout a t  50 percent of 
the trigger. 
o The tool will allow you to move incentive dollars for exempt employees. 
o 2/3 of this payout is non-discretionary and fixed, and 1/3 is discretionary, allowing 
you to move dollars among employees based on performance, within your given pool of 
dollars. As a reminder, non-exempt incentives are all non-discretionary and as allocated. 

For Base Pay performance increases: 

o This year, the base pay performance increase pool of dollars is set a t  3 percent 
for exempt employees and 2.5 percent for non-exempt employees. 
o Remember that these dollars are transferable so you can shift dollars to your high 
performers as long as the total budget is not exceeded. 

One enhancement this year is the inclusion of salary range information by individual 
to assist you in your decision-making process. 

Decisions for both base pay performance adjustments and incentive payouts should 
be made as soon as possible and no later than the close of business on Feb. 12 to 
allow adequate time for approval and payroll processing. 

The Lotus Notes tool will be locked down at the end of the day Feb. 12  and 
changes will not be permitted after that. 



point, you may view, and if you wish, print out statements for your employees. 

Discussions with employees can begin on Feb. 16 and should occur as soon as 
possible. Remember that incentive payouts will be viewable in the Feb. 28 pay 
statement for employees paid monthly and in the March 2 or March 9 statement for 
employees paid biweekly. Keep in mind that with the MyPay tool, employees can view 
their pay statements as early as Feb. 22 for those paid monthly, so it is important to 
share this information prior to that time. 

Your Human Resources consultants are available to assist you with this process. 
Questions and concerns about the process can be directed to them. 

For technical assistance with the application please contact the Help Desk at 

For issues with employee data please contact your HR consultant or Hazel Arias ( 
arias.h.2@cr.ibm.com) or Adriana Broutin 
(adrianab@cr.ibm.com) at the HR Service Center. 

Allocations will be approved and viewable in the Lotus Notes tool on Feb. 16. At that 

1-877-357-3911. 

Talking Points for Leaders 1-30-07.1 

Do not respond to this mailbox, as it is not monitored. 



Hazel Arias To: Management Forum 

02/19/2007 ll:ol AM 
cc: 

Subject: Please communicate performance adjustments and incentives to 
employees 

Monday, February 19 

Performance adjustments and incentive payouts have been approved. 

Read-only access to the Lotus Notes application has been restored so that you can confirm 
amounts, print employee summary sheets, and communicate to your employees. I f  you are 
printing employee summary sheets, note that the "proposed" line still appears in the 
system. However, it will NOT print out on a hard copy. To print, place a check mark 
next to the employee name(s) and click Print. 

Please complete your notifications by the end of the day, Wednesday, February 21. 
The incentive payment will be reflected on February 28 for monthly paid employees and in 
the first pay in March for employees paid biweekly. It is very important that employees are 
notified by that date since they will be able to see their paychecks on MyPay as early as 
February 22. Performance adjustments, including lump sums, will be reflected on 
employees' first March paycheck. 

Please forward this e-mail to your direct reports as appropriate. 

Database link ---> 0 





Attorney General Data Request Set 1 
Question No. 40 

Columbia Gas of Kentucky Respondent: Kelly L. Hurnrkhouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 40 

With regard to WPD-2.3, sheet 1 of 2, please provide the following 
information: 

a. Explanation of the derivation and basis of the pro forma incentive accrual 
for 2006 of $227,789. 

b. Equivalent incentive accrual included in the approved 2007 budget. 

c. Explanation of the derivation and basis of the pro forma profit sharing 
expense of $44,000. In addition, explain what the profit sharing 
represents and how it can be distinguished from the incentive accrual. 

d. Basis for the assumed O&M expense ratio of 74.52% and reconciliation 
between this assumed ratio and the pro forma labor expense ratio of 
72.21 % used by the Company in this case. 

e. Explanation as to why the Company did not book any positive incentive 
compensation in the test year. 

f. Explanation of the reasons for the out-of-period $151,213 bonus accrual 
and $18,421 profit sharing accrual reversals booked in the test year. 

Response of Columbia Gas of Kentucky: 

a. NiSource Inc. (“Company”) established the NiSource Corporate Incentive Plan 
(“Plan”) to provide additional compensation for employees who influence the 
profitability of the Company and its affiliates. The funding of the Plan is 
predicated on an incentive pool based on achievement by the Company of a 
financial trigger for the calendar year. In 2006, the financial trigger was an 
operating earnings goal of $1.50 EPS. Achieving that goal after accounting for 
the cost of the pool dollars to be paid out to employees, meant plan participants 
would be eligible to receive a payout at trigger. The total payout at trigger for 
employees of Columbia Gas of Kentucky, Inc. was $227,789 and it was based on 
the multiplication of the employees‘ eligible earnings by their assigned payout 
percentage. 
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Attorney General Data Request Set 1 
Question No. 40 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

b. The accrual for the Plan that was included in the approved 2007 budget is 
$144,073. 

c. Each year, NiSource, at its sole discretion, may make a profit sharing 
participation contribution of up to 1.5 percent of compensation for each employee 
who is eligible to participate in the 401(k) Savings Plan and the profit sharing 
contribution. All profit participation contributions will be made to the employee 
Company Stock Fund account. 

i. Employees will receive the contribution as long as they are 
employed by NiSource on the last day of the year or retired, 
became disabled or died during the year. 

ii. The funding level is tied to the targets of the incentive 
compensation program. The Company accrues each year at the .5 
percent of compensation level. 

d. The 74.52% is a historic level used to capitalize incentive compensation whereas 
the 72.21% is the capitalization ratio experience during the test year. 

e. An accrual is recognized during the calendar year when there is a high 
probability that incentive payout will occur. During the 12 months ending 
September 30, 2006, the probability that a payout for 2006 would occur was not 
present. The company did have a payout for 2006 performance with the accrual 
booked in December 2006. 

During the first nine months of the calendar year 2005, the Company was 
accruing incentive costs based on the assumption that performance goal would 
be achieved. In October 2005, the incentive accruals were reversed. Please see 

f. 

WPD-2.3. 
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Attorney General Data Request Set 1 
Question No. 41 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 41 

Since the service and outsourcing agreement with IBM is for a IO-year period, 
explain the rationale for, and reasonableness of, the Company's proposal to amortize 
the associated one-time restructuring costs to implement the IBM contract. 

Response of Columbia Gas of Kentucky: 

In an Order issued by the Kentucky Public Service Commission in Columbia's 1984 
general rate case, the Commission stated that it "...is eager to encourage all efforts 
which improve service to Columbia's customers or reduce costs". Customer service 
improvements will be or already have been recognized as a result of implementing 
various aspects of the IBM contract Columbia also has been successful in maintaining 
or reducing its level of operating expense based upon a comparison of controllable O&M 
expense from the test year for this rate case to calendar 2004, the year prior to transition 
of functions to IBM. 

The Commission's eagerness to encourage such efforts was again demonstrated 
through the approval of recovery related to one-time costs associated with a staff 
reduction of 27 Information Technology employees at LG&E. The Commission's Order 
in that case, Case No. 2003-0043, allowed LG&E a 3 year amortization of its one time 
costs. 





Attorney General Data Request Set I 
Question No. 42 

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

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 42 

On page 8 of her direct testimony, Ms. Taylor states that Corporate Services 
billed Columbia Gas of Kentucky $44,375 for cost of capital charges in the test year. In 
this regard, please provide the following information: 

a. What overall cost of capital rate was used in the derivation of the test year cost of 
capital charge of $44,375? 

b. What would be the pro forma test year Corporate Services cost of capital charge 
to Columbia Gas of Kentucky based on the Company's proposed overall cost of 
capital rate of 8.71% in this case? 

Response of Columbia Gas of Kentucky: 

a. The cost of capital amount of $44,375 represents Columbia Gas of Kentucky's 
portion of the interest on long-term debt of NCSC. The overall weighted cost of 
capital rate for NCSC long term debt was 5.87%. Cost of capital is allocated to 
affiliates in the same proportion that the direct and allocated labor to each affiliate 
bears to the aggregate of all direct and allocated labor. 

b. NCSC costs are only related to the long-term debt issued to NCSC. All costs 
incurred by NCSC are billed to the affiliates at cost; therefore, NCSC cost of 
capital charges are not related to Columbia Gas of Kentucky's cost of capital 
rate. 





Attorney General Data Request Set 1 
Question No. 43 

Columbia Gas of Kentucky Respondent: Herbert A. Miller 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 43 

To the extent that the actual and/or pro forma adjusted test year results include 
any expenses andlor capital expenditures directly or indirectly associated with the 
acquisition of Columbia Gas of Kentucky by NiSource, please quantify such 
expenseslcapital expenditures, indicate where they are reflected in the filing schedules, 
and justify the reasonableness of including such costs for ratemaking purposes in this 
case. 

Response of Columbia Gas of Kentucky: 

Neither the actual nor the adjustments to the test year results proposed for recovery in 
this case include expenses or capital costs associated with the acquisition of Columbia 
Gas of Kentucky by NiSource. 





Attorney General Data Request Set 1 
Question No. 44 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor and Herb Miller 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 44 

NiSource’s 2005 Form IO-K, page 84, paragraph 3 (“Restructuring Activities”) 
states that ...” In 2000, these restructuring initiatives included a severance program, a 
voluntary early retirement program, and a transition plan to implement operational 
efficiencies throughout the company. In 2001, NiSource’s restructuring initiatives 
focused on creating operating efficiencies in the Gas Distribution and the Electric 
Distribution segments and included the closure of the Mitchell Station in Gary, Indiana. 
During 2002, NiSource implemented a restructuring initiative which resulted in employee 
terminations throughout the organization mainly affecting executive and other 
management-level employees. In connection with these earlier restructuring initiatives, 
a total of approximately 1,600 management, professional, administrative and technical 
positions were identified for elimination. As of December 31, 2005, approximately 1,565 
employees were terminated, of whom 3 employees were terminated during 2005.” In 
this regard, please provide the following information: 

a. Is the annualized cost savings impact of these 2000, 2001 and 2002 restructuring 
initiatives fully reflected in the proposed pro forma test year NCSC cost allocation 
to Columbia Gas of $10,275,013? If so, explain how this is so. If not, explain 
why not. 

b. At which exact dates did NiSource start experiencing and booking the cost 
savings from these restructuring initiatives? Provide this information separately 
for the 2000, 2001 and 2002 restructuring initiatives. 

c. Do the pro forma adjusted test year results include any expenses (e.g., 
amortizations of deferred one-time implementation and restructuring costs) 
associated with each of these 2000, 2001 and 2002 restructuring initiatives? If 
so, (1) quantify how much of these expenses are included in the NCSC costs 
allocated to Columbia Gas shown on Schedule D-2.8; (2) indicated on which line 
items in Schedule D-2.8 these expenses are included; (3) indicate whether the 
deferral and amortization of these expenses was authorized by the KPSC; and 
(4) indicate the expiration dates of these amortization expenses for each of the 
restructuring initiatives. 
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Question No. 44 (Cont'd) 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor and Herb Miller 

Response of Columbia Gas of Kentucky: 

a. Yes, the annualized cost savings impact of these 2000,2001 and 2002 
restructuring initiatives are fully reflected in the proposed pro forma test year. 
Cost savings from these restructuring initiatives are not tracked and therefore are 
not able to be quantified; however, any cost savings related to these initiatives 
would be reflected in lower NCSC contract bill fees to Columbia Gas of Kentucky. 

b. While any costs savings resulting from these restructuring initiatives cannot be 
classified and tracked separately on the books of Columbia, costs savings 
appear in the form of lower NCSC contract bill fees. Therefore, any costs 
savings were passed through on a ratable basis as the three restructuring 
initiatives were rolled out. 

c. The pro forma adjusted test year results do not include any expenses related to 
the 2000, 2001 and 2002 restructuring initiatives. The three employees 
terminated during 2005 were not NCSC or Columbia Gas of Kentucky 
employees. These costs were not deferred and, as such, no authorization was 
sought for these expenses or received from the KSPC. 
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Attorney General Data Request Set 1 
Question No. 45 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, Kelly Humrichouse, 
Herb Miller 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 45 

NiSource’s 2005 Form 10-K, page 84, paragraph 3 (“Restructuring Activities”) 
states that ... In the fourth quarter of 2005, NiSource announced a plan to reduce its 
executive ranks by approximately 15% to 20% of the top-level executive group. In part, 
this reduction will come through anticipated attrition and consolidation of basic positions. 
NiSource recognized $2.9 million restructuring charge in the fourth quarter of 2005 for 
anticipated severance payments expected to be made in connection with this action.” In 
this regard, please provide the following information: 

a. Is the annualized cost savings impact of this 2005 employee reduction 
program fully reflected in the proposed pro forma test year NCSC cost 
allocation to Columbia Gas of $10,275,013? If so, explain how this is so. If 
not, explain why not. 

b. At which exact dates in 2005 and 2006 did NiSource start experiencing and 
booking the cost savings from this employee reduction initiative? 

c. Do the pro forma adjusted test year results include any expenses (e.g., 
amortizations of deferred one-time implementation and restructuring costs) 
associated with this employee reduction initiative? If so, (1) quantify how 
much of these expenses are included in the NCSC costs allocated to 
Columbia Gas shown on Schedule D-2.8; (2) indicated on which line items 
in Schedule 0-2.8 these expenses are included; (3) indicate whether the 
deferral and amortization of these expenses was authorized by the KPSC; 
and (4) indicate the expiration date of these amortization expenses. 

Response of Columbia Gas of Kentucky: 

a. The severances related to this restructuring occurred prior to and during the 
test period, except for two individuals. As a result, the majority of these 
reductions in staff are reflected in the test year. Savings related to these 
severances are not tracked; therefore, no pro forma adjustments were 
reflected for severance adjustments. 



Attorney General Data Request Set 1 
Question No. 45 (Cont‘d) 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, Kelly Humrichouse, 
Herb Miller 

b. NCSC began to record the employee severances in March 2006. Cost 
savings related to this restructuring initiative are not tracked. To the extent 
there are cost savings, these reductions are reflected in lower NCSC contract 
bills to Columbia Gas of Kentucky. 

c. These restructuring costs are included on Schedule D-2.8, Sheet 2 of 2, Line 
11, “Severance Costs” in the amount of $79,348 and in Line 13. These costs 
were not deferred nor authorization sought from the KSPC for deferral of 
these costs prior to this case. Witness Kelly L. Humrichouse is seeking 
authorization of such deferral on page 16 lines 6 through 11. 





Attorney General Data Request Set 1 
Question No. 46 

Columbia Gas of Kentucky Respondents: Kelly L. Humrichouse, Susan M. Taylor 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 46 

NiSource’s 2005 Form IO-K, page 84, paragraph 3 (“Restructuring Activities”) 
states that a result of the IO-year service and outsourcing agreement with IBM ...” a total 
reduction of approximately 1,000 positions is expected through the transition period. In 
this regard, please provide the following information: 

a. Is the annualized cost savings impact of the 1000 employee reduction fully 
reflected in the proposed pro forma test year NCSC cost allocation to 
Columbia Gas of $10,275,013? If so, explain how this is so. If not, explain 
why not. 

b. At which exact dates in 2005 and 2006 did NiSource start experiencing and 
booking the cost savings from this employee reduction initiative associated 
with the IBM contract? 

c. Do the pro forma adjusted test year results include any expenses (e.g., 
amortizations of deferred one-time implementation and restructuring costs) 
associated with the IBM contract? If so, (1) quantify how much of these 
expenses are included in the NCSC costs allocated to Columbia Gas 
shown on Schedule D-2.8; (2) indicated on which line items in Schedule D- 
2.8 these expenses are included; (3) indicate whether the deferral and 
amortization of these expenses was authorized by the KPSC; and (4) 
indicate the expiration date of these amortization expenses. 

Response of Columbia Gas of Kentucky: 

a. Please refer to response provided for Attorney General Data Request Set 1 
Question No 47 part a. 

b. This employee reduction was in conjunction with implementation of the IBM 
agreement and not an “employee reduction initiative”. The table below 
provides the number of employees leaving NiSource as well as the months 
in which they left. Payroll reductions pertaining to these employees have 
been recognized each month after the exit dates noted in this table. 

5 I 08/05 1 09/05 I 10/05 I 11/05 1 12/05 I 01/06 1 02/06 I03/06 104/06 1 05/06 I 06/06 /07/06 /08/06 1 09/06 1 10/06 
4u0 I 2 3  I 6 2  142 I 7 8  I 3 0  1 1 2 4 1 1 4  13 117 120 15 I 1  I 1  I 8  I 1  
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Question No. 46 (Cont'd) 

Columbia Gas of Kentucky Respondents: Kelly L. Humrichouse, Susan M. Taylor 

c. Yes, the pro forma adjusted test year results include amortization of one-time 
implementation costs associated with the IBM contract. $769,363 of the 
$1 ,I 11,186 shown on line 8 of Schedule D-2.8 Sheet 1 of 2 is NCSC costs 
charged to Columbia and associated with the IBM contract. This represents 
1/3 or one of a proposed three year amortization of $2,308,090 as shown on 
D-2.8 sheet 2 of 2. These costs were not deferred. Authorization for deferral 
of these costs is being sought in this case by witness Kelly L. Humrichouse 
on page 16 lines 6 through 11 of her testimony. 
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Attorney General Data Request Set 1 
Question No. 47 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, NCSC Controller, and 
Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 47 

The pro forma adjusted NCSC expenses shown on Schedule D-2.8 have been 
increased (by $833,719) to reflect the total 2007 contractual expense level of the IBM 
contract. In this regard, please provide the following information: 

a. Have the pro forma adjusted NCSC expenses similarly been decreased to 
reflect the total annualized expense savings (from the reduction of 
approximately 1,000 NCSC positions and from other IBM contract related 
efficiencies and cost reductions) experienced or expected to be 
experienced as a result of the IBM contract? If so, explain what these 
annualized savings are and where these savings are reflected on Schedule 
D-2.8 and/or Attachment SMT-3. If not, explain why not. 

b. Provide the annual contractual IBM contract cost amounts to Columbia Gas 
of Kentucky during each of the IO-year contract period. In addition, provide 
actual source documentation in support of these annual contractual costs. 

Response of Columbia Gas of Kentucky: 

a. As of December 31,2006,872 employees were severed as a result of the 
agreement with IBM, of whom 554 became employees of IBM. 196 of the 
872 severed employees were NCSC employees. The NCSC severances 
occurred prior to and during the test period. As a result, these reductions in 
staff are reflected in the test year and reflected in lower contract bill costs to 
Columbia Gas of Kentucky. Savings related to these severances are not 
tracked; therefore, no pro forma adjustments were reflected for severance 
adjustments. 

b. The IBM contract terms are provided by annual amounts by functional area, 
not by specific operating company. In order to provide the Columbia Gas of 
Kentucky portion, an allocation was performed to calculate Columbia Gas of 
Kentucky’s estimated IBM costs to the total costs by functional area for the 
test period. This allocation was applied to all future periods in the 10 year 
contract in order to get an estimate for Columbia Gas of Kentucky’s portion of 
the IBM costs in PSC Case No. 2007-00008 AG-1-047 Attachment 1. 
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Attorney General Data Request Set 1 
Question No. 48 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 48 

With regard to Schedule D-2.8, sheets 1 and 2, please provide the following 
information: 

a. Description and dollar amount breakout of the components making up the 
one-time IBM outsourcing costs and other NCSC one-time costs of 
$1,197,829 included in the test year. 

b. Explanation as to whether these one-time costs of $1,197,829 are included in 
the one-time cost amounts of $2,308,090 and $216,690 on sheet 2 of 2. 

Response of Columbia Gas of Kentucky: 

a. included in Table AG-1-048 is the dollar breakout of the one-time 
components of $1,197,829 included in the test year. 

Table AG-1-048 

IBM related: 
Work Management System 
Transition Costs 
Consulting Costs 
RestructuringlSeverance Costs 

Total IBM One-Time Costs 

Other: 
Loss on Mainframe Write-off 
Sale of Building - Marble Cliff 
Severance Costs 

Total Other One-Time Costs 

I Total One-Time Costs in Test Year 

343,993 
677,115 
45,034 

(81,003) 
985,139 

38,033 
95,309 
79,348 

21 2,690 

1,197,829 

b. Yes, the $1,197,829 one-time costs are included in the one-time costs 
included on Schedule D-2.8 Sheet 2 of 2. 





Attorney General Data Request Set 1 
Question No. 49 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse and Susanne Taylor 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 49 

For each of the IBM-related, NCSC-related, and direct Columbia of Kentucky 
one-time costs shown on Schedule D-2.8, sheet 2 of 2, please provide the following 
information: 

a. The time period (indicate months and years) during which these one-time costs 
were accumulated. 

b. Indication as to whether these costs were deferred or “expensed when incurred” 
on the Company’s books. 

c. If these one-time costs were expensed when incurred, isn’t it true that these 
costs are no longer reflected on the Company’s current books? 

d. If these one-time costs were deferred, did the Company request and receive 
authorization for these cost deferrals from the KPSC? If not, why not? 

Response of Columbia Gas of Kentucky: 

a. Please refer to 2007-00008 AG Set 1-049 Attachment 1. Please note there is 
one tab each for IBM, NCSC, and Columbia of Kentucky one-time costs. 

b. These costs were expensed when incurred on the Company books. 

c. No, this is not true. While these costs were not deferred, the one-time costs are 
reflected on the Company’s balance sheet as lower equity. Customers are 
properly charged for all costs that are incurred in the provision of service by the 
Company, as proposed in this case by Columbia. 

d. Authorization for deferral treatment is being sought and has been included in the 
testimony of witness Kelly L. Humrichouse on Page 16, Lines 6 through 8. 
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Attorney General Data Request Set 1 
Question No. 50 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 50 

With regard to the direct Columbia of Kentucky one-time costs and out-of-period 
costs shown on WPD-2.8, please provide the following information: 

a. The one-time costs apparently are related to employee layoffs resulting from the 
IBM contract that were directly charged to Columbia Gas of Kentucky. Please 
explain the reasons for this. In addition, explain whether the full annualized 
impact of the cost savings associated with these employee layoffs are reflected 
in the pro forma adjusted test year expenses and where in the filing schedules 
these cost savings are reflected. 

b. Provide detailed explanations for each of the three out-of-period expense 
charges and credits. 

Response of Columbia Gas of Kentucky: 

A. In connection with the IBM agreement, 31 Lexington call center employees were 
severed resulting in Columbus Gas of Kentucky directly incurring the following: 

1. $470,109 in actual employee severance payments. 
2. $94,793 in COBRA medical benefits that follow the severed employees. 
3. $97,724 in employee outplacement charges which include job assistance 

costs to obtain new employment. 
4. $2,948 in benefits which include overhead, taxes and insurance. 
5. $65,306 in FAS 88 pension plan expenses. 
6. $81,898 in FAS 106 postretirement welfare plan expenses including 

retiree medical and retiree life insurance benefits. 

Full annualized cost savings associated with severed employees have been 
reflected on WPD 2.2 Sheet 5 of 8, WPD 2.2 Sheet 1 of 8, and Schedule D-2.2 
Sheet 1 of 1. WPD 2.2 Sheet 5 of 8 develops annualized base salary based 
upon 134 Columbia direct employees employed as of September 30, 2006 by 
applying each employee's current annual base salary. The 134 employees as of 
September 30, 2006 do not include any employees previously severed. This 
annualized base salary is then carried forward to WPD 2.2 Sheet 1 of 8 and 
further carried to D-2.2 Sheet 1 of 1. 
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Attorney General Data Request Set 1 
Question No. 50 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

B. The three out-of-period charges and credits for the year Oct ‘05 - Sept ‘06 are: 
1. ($140,572) represents amortization of employee outplacement costs over 

a 6 month period. 
2. ($138,598) represents revisions of benefit expenses that were recorded in 

the prior year. 
3. $90,279 represents revisions of severance expenses that were recorded 

in the prior year based on the original severance model assumptions. 

These adjustments were made to exclude non-recurring items reflected in 
Columbia’s test year expense level and not otherwise adjusted. 
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Attorney General Data Request Set 1 
Question No. 51 

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

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 51 

FR # 64, page 2 of 5 shows total annual NCSC charges to Columbia Gas of 
Kentucky of around $7.5 and 7.8 million in 2003 and 2004. Please provide a detailed 
explanation for all of the reasons why these allocated annual NCSC costs increased to 
$10.2 million in 2005 and $9.5 million in the test year. 

Response of Columbia Gas of Kentucky: 

Table AG-1-051 details the increase in the test year and calendar year 2005 costs billed 
to Columbia Gas of Kentucky. 

Table AG-1-051 

Test Year 
Beginning Balance $9,541,795 
NCSC Mgmt Fee Estimate 9/05 Reversal") 1,170,262 
NCSC Mgmt Fee Estimate 9/06 Estimate(') (661,707) 
Less One-Time Costs: 
Transition Costs"' (677,115) 
RestructljringlSeverance Costs(" 81,003 
Severance Costs"' (79,348) 
Sale of Building - Marble Cliff (') (95,309) 
Loss on Mainframe Write-off(" (38,033) 
Consulting Costs"' (45,034) 

Incentive Compensation Reversal(3' 164,173 

Cali ~enters'~' (580,748) 
Meter-To-Ca~h'~' (1,126,247) 

I $7 309 698 

WMS Quick Wins"' (343,993) 

IBM Functional Areas Included in NCSC Costs: 

2005 
$10,158,379 

- 

(751,845) 
(810,061) 
(79,348) 
- 
- 
(44,818) 

(220,218) 
- 

(42,289) 
(801.933) 

$7.407.866 

(1) NCSC bills contract billings to NiSource affiliates on a one month lag except for 
in December when the affiliates book the actual contract bill. Columbia Gas of 
Kentucky and other affiliates book a contract bill estimate in the current month. 
In the subsequent month, the prior month contract bill estimate is reversed and 
the actual contract bill is recorded on Columbia Gas of Kentucky's and other 
affiliates' books. 
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Attorney General Data Request Set 1 
Question No. 51 

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

(2) Please see Table AG-1-048 in Columbia’s response to AG Set 1-048for Test 
Year One-Time costs components. 

Please see Table AG-1-52 in Columbia’s response to AG Set 1-052 for an 
explanation of the incentive compensation reversal that occurred during the Test 
Year. 

As part of the services agreement with IBM, IBM began to support business 
functions for NiSource beginning in July 2005. Included in these support 
functions are the processes for Customer Contact and Meter to Cash which were 
originally provided by Columbia Gas of Kentucky. Subsequent to the IBM 
contract, these costs are contract billed by NCSC in accordance with the NCSC 
Service Agreement. 

(3) 

(4) 
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Attorney General Data Request Set 1 
Question No. 52 

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

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 52 

The Company is claiming total pro forma adjusted NCSC-allocated expenses of 
$10,275,013 in this case. To the extent that this annual expense amount includes the 
following expense items, please provide a detailed listina. auantification and descrbtion 
of the components making up each of these expense items: 

a. Promotional and institutional advertising expenses 
b. Charitable contribution expenses. 
c. Lobbying and governmental affairs expenses. 
d. Public relations and community relations/civic affairs expenses. 
e. Expenses for employee awards, parties, outings and gifts. 
f. Fines and penalties. 
g. AGAdues. 
h. Membership dues for country clubs and social and service clubs. 
i. Incentive compensation expenses (in total and broken out by incentive 

compensation program). 

Response of Columbia Gas of Kentucky: 

a. Please refer to response for AG-1-062 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

b. Please refer to response for AG-1-060 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

c. Please refer to response for AG-1-063 and AG-1-064 for detailed listing. This 
amount is included in the NCSC annual expense amount. 

d. Please refer to response for AG-1-065 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

e. Please refer to response for AG-1-061 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

f. Please refer to response for AG-1-066 for detailed listing. This amount is 
included in the NCSC annual expense amount. 
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Attorney General Data Request Set 1 
Question No. 52 (Cont'd) 

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

g. Please refer to response for AG-1-067 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

h. Please refer to response for AG-1-059 for detailed listing. This amount is 
included in the NCSC annual expense amount. 

Normal employee bonuses were not paid out in 2005; therefore, a one-time 
adjustment in the amount of $(164,172.79) took place in the test period to 
reverse out-of-period bonuses recorded for 2005. This amount was inadvertently 
not listed on Schedule D-2.8 Page 1 of 2, Line 4, One Time Costs included in the 
Test Year. There was a small payout to a group of individuals in the Energy 
Supply Services. Columbia Gas of Kentucky's portion of this amount was 
$9,036.93. 

i. 
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Attorney General Data Request Set 1 
Question No. 53 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 53 

With regard to property 8, liability insurance expenses, please provide the 
following information: 

a. Expand the monthly information shown on WPD-2.9, sheet 2 of 3 by 
providing actual monthly information for the months of October 2006 
through February 2007. 

b. Reconcile the actual test year account 924 - property insurance expenses 
of $160,537 to the actual test year property insurance expenses shown in 
column (2) of Schedule D-2.9. 

Response of Columbia Gas of Kentucky: 

a. Please refer to 2007-00008 AG Set 1-053 Attachment 1 for the requested 
information. 

b. Schedule D-2.9 annualizes non-affiliate and affiliate property and liability 
insurance expense that are incurred directly by Columbia. The 924 test 
year account includes expense from NCSC and Miscellaneous Fees. 
These were not adjusted in the cost of service. 

Account 924 Sched 
Property Insurance 0-2.9 

$ 
Non-Affiliate 58,914 
Affiliate 25,527 
NCSC Costs 
Miscellaneous Fees 
Total 

Test 
Year 

$ 
58,914 
25,527 
71,719 
4,377 

160,537 





Oct-05 
NOV-05 
Dee-05 
Jan-06 
Feb-06 
Mar-06 
Apr-06 
May-06 
Jun-06 
JuI-06 

2007-00008 AG Set 1-053 Attachment 2 
Item b. 

COLUMBIA GAS OF KENTUCKYJNC. 

ANNUALIZATION OF PROPERTY & LIABILITY INSURANCE EXPENSE 
FOR THE TWELVE MONTHS ENDED SEPTEMBER 30,2006 

CASE NO. 2007-00008 

Refunds & Accruals Manaaement 
Non- Affiliate Fees Non- Affiliate Affiliate Services 

C. E. 4530 C. E. 4530 Adjusted C. E. 4531 C. E. 8010 Total 
2,875 0 2,875 1,403 3,866 8,144 
6,218 
7,622 
4,824 
3,061 
4,147 
3,322 
3,767 
5,473 
7,586 

(118) 
2,781 

33 
0 
0 
0 

1,707 
0 

(1 7) 

6,336 
4,841 
4,841 
3,028 
4,147 
3,322 
3,767 
3,766 
7,586 

1,403 
1,403 
1,403 
1,403 
1,403 
1,403 
1,403 
1,403 
4,300 

4,441 
5,415 
5,172 
8,374 
8,654 
4,827 
4,129 
5,757 
9,109 

12,062 
14,440 
11,399 
12,838 
14,204 
9,552 
9,299 

12,633 
20,995 

Aug-06 6,255 0 6,255 4,300 4,597 15,152 
Sep-06 8,150 0 8,150 4,300 7,378 19,828 

Total 63,300 4,386 58,914 25,527 71,719 160,546 

Oct-05 
NOV-05 
Dec-05 
Jan-06 
Feb-06 
Mar-06 
Apr-06 
May-06 
Jun-06 

Aug-06 
Sep-06 

Jul-06 

Total 

Refunds & 
Fees 

C. E. 4530 
0 

(1 18) Aegis Refund 
2,781 Corporate Insurance Monthly Fee 

(17) Environmental Ins & Corp. Ins Qtry 
33 Corporate Insurance Monthly Fee 
0 
0 
0 

i ,707 Corporate Insurance Monthly Fee 
0 
0 
0 Oil Ins. 4th Qtry 

4,386 





Attorney General Data Request Set 1 
Question No. 54 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 54 

June Konold’s direct testimony states that Columbia Gas of Kentucky was 
required to adopt SFAS No. 158 for the fiscal year ended December 31, 2006 and that 
this resulted in a reduction to Columbia’s shareholder equity of $3,728,089. Is this 
approximate $3.7 million equity reduction reflected in the pro forma capitalization and 
capital structure proposed by the Company in this case? If so, how and where in the 
filing schedules is this booking reflected? 

Response of Columbia Gas of Kentucky: 

The approximate $3.7 million equity reduction related to the adoption of SFAS No. 158 is 
not reflected in the capital structure proposed by the Company. The Company proposed 
a September 30, 2006 capital structure with a pro forma adjustment made for a long- 
term note issued in November, 2006. In addition, a hypothetical amount of debt was 
issued to obtain a 45% long-term debt and 55% common equity capital structure based 
on a study of other gas companies and expectations of investors. A thirteen-month 
average short-term debt was also included in the capital structure, resulting in the 
proposed structure of 42.62% long-term debt, 5.30% short-term debt and 52.09% 
common equity. Therefore, the December journal entry related to SFAS No. 158 was 
not taken into account for the proposed capital structure. 





Attorney General Data Request Set 1 
Question No. 55 

Columbia Gas of Kentucky Respondent: K L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 55 

Please provide the Consumer Price Index (“CPI”) for each of the calendar years 
1996 through 2005 (measured as of December) and the September CPI value for the 9- 
month period ended September 30, 2006. 

Response of Columbia Gas of Kentucky: 

The table below contains the requested information. 

Date CPI 

Dec-96 1.586667 

Dec-97 1.616667 

Dec-98 1.641 333 

Dec-99 1.684333 

Dec-00 1.742333 

Dec-01 1.775000 

Dec-02 1.81 5000 

Dec-03 1.849333 

Dec-04 1.91 1333 

Dec-05 1.983000 

Sea-06 2.032333 





Attorney General Data Request Set 1 
Question No. 56 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 56 

Please provide the actual Injury and Damages expenses booked by the 
Company for each of the years 1997 through 2005 and for the test year ended 
September 2006. 

Response of Columbia Gas of Kentucky: 

Listed below is the actual injury and damage expense charged to account 925 for the 
years 1997 through September 2006. 

1997 $348,944 

1998 $115,959 

1999 $1 10,735 

2000 $658,496 

2001 $215,967 

2002 ($220,563) 

2003 $269,256 

2004 ($14,060) 

2005 ($41,574) 

2006 $154,771 





'Attorney General Data Request Set 1 
Question No. 57 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 57 

With regard to professional services expenses, please provide the following 
information: 

a. In the same format and detail as per filing requirement Schedule F-5, provide 
a breakout of the professional services expenses (e.g., legal, engineering, 
accounting, other) included in the pro forma adjusted test year results. [Note: 
while the Company claims that this filing requirement information is not a 
requirement of an historic test period filing, the AG is seeking this same 
information through this request for information]. 

b. Provide a detailed listing and dollar breakout of all of the components making 
up each of the professional service expense categories to be provided in the 
response to part a above. 

c. Equivalent actual professional service expenses (by the categories identified 
in part a above) booked in 2003,2004 and 2005. 

Response of Columbia Gas of Kentucky: 

a. Please refer to 2007-00008 AG Set 1-057a Attachment 1 for the requested 
information. The breakout of expense by function in this attachment differs 
slightly from the totals filed in 2007-00008 PSC Set 1-028 Format 28. The total 
has not changed. In summarizing the vendor listing for this response several 
items were re-categorized to other functions. Columbia Gas of Kentucky 
receives professional services in two primary ways -through direct engagement 
and charging (via Columbia Gas of Kentucky) and through NiSource Corporate 
Services Company. The professional services identified in this response are 
those engaged by and charged directly to Columbia Gas of Kentucky. 

b. Please refer to 2007-00008 AG Set 1-078 Attachment 1, pages 1, 2, and 3 of 5 
for the requested information. 

c. Please refer to 2007-00008 AG Set 1 -057c Attachment 1 for the requested 
information. 
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Attorney General Data Request Set 1 
Question No. 58 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

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

Question No. 58 

Please provide a dollar breakout, listing and description of each of the following 
expense accounts: 

a. Account 903 - Customer Records & Collections - Utility Services 
b. Account 905 - Miscellaneous Customer Account expenses 
c. Account 908 - Customer Assistance expenses 
d. Account 91 0 - Miscellaneous Customer Account expenses 
e. Account 921 -Office Supplies and Expenses 
f. Account 930 - Miscellaneous General expenses. 

Response of Columbia Gas of Kentucky: 

Schedule C-2-1, page 2 of 2 presents the test year level on lines 58, 60, 67,69, 82, and 
91 respectively. Schedule C-2-2, pages 8 through 11 lists the monthly amounts for the 
test year, the same month previous year and the net change. The annual percentage 
change is listed below the annual change. The account descriptions which are 
consistent with the Federal Energy Regulatory Commission chart of accounts are listed 
below. 

a. Account 903, Customer Records & Collections - Utility Services, includes 
the cost of labor, materials used and expenses incurred in work on 
customer applications, contracts, orders, credit investigation, billing and 
accounting, collections and complaints. 

b. Account 905, Miscellaneous Customer Account expenses, includes the cost 
of labor, materials used and expenses incurred not provided for in other 
accounts. 

c. Account 908, Customer Assistance expenses, includes cost of labor, 
material used, and expenses incurred in providing instructions or 
assistance to customers, the object of which is to promote safe, efficient 
and economical use of gas utility service. 

d. Account 91 0, Miscellaneous Customer Account expenses, includes cost of 
labor, material used, and expenses incurred in connection with customer 
service and informational activities which are not includible in other 
customer information expense accounts. 



Attorney General Data Request Set 1 
Question No. 58 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

e. Account 921, Office Supplies and Expenses, includes office supplies and 
expenses incurred in connection with the general administrative of the 
Company's operations which are assignable to specific administrative or 
general departments and are not specifically provided for in other accounts. 

f. Account 930 - Miscellaneous General expenses shall include the cost of 
labor and expense incurred in connection with the general management of 
the Company not provided for elsewhere. 





Attorney General Data Request Set 1 
Question No. 59 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 59 

Please provide a detailed listing, description and dollar breakout of all test year 
social and service club dues and country club dues included in the above-the-line test 
year expenses (both directly booked by Columbia Gas of Kentucky and as included in 
the NCSC-allocated charges). 

Response of Columbia Gas of Kentucky: 

See Table AG-1-59a below for amounts billed directly to Columbia Gas of Kentucky. 

Vendor 
Table AG-1-59a 

Amount 
$ 

Keene land Association, Inc 2006 Club Dues 
Lafayette Club 2006 Membership Dues 
Total Booked Directly to Columbia Gas of Kentucky 

490 
570 

1,060 

Provided in Table AG-1-59b is a detailed listing of amounts billed by NCSC to Columbia 
Gas of Kentuckyfor social and service club dues during the test year. These costs were 
booked above the line on Columbia Gas of Kentucky’s books. 



, 



Attorney General Data Request Set 1 
Question No. 60 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, Kelly L. Hurnrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

PSC CASE NO. 2007-00008 

Question No. 60 

Please provide a detailed listing, description and dollar breakout of all test year 
charitable expenses included in the above-the-line test year expenses (both directly 
booked by Columbia Gas of Kentucky and as included in the NCSC-allocated charges). 

Response of Columbia Gas of Kentucky: 

It is Columbia Gas of Kentucky’s policy to book charitable expenses below-the-line in 
account 426. During the test year $139,807 was booked to that account. However, 
during the discovery process it was found that $1,000 was booked to account 908 
Customer Assistance Expenses. 

During the test year, NCSC billed Columbia Gas of Kentucky $14.95 in charitable 
expenses. These costs were booked above-the-line on Columbia Gas of Kentucky’s 
books. 



Attorney General Data Request Set 1 
Question No. 80 

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

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 80 

With regard to the response to PSC-1-30, please provide the following 
information: 

a. Provide the official job description for the Director of Governmental Affairs. 
b. Provide a percentage breakout of the various activities, including lobbying, 

generally performed by the Director of Governmental Affairs. 
c. Provide a worksheet showing the total annual salary and other 

compensation expense and all of the fringe benefit expenses (list by 
component) and payroll taxes included in the pro forma test year O&M 
expenses for Brack Marquette. 

d. Explain the exact derivation of the dollar amount numbers shown in the 
response to PSC-1-30, 

Response of Columbia Gas of Kentucky: 

a. The most recent job description is attached. 

b. During the test year the percentage of the incumbent's employment was 
approximately as follows: 

1. Lobbying - 7.69% 
2. Legislative researchlanalysis - 37.5% 
3. Economic development managementhpport - 16.99% 
4. General administrative duties -37.82% 

c. Columbia is seeking, pursuant to 807 KAR 5:OOl Section 7, an order from the 
Commission declaring the salary and compensation material sought under 
this request is confidential. 

d. During the test year, the incumbent's expenses for lobbying activities 
occurred during times of personal contact with members of the General 
Assembly or Legislative Research Commission during the legislative session 
or committee meetings and other events, and included related travel, meals, 
supplies and other related expenses. 



COLUMBIA GAS OF KENTUCKY, INC. 
Assignment Profile 

Director 

Affeirs 
Tile:  Governmental Occupation Code: 

Exempt Location: CKY Status: 

President Columbia 
Reports To: G~~ of ~ ~ ~ ~ ~ ~ k y  Supervises: 0 

Date: 1 1-06-03 

Purpose: Primary external legislative and locai public officials contact.  Drives 
legislative strategies and provides recommendations, advice, and guidance on 
governmental actions and strategy, based on assessment  of external environment 
in Kentucky. Champions CKY's legislative strategies to internal and external 
audiences, with the  objective of achieving CKY's financial goals. 

I Key Results: 

8 Effective external relationships with state 
legislators and other key parties 

* Strategic state legislative policy 
B Achievement of CKY and legislative goals 

that support CKY's financial and strategic 
pian objectives 
Supports initiatives of CKY Director of 
Regulatory Policy 

Essential Responsibilities: 

" Act as primary legislative liaison between CKY, and the Kentucky Public Service 
Commission, the Kentucky Attorney General's Consumer Division, the Kentucky Legislature 
and Executive Branch, local governments and other stakeholders. 
Proactively drive successful outcomes to legislative initiatives. 
Support CKY MarketinglSales and Operations initiatives. 
Provide an on going assessment of the legislative environment, including an evaluation of 
opportunities and exposures related to energy end general business issues in Kentucky. 
Coordinate and communicate globallfederal legislative issues with Corporate Services . 
Provides legislative and executive branch status report to Political Action Committee. 

l 
1 

m 
= 

* 
= 



Assignment Profile: , CKY 
Page 2 

Key Work Experiences/Education: 

Required for Selection: 
* Extensive governmental andlor financial experience. 

Preferred for Selection: 
Bachelor’s degree or higher in accounting, finance, economics, political science or 
equivalent experience. 
Experience with regulated utility in management of external affairs. 
Experience with the gas industry. 
Familiarity with Kentucky government, political and business environments. 
Strong interpersonal skills and strong negotiation skills 
Relationships/contacts with Kentucky public officials, key regulatory and legislative staff I 

8 

* 

8 

TechnicalfFunctional Competencies: 

Required for Selection: 

Preferred for Selection: - Knowledge of legislative process. 
Knowledge of rate theory and application. 

Witness training. 

- 
GenerallTransferabie Competencies: 

Aoolicable Care Cornuetencv Models: 
9 ProfessionaMnenagement models 

Additional Asslanment-Soecific Cornoetencies: 

Required for Selection: 
Act with integrity 

= Financial acumen 
= Seasoned judgment - Visionary thinking 

= Team building 
Infiuencing and negotiating 





Attorney General Data Request Set 1 
Question No. 61 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 61 

Please provide a detailed listing, description and dollar breakout of all above-the- 
line expenses (both directly booked by Columbia Gas of Kentucky and as included in the 
NCSC-allocated charges) associated with employee awards, parties, outings and gifts. 

Response of Columbia Gas of Kentucky: 

There were no expenses for service awards booked directly to Columbia Gas of 
Kentucky during the test year. 

NCSC rewards its employees for service milestones and longevity by giving service 
awards. During the test year, NCSC billed Columbia Gas of Kentucky $144.34 relating 
to payments made to Lester Lampert for service awards. Beginning November 1, 2005, 
IBM began paying for service awards as part of the service agreement. 



, 



Attorney General Data Request Set 1 
Question No. 62 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, Kelly L. Humrichouse 

Inc. 
Dapple Advertising LLC 
Nielson 
Sheehy &Associates 
Getty Images 
Lynn Images 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Promotionalllnstitutional Advertising $ 2,671.48 
Advertising $ 1,449.51 
Promotionailinstitutional Advertising $ 1,372.50 
Promotionalllnstitutional Advertising $ 850.00 
Advertising $ 485.86 

Question No. 62 

Please provide a detailed listing, description and dollar breakout of all test year 
advertising expenses included in the above-the-line test year expenses (both directly 
booked by Columbia Gas of Kentucky and as included in the NCSC-allocated charges). 
In addition, indicate which of these advertising expenses can be considered promotional 
and institutional advertising. 

- 
David Group Advertising !§ 406.96 
RL Wingate Associates Inc. Advertising $ 225.00 
All Others Under $175.00 (17) Advertising $ 674.68 
Tntsl W R  m n  77 

Response of Columbia Gas of Kentucky: 

There were no advertising costs billed to Columbia Gas of Kentucky’s books during the 
test year. 

During the test year, NCSC billed Columbia Gas of Kentucky $28,630.77 for advertising 
expenses. Costs contained in NCSC advertising expenses billed to Columbia Gas of 
Kentucky during the test year primarily relate to employee recruitment advertising and 
informational bill inserts and customer education materials. NCSC advertising costs 
billed to Columbia Gas of Kentucky deemed to be promotional and institutional total 
$4,893.98 during the test year. Table AG-1-62 details the NCSC advertising costs billed 
to Columbia Gas of Kentucky during the test year. 

Marketing Services by Vectra 1 Advertising I$16,940.50 
NAS Recruitment Communications I Advertising / $ 3,554.28 





Attorney General Data Request Set 1 
Question No. 63 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, Kelly L. Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 63 

Please provide a detailed listing, description and dollar breakout of all test year 
lobbying and government affairs expenses included in the above-the-line test year 
expenses (both directly booked by Columbia Gas of Kentucky and as included in the 
NCSC-allocated charges). 

Response of Columbia Gas of Kentucky: 

See the response to PSC Set 1-030 for direct lobbying expenses incurred during the test 
year. See data request AG Set 1-080 for information pertaining to government affairs 
expenses. 

NCSC did not bill Columbia Gas of Kentucky in the test year for lobbying expenses. 
Detail of Governmental Affairs NCSC expenses can be found in data request AG 
Set I - 064. 





Attorney General Data Request Set 1 
Question No. 64 

Columbia Gas of Kentucky Respondent: Susanne M. Taylor, Kelly L. Humrichouse 

Description 
Salaries &Wage Expense* 
Office Space Lease 
Miscellaneous Expense 
Total 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Amount 
$ 7,840 
$ 2,808 
$ 291 
$10,939 

Question No. 64 

To the extent not already included in the foregoing data request, provide a 
breakout, description and quantification of all test year expenses (salaries and all 
associated benefits and overheads) associated with employees (both Columbia direct 
and NCSC-allocated) responsible for governmental affairs and lobbying functions. 

Response of Columbia Gas of Kentucky: 

See the response to data request AG Set 1-080 for Columbia direct 

NCSC billed Columbia Gas of Kentucky $10,939 during the test year for Governmental 
Affairs expenses. Please see Table AG-1-64 below detailing the Governmental Affairs 
test year expenses. 

Table AG-1-64 

* Salaries and Wage Expense includes associated benefits and overheads. 



, 



Attorney General Data Request Set 1 
Question No. 65 

Columbia Gas of Kentucky Respondents: Susanne M. Taylor, Kelly L. Humrichouse 

Vendor 
Commerce Lexington 
Explorium of Lexington 
Fifth Third Bank Tennis Championship 
Women Leading Kentucky 
Cardinal Valley Elementary School 
Fayette County Public Schools 
Lexlinc 
Montgomery Co. Council for the Arts 
Police Activities League 
Lexington Fayette Urban Government 
Pineville Independent Schools 
LG&E Energy 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Amount 
$3,300.00 
$1,000.00 
$1,000.00 
$1,000.00 
$ 500.00 
$ 500.00 
$ 500.00 
$ 500.00 
$ 500.00 
$ 250.00 
$ 250.00 
$ 200.00 

Question No. 65 

Please provide a detailed listing, description and dollar breakout of all test year 
public relations and community relationslcivic affairs expenses included in the above- 
the-line test year expenses (both directly booked by Columbia Gas of Kentucky and as 
included in the NCSC-allocated charges). 

Response of Columbia Gas of Kentucky: 

There were no public relations, community relationslcivic affairs expenses booked 
directly to Columbia Gas of Kentucky during the test year. 

During the test year, NCSC billed Columbia Gas of Kentucky $9,500.00 for charges 
relating to public and community relations and civic affairs. These charges were booked 
above-the-line on Columbia Gas of Kentucky’s books. Table AG-1-65 details these 
charges. 

Table AG-1-65 





Attorney General Data Request Set 1 
Question No. 66 

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

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 66 

Please provide any expenses associated with fines and penalties included in the 
above-the-line test year expenses (both directly booked by Columbia Gas of Kentucky 
and as included in the NCSC-allocated charges). 

Response of Columbia Gas of Kentucky: 

Expenses associated with fines and penalties that are billed directly to Columbia Gas of 
Kentucky are booked to account 426 below-the-line. 

NCSC billed Columbia Gas of Kentucky $36 for inadvertent late payment penalties 
during the test year. These charges were booked above-the-line on Columbia Gas of 
Kentucky's books. 





Attorney General Data Request Set 1 
Question No. 67 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 67 

With regard to AGA dues, please provide the following information: 

a. Total AGA dues included in the test year expenses. In addition, explain as to 
whether 100% of these expenses are booked above-the-line or whether a 
portion of them are booked below-the-line, and explain the reason for this 
below-the-line portion. 

b. Please provide the latest available percentage breakout with regard to the 
activities performed by the American Gas Association. 

c. Provide a copy of the latest American Gas Association document that 
includes detailed descriptions of the nature and purpose of each of the 
functional areas to be provided in response to part b above. 

Response of Columbia Gas of Kentucky: 

a. The total AGA dues for Columbia Gas of Kentucky were $32,319 for the test 
year. These dollars were booked above the line in account 930 
Miscellaneous General Expense. 

b. Please see Attachment B. 

c. Please see Attachment C. 



2007-00008 AG Set 1-067 Attachment B 

AMERICAN GAS ASSOCIATION 
2006 BUDGET 

Advertising 
Corporate Affairs 
General & Administrative 
General Counsel 
Industry Finance &Administrative Programs 
Operations & Engineering Management 
Policy, Planning & Regulatoty Affairs 
Public Affairs 

Total Budget 

$ 
2006 

ALLOCATION 

$375,000 
$2,067,000 
$4,533,000 
$1,005,000 
$1,011,000 
$5,270,000 
$3,768,000 
$5.274.000 

$23,303,000 

% 
2006 

ALLOCATION 

1.61% 
8.87% 

19.45% 
4.31% 
4.34% 

22.62% 
16.17% 
22.63% 

100.00% 



2007-00008 AG Set 1-067 Attachment C 

AMERICAN GAS ASSOCIATION 

Definitions of Functional Cost Centers 
For the Year Ended December 31,2006 

Advertisement manages the development and placement of advertisements in national 
print and electronic media. 

Corporate Affairs provides opportunities for interaction between member companies and 
the financial community. The focus is to promote interest in the investment opportunities 
in the industry. 

General and Administrative includes: 
1. Office of the President provides senior management guidance for all AGA 

activities. 
2. Human Resources develops and administers employee programs and provides 

office and personnel services. 
3. Finance and Administration develops and administers financial accounting and 

treasury services and maintains computer services capability. 

General Counsel provides legal counsel to the Association. 

Industrv Finance and Administration develops and implements programs in such areas as 
accounting, human resources, and risk management for member companies. 

Operations and Engineerine Management develops and implements programs and 
practices to meet the operational, safety, and engineering needs of the industry. 

Policv. Planning. and Regulatorv Affairs includes: 
I .  Policy & Analysis identifies the need for and conducts energy analyses and 

modeling efforts in the areas of gas supply and demand, economics, and the 
environment. 

2. Re~ulatorv Affairs provides members with information on FERC and state 
regulatory developments; prepares testimony, comments, and filings regarding 
regulatory activities. 

Public Affairs provides members with information on legislative development; prepares 
testimony, comments, and filings regarding legislative activities, lobbies on behalf of the 
industry. It also includes Communications, which develops informational material for 
member companies and consumers and coordinates all media activity. 



Attorney General Data Request Set 1 
Question No. 68 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 68 

Please provide a detailed listing, description and quantification of the following 
expenses included in the above-the-line test year O&M expenses (both direct Columbia 
Gas and allocated NCSC expenses): 

a. Travel expenses 
b. Meals and Entertainment expenses 
c. Expenses related to alcohol 
d. Lodging expenses 
e. Employee welfare expenses. 
f. Employee moving expenses. 
g. SERP (pension) expenses. 

Response of Columbia Gas of Kentucky: 

Columbia 
Gas of 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

Travel and Lodging expenses 81,529 

Meals and Entertainment 
expenses 23,682 

Expenses related to alcohol - I /  

Lodging expenses - 21 

Employee welfare expenses 1,913 

Employee moving expenses 76,358 

SERP (pension ) expenses 200,853 

Neither NCSC nor Columbia Gas of Kentucky 
tracks this type of expense. 

See item a. 

Kentucky 
$ 

122.247 

68,748 

- I I  

- 21 

0 

0 

0 







Attorney General Data Request Set 1 
Question No. 69 

Columbia Gas of Kentucky Respondent: Judy Cooper 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 69 

At the bottom of page 10 and top of page 7 1 of her direct testimony, Ms. Cooper 
states with regard to the AMRP mechanism: “The mechanism will recognize costs 
changes and rate base changes directly related to the company’s investment in the 
AMRP and establish a charge, or credit, to customers for the net change in revenue 
requirement attributable to the AMRP.” Please provide examples showing under what 
circumstances Rider AMRP would provide a credit to the ratepayers for the net change 
in revenue requirements attributable to the AMRP. 

Response of Columbia Gas of Kentucky: 

A credit could occur if the change in annual revenue requirements is a decrease in a 
particular year. This would only occur when the actual AMRP expenditures were 
captured in base rates and the operations and maintenance savings resulting from 
replacement of pipe exceed the recovery under the AMRP Rider. This situation is not 
highly likely to occur other than toward the end of the program, but the mechanism is 
designed for the possibility. 





Attorney General Data Request Set 1 
Question No. 70 

Columbia Gas of Kentucky Respondent: Judy Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

Question No. 70 

Assuming that the proposed initial AMRP were to be filed March 1, 2008, is the 
import of the statement made by Ms. Cooper on page 15, lines I - 6 that (only for this 
initial time) the AMRP period to calculate the AMRP revenue requirement would run from 
October 1 ,  2006 through December 31, 2007? If not, explain in more detail what the 
true meaning is of this statement. 

Response of Columbia Gas of Kentucky: 

That is correct. 





Attorney General Data Request Set 1 
Question No. 71 

Columbia Gas of Kentucky Respondent: Judy Cooper 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 71 

Why does Attachment JMC-3 include a line item for property taxes, uncollectible 
and PSC fees? Is the Company proposing to recover these expense items in Rider 
AMRP? 

Response of Coiumbia Gas of Kentucky: 

No, Columbia does not seek to recover these items in Rider AMRP. Please note there 
are no amounts indicated for these items. In order to provide an example, Columbia 
used a form that was used by another utility (ULH&P Duke-Kentucky) which originally 
requested these items be included. 



i 



Attorney General Data Request Set 1 
Question No. 72 

Columbia Gas of Kentucky Respondent: Judy Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 72 

What review process is the Company proposing for the AMRP in terms of (1) 
period of time; (2) participants; (3) discovery; (4) filing requirements; (5) 
testimonieslaffidavits; (6) hearings, etc.? 

Response of Columbia Gas of Kentucky: 

Columbia proposed to utilize the review process as established by the Commission for 
Duke Energy-Kentucky. 



i 



Attorney General Data Request Set 1 
Question No. 73 

Columbia Gas of Kentucky Respondent: Judy Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 73 

Is the Company proposing an earnings test showing the Company’s achieved 
overall rate of return for its overall gas operations with and without the requested AMRP 
rate relief in each of its annual AMRP filings in order to ascertain that it will not earn in 
excess of its authorized rate of return with the inclusion of the requested AMRP rate 
relief? 

Response of Columbia Gas of Kentucky: 

No. As stated on page 11 of my testimony, Columbia’s mechanism is modeled after 
that approved by the Commission for Duke Energy - Kentucky. 





Attorney General Data Request Set 1 
Question No. 74 

Columbia Gas of Kentucky Respondent: Judy Cooper 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 74 

Is the Company proposing caps for (I) annual AMRP rate increases: and (2) the 
total cumulative AMRP rate increase in-between rate cases? 

Response of Columbia Gas of Kentucky: 

No. As stated on page 11 of my testimony, Columbia’s mechanism is modeled after 
that approved by the Commission for Duke Energy - Kentucky. 
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Attorney General Data Request Set 1 
Question No. 75 

Columbia Gas of Kentucky Respondent: Mark Balmert 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 75 

On page 8, lines 20 - 22 of his direct testimony, Mr. Miller claims that Columbia has 
experienced a decline in its overall number of customers. Please reconcile this 
statement to the growth in the test year number of bills for the Company’s residential, 
commercial, industrial and wholesale sale of gas customers and for the Company’s 
residential, commercial and industrial transportation customers, as shown in the 
summary boxes on Workpaper WPM-B, sheets 3 and 4 of 4. 

Response of Columbia Gas of Kentucky: 

Customer Attrition was calculated as follows: 

Customer attrition was picked up in workpaper WPM-B sheets 3 and 4 of 4 which in turn 
was used to determine minimum charge revenue in Schedule M. 

Since attrition happens over a 12 month period, CKY normally multiplies the number of 
lost customers by an average of 6 months to determine the total number of lost bills and 
resulting minimum charge revenue. This step was inadvertently omitted in the 
workpaper. 

Residential attrition should have been (1,971) customers x 6 months = (1 1,826) bills. 
(1 1,826) bills x $6.95 minimum charge = ($82,190.70) which is the correct amount of lost 
revenue due to residential attrition. Compared to the amount of lost revenue embedded 
in Schedule M (1,971) customers x $6.95 = ($13.698.45), residential revenue at current 
rates are overstated by $68,492.25 ($82,190.70 - 413,698.45). 

Commercial attrition should have been (488) customers x 6 months = (2,928) bills. 
(2,928) bills x $18.88 minimum charge = ($55,280.64) which is the correct amount of lost 
revenue due to commercial attrition. Compared to the amount of lost revenue 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 75 

Columbia Gas of Kentucky Respondent: Mark Balmert 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

embedded in Schedule M (488) customers x $18.88 = ($9,213.44), commercial revenue 
at current rates are overstated by $46,067.20 ($55,280.64 - 9,213.44). 

Therefore, total overstated revenue at current rates in Schedule M is $1 14,559.45 
($68,492.25 + $46,067.20). 

When comparing the new and conversion bills of 4,798 (4,553 residential + 245 
commercial) as shown on workpaper WPM-B and calculated on workpaper WPM-E to 
the corrected total lost bills due to attrition of 14,754 (1 1,826 residential + 2,928 
commercial) as calculated above, CKY had a net lost of 9,956 bills during the test year 
which corroborates Mr. Miller statement based on customer count data from 2001 to 
2006 as referenced in the testimony of Columbia witness William M. Gresham, pages 
2-4. 
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Attorney General Data Request Set 1 
Question No. 76 

Columbia Gas of Kentucky Respondent: Judy Cooper (a 8, b) 
June Konold (c) 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 76 

Starting at the bottom of page 16 and continuing on pages 17 and 18 of her 
testimony, Ms. Cooper explains that, through its proposed PlSCC rate mechanism, the 
Company would continue to capitalize interest and would defer, rather than expense, 
depreciation expenses and property taxes on plant that has been transferred to plant in 
service until this plant is placed in rate base in its next rate case. These deferred costs 
would be recorded in a Regulatory Asset to be included in the Company’s rate base in 
its next rate case. In this regard, please provide the following information: 

a. Since this proposed rate mechanism would increase the future revenue 
requirement to the Company’s ratepayers, explain why this proposed rate 
mechanism would benefit the ratepayers rather than the Company’s 
shareholders. 

b. Since this proposed rate mechanism would increase the rates to the 
Company’s future customers, explain why this proposed rate mechanism 
would result in a growth in the number of future customers. 

c. Confirm that this proposed rate mechanism would allow the Company to 
earn a return on and recovery of plant amounts greater than the true 
investment in plant in service as measured by generally accepted 
accounting principles. 

Response of Columbia Gas of Kentucky: 

a. The proposed rate mechanism would benefit ratepayers by decreasing the 
portion of Columbia’s total revenue requirement attributable to each individual 
ratepayer in future rate cases. Ratepayers would receive a more immediate 
benefit in the annual AMRP Rider calculation because there would be an 
increased number of customers over which to spread the revenue 
requirement resulting in a lower per customer charge. Columbia does not 
assert that this mechanism benefits ratepayers rather than Company 
shareholders. The mechanism is a benefit to both and Columbia believes it is 
creating a win-win for the betterment of both interest. 

b. Please see response to PSC 2-34, part a. 
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Attorney General Data Request Set 1 
Question No. 76 (Cont'd) 

Columbia Gas of Kentucky Respondent: Judy Cooper (a & b) 
June Konold (c) 

c. The rate mechanism would treat the PlSCC calculation in very much the 
same manner as AFUDC is treated. The difference is that PlSCC is 
calculated on the plant in service and not in rate base while AFUDC is based 
on construction work in progress and not in rate base. 
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, 



Attorney General Data Request Set 1 
Question No. 77 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

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

lNFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 77 

With regard to the response to PSC-1-32 (re. uncollectible accounts), please 

a. Reconcile the actual test year total company revenues of $177,995,477 to 
the actual test year total company revenues of $187,667,052 shown on 
Schedule C-2.1, sheet 1, line 13. 

b. Reconcile the test year Current Year Provision amount of $1 ,I 51,448 to the 
actual per books test year uncollectible expense of $1,707,449 in account 
904. 

c. The uncollectible accrual rates for the test year and the years 2003 through 
2005 shown at the bottom of the response averages 0.72925%. Compare 
this average accrual rate to the accrual rate of 1.163918% used for 
ratemaking purposes in this case, as shown on Schedule D-2.1, sheet 5, 
and explain the reasonableness of the 1.163918% rate based on this 
comparison. 

provide the following information: 

Response of Columbia Gas of Kentucky: 

a. See the table below: 

Amount 

Total Sales of Gas 
Transportation Revenue 
Less Unbilled 
Revenue 
Total Revenue (Excluding Unbilled) per PSC 1-32 
Plus Unbilled 
Revenue 
Forfeited Discounts 
Misc. Service 
Revenue Schedule C-2.1, Line 10 
Other Gas Department Revenue Schedule C-2.1, Line 12 
Total Operating Revenue per 
book Schedule C-2.1, Line 13 

Schedule C-2.1, Line 7 
Schedule C-2.1, Line 11 

Schedule C-2.1, Line 9 

162,437,163 
15,601,328 

43,014 
177,995,477 

43,014 
388,732 

11 8,856 
9,120,973 

_187.662952 
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Attorney General Data Request Set 1 
Question No. 77 (Cont'd) 

Columbia Gas of Kentucky Respondent: Kelly L. Humrichouse 

b. The $1,151,448 is the provision for doubtful accounts excluding the Energy 
Assistance Program recoveries for the first nine months of 2006 and not for 
the test year. The following table reconciles the nine month of 2006 provision 
to the test year level. 

c. The percentage at the bottom of PSCOO32 Attachment is arrived at by taking 
the provision and dividing by total revenue as required by the data request. 
The 1.163918% used by the company is based on residential revenue and is 
applied to residential revenue to establish a level of bad debts. The table 
below substitutes residential revenue for total revenue to allow a proper 
comparison to the Company's 1.163918%. As the table show, the 1.163918% 
is generally lower than both the simple average and weighted average for the 
period noted in c. 

Simple Weighted 
9/30/2006 I /  - 2005 - 2003 Averaae Averaae 

Residential 
Revenue 77,582,039 100,271,478 91,884,045 83,696,257 353,433,819 

Provision 1,151,448 983,494 1,202,187 1,139,346 4,476,475 

Percentage 1.48% 0.98% 1.31% 1.36% 1.28% 1.27% 

- I /  In PSC Set 1, No. 32, the provision for doubtful accounts was for the 9 months ended 
9/30/06, while the revenue was for the 12 months ended 9/30/06. In AG Set 1, No. 
77 the 9/30/06 numbers reflects 9 months of revenue and 9 months of provision. 
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Attorney General Data Request Set 1 
Question No. 78 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-ooooa 

Question No. 78 

With regard to the response to PSC-1-28 (Professional Services), please provide 

a. In the same format and detail as per Attachment Format 28, provide the 
actual professional services expenses (in total and broken out by legal, 
engineering, accounting and other) for each of the 5 calendar years prior to 
the test year. 

b. Explain the nature and purpose of the test year expense of $52,897 for 
Community Action Council. 

c. Explain the nature and purpose of the test year expenses of $917.77 and 
$82.83 for DMX Music - Chicago. 

d. Explain the nature and purpose of the test year expense of $1,515.50 for 
Initial Tropical Plants, Inc. 

e. Explain the nature and purpose of the test year expense of $3,692.50 for 
Marketing Services by Vectra, Inc. 

f. Provide the actual total Stanley Pipeline, Inc. expenses (equivalent to the 
test year total expense of $4,216,366) for each of the 5 calendar years prior 
to the test year. 

g. Explain the nature and purpose of the “Fishel Co” expenses and provide 
the actual total Fishel Co expenses (equivalent to the test year total 
expense of $3,197,742) for each of the 5 calendar years prior to the test 
year. 

the following information: 

Response of Columbia Gas of Kentucky: 

a. See Attachment 78. Due to the voluminous nature of this response, one 
paper copy is being provided to the Attorney General and one paper copy is 
being provided to the Commission. Electronic versions of the attachment 
are being provided to other parties of record. 
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Attorney General Data Request Set 1 
Question No. 78 (Cont‘d) 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

b. The nature and purpose of the test year expense of $52,897 for Community 
Action Council was for expenses incurred for the administration of the EAP 
Program. 

c. The nature and purpose of the test year expenses of $917.77 and $82.83 
for DMX Music - Chicago was for the music customers hear while they are 
on hold on the telephone. 

d. The nature and purpose of the test year expense of $1,515.50 for Initial 
Tropical Plants, Inc. was for plant maintenance in the 2001 Mercer Road 
building. 

e. The nature and purpose of the test year expense of $3,692.50 for Vectra, 
Inc. was for bill inserts that provide customer information about programs 
such as the Budget Payment Plan. 

f. The actual total Stanley Pipeline, Inc. expenses (equivalent to the test year 
total expense of $4,216,366) for each of the 5 calendar years prior to the 
test year were: 2005 - $1,198,418,2004 - $57,310, 2003 - $576,410,2002 - 

g. The nature and purpose of the “Fishel Co.” expenses were to pay for 
construction work such as main line installation. The Fishel Co. also 
provides surveys. The actual total Fishel Co. expenses (equivalent to the 
test year total expense of $3,197,742) for each of the 5 calendar years prior 
to the test year were: 2005 - $2,429,885,2004 - $2,802,940, 2003 - 

$1,116,799,2001 -$1,694,110. 

$3,804,868, 2002 - $3,547,548, 2001 - $3,689,956. 
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Attorney General Data Request Set 1 
Question No. 79 

Columbia Gas of Kentucky Respondent: Kelly Humrichouse 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O .  2007 

Question No. 79 

With regard to the response to PSC -1-27, Format 27b; please provide a detailed 
breakout of the components making up the industry association dues of $25,741 and 
miscellaneous expense of $15,942. 

Response of Columbia Gas of Kentucky: 

Please refer to 2007-00008 AG Set 1-079 Attachment I for the requested information. 
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Attorney General Data Request Set 1 
Question No. 81 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O .  2007 

Question No. 81 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 4, lines 12-20, please list the gas companies eliminated 
by each of the selection screens (iv), (v), and (vi) and the reasons or empirical values 
which results in these companies being eliminated. 

Response of Columbia Gas of Kentucky: 

Gas Group Selection Process 

(iv) they have a (v) they are not (vi) they have at 
history of increased currently the target least 70% of their 
dividends over the of a merger or assets subject to 

Ticker Company period acquisition utility regulation. 

CGC Cascade Natural Gas No No 
KSE KeySpan Cop. No 
PGL Peoples Energy No 
SEN SEMCO Energy No No 
SUG Southern Union No 
swx Southwest Gas No 
UGI UGI Cop. No 

Source of Information: Value Line Investment Survey 





Attorney General Data Request Set 1 
Question No. 82, Page 1 of 2 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 82 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 8, lines 13-22, please provide copies of all studies 
performed by Mr. Moul that compare the gas consumption of the different classes on the 
Company’s customers with that of the companies in the gas group. 

Response of Columbia Gas of Kentucky: 

To the extent that these data are reported to investors, the comparisons are shown 
below: 



Attorney General Data Request Set 1 
Question No. 82 Page 2 of 2 

Columbia Gas of Kentucky Respondent: P.R. Moul 

Gas Gmuo ThrouuhDxt 
Year 2005 

Residential 
AGL Resources, Inc. 
Atmos Energy Corp. 
Lacbde Group, Inc. 
New Jersey Resources Corp. 
NICOR, inc. 
Norlhwest Natural Gas 
Piedmont Natural Gas Co. 

NIA 
36.72% 
44.43% 
35.03% 
42.54% 
31.88% 
25.91% 

South Jersey Industries. InC. 15.69% 
WGL Holdings. Inc. 

34.03% - Average 

Commercial 
AGL Resou~ces, Inc. 
Atmos Energy Corp. 
Laclede Group, Inc. 
New Jersey Resources Carp. 
NICOR. inc. 
Northwest Natural Gas 
Piedmont Natural Gas Co. 
South Jersey Industries. Inc. 
WGL Holdings. Inc. 

Average 

Industrial 
AGL Resources, lnc. 
Amos Energy Carp. 
Laclede Group, Inc. 
New Jersey Resources Carp. 
NICOR. inc. 
Norlhwesl Natural Gas 
Piedmont Natural Gas Co. 
South Jersey Induslries. Inc. 
WGL Holdings, Inc. 

NIA 
22.09% 
19.72% 
9.06% 
9.50% 
20.15% 
17.61% 
6.01% 

14.02% 
15.02% 
P 

NIA 
7.04% 
0.00% 
0.00% 
1.34% 
19.47% 
39.67% 
10.19% 

o.oo% 
Average 9.71% 

All Other"' 
AGL Resources. Inc. 
Almos Energy Corp. 
Laclede Group, lnc. 
New Jersey Resources Corp. 
NICOR. inc. 

NIA 
32.15% 
35.65% 
55.91% 
46.62% 

Norlhwest Natural Gas 26.50% 
Piedmont Natural Gas Co. 15.81% 
Sou% Jersey Industries. Inc. 66.10% 
WGL Holdings. Inc. 47.94% 

41.24% 
I___ 

Average 

("Consists of: agricultural, public authorities, 
transpoiiation, off-system, interruptible. Incentive. 
power generation, cogenerafion, capacity release 
& storage. and othar sales. 





Attorney General Data Request Set 1 
Question No. 83 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 83 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 9, lines 4-15, please provide copies of all studies 
performed by Mr. Moul that compare the magnitude of the capital expenditure program 
for the Company with that of the companies in the gas group. 

Response of Columbia Gas of Kentucky: 

The forecast capital expenditures for Columbia are estimated to be approximately $67.7 
million during the years 2006 through 2010. Based upon data revealed to investors in 
filings with the SEC, the forecast construction expenditures for the Gas Group are: 

Company Period Amount 

AGL Resources, Inc. 
Atrnos Energy Corp. 
Laclede Group, Inc. 

New Jersey Resources Corp. 
NICOR, Inc. 

Northwest Natural Gas 
Piedmont Natural Gas Co. 

South Jersey Industries, Inc. 

WGL Holdings, Inc. 

2006 

2006 
2006 & 
2007 
2006 
2006 

through 
201 0 
2006 

2006,2007 
& 2008 
2006 

through 
201 0 

$ 233 
NIA 

$ 57 

$ 139.1 
$ 198 

$500 to 
$600 

$ 181.2 

$ 147.4 

$815.2 

($ millions) 

($ millions) 

($ millions) 
($millions) 

($ miiiions) 
($ millions) 

($ millions) 

($ millions) 





Attorney General Data Request Set 4 
Question No. 84 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 84 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page I O ,  lines 4-18, please provide copies of all source 
documents used to determine that the companies in the gas group have tariff 
mechanisms similar to the WNA. For each company, please highlight the relevant 
section (s) of the source documents. 

Response of Columbia Gas of Kentucky: 

Please refer to the tabulation that is attached. The source of this information was filings 
by each company with the SEC and/or tariff information posted on the Company’s 
internet website. All of the sources are available on the internet. 



2007-00008 AG Set 1.084 Attachment 1 
Page 1 of 2 

AGL Resources. Ine. 

For residential. multi-family and C&l General Service customers from November - April annually. 
Implemented in 1991, it uses predetermined factors as determined in a rate case of a Weighted 
Average Non-Gas Base Rate, a Heat Sensitive Factor, and a Base Load factor for each customer 
class in CCF along with the difference beWeen Normal and Actual Degree Days to calculate an 
adjustment. 

Interruptible Margin Credit Rider applies to firm customers and recovers 90% of fiscal year annual 
gross margin losses resulting from negotiated rate contracts and 50% of gross margin losses 
resulting from off-system sales transactions. 

The PBRM is a trigger for a repoiting mechanism, not a cost-sharing mechanism. Commencing 
each July 1. an annual index is created that establishes predetermined monthly benchmark indices 
against which actual commodity gas costs are compared. Annual reporting required if there is a 
minimum 1 % overrun deviation at the end of the plan year, and monthly reporting required if there is 
a deviation of over 2% for any month. 

Applicable October ~ May annually to residential, multi-family and general service customers. Uses 
three factors: 1) Degree Days. Takes difference in degree days from a monthly list of degree day 
factors determined in each rate case with a 0.5% deadband; 2) Consumption Factor. Takes 
difference in number of customers and therms per degree day, using a monthly listing of baseline 
values for each updated annually; 3) Margin Revenue Factor ~ Weighted average of tail block margin 
of Distribution Charges, set at $.224Z/therm in most recent rate case. 

Monthly per therm credit for all full-service and residential transpottation customers to reflect system 
margin over-recovery , One rate for all classes and period months set annually on July 31, utilizing 
an annual program period of July 1 -June 30. 

Monthly per therm charge, applicable to all service classes except special contracts, that has 4 
specified components representing charges for: 1) New Jersey Clean Energy Program (CEP); 2) 
Remediation Adjustment Charge (RAC) for costs incurred in manufactured gas plant remediation; 3) 
Energy Education Charge (EEC); and 4) Universal Service Fund Lifeline (USF). Each component is 
a per therm charge (same per month), determined annually. Each of the CEP, the RAC and the 
EEC have annual recovery periods of October 1 -September 30 of expenses Incurred for the 
previous 12 months ended June 30, with annual filing by July 31. 

Per therm charge applied monthly and determined annually for each of 9 rate classes to rewver 
conservation expenditures. Each rate class has a different charge that Is the same each month. 
Annual program period commencing each January 1. 

Per therm adjustment to recover the difference in annual revenues from special contracts compared 
to tariff rates. Annual adjustment period January 1 - December 31 to recover or refund amounts of 
the annual determination period of 12 months ended September 30. Adjustment rate is the same per 
class and therm over the adjustment period, using sales forecasts and annual true-ups. 

Weather Normalization 
Adjustment Rider (TN) 

Interruptible Margin Credit Rider 
(TN) 

Performance-Based Ratemaking 
Mechanism (PBRM) (TN) 

Rider B . Weather Normalization 
Clause (WNC) (NJ) 

Rider C - On-System Margin 
Shanng Credit (OSMC) (NJ) 

Rider D - Societal Benefits 
Charge (SBC) including NJ Clean 
Energy Program (NJ) 

Rider B - Energy Conservation 
Cost Recovery Adjustment 
(ECCR)(FL) 

Rider C - Competitive Rate 
Adjustment (CRA) (FL) 

Rider 8, the Experimental 
Weather Normalization 
Adjustment Rider, was filed and 
effected as of October 3,2002. 
&'A) 

Straight Fixed Variable Rates 
(SFV) (GA) 

Pipeline Replacement Program 
(PRP) Cost Recovery Rider(GA) 

First WNA approved in the State of Virginia ~ filed in Apfil, 2002 and effective October 3,2002. For 
residential, multi-family and general Service customers from November - May annually. Uses 
predetermined (@ each rate case) factors of a Weighted Average Non-Gas Base Rate and a 
Customer Usage Per Degree Day rate that are multiplied by the number of bills issued in that billing 
cycle and the difference between Normal and Actual Degree Days. This product is divided by the 
aggregate volume of gas billed in that cycle for each customer class in CCF to calculate an 
adjustment. 

SFV is a method of determining demand and commodity rates whereby all costs ciassified as fixed 
are assigned to the demand component. Required through SB 215, Georgia's 1997 Natural Gas 
Competition and Deregulation Act: Effective July, 1998. 

Recovers costs of replacing bare steel and cast iron pipe. Approved in September, 1998 and 
applicable to 6 Firm distribution rate class schedules, until June, 2005 was equal to a forecast 
amount of associated costs for a year divided by the estimated number of customers in those rate 
classes. A Stipulation Agreement was reached on June I O ,  2005 in a general rate case 18638-U 
whereby each class pays a fixed monthly charge depending on their classification. A specific 
scheduled monthly per customer charge was set for residential and small service classes, with the 
General G-11 service class paying 3x and the General -Conditional G-12 service class paying 12x 
the residential and small service amount of $1.29 through 9/30/07. and $1.95 afler. 



2007-00008 AG Set 1-084 Attachment 1 
Page 2 of 2 

Social Responsibility Cost Rider 
(SRC) (GA) 

Weather Normalization 
Adjustment Rider (TN) 
interruptible Margin Credit 
Rider (TN) 
Performance-Based 
Ratemaking Mechanism 
Rider B ~ Weather 
Normalization Clause (WNC) 
Rider C ~ On-System Margin 
Sharing Credit (OSMC) (NJ) 
Rider D - Societal Benefits 
Charge (SBC) including NJ 
Clean Energy Program (NJ) 
Cost Recovery Adjustment 
(ECCR) (FL) 
Rider C -Competitive Rate 
Adjustment (CRA) (FL) 
Rider B, the Experimental 
Weather Normalization 
Adjustment Rider, was filed 
and effected as of October 3, 
Straight Fixed Variable Rates 
( S W  (GA) 
Pipeline Replacement Program 
(PRP) Cost Recovery Rider 
(GA) 
Social Responsibility Cost 
Rider(SRC) (GA) 

Senior citizens at least 65 with a maximum annual income of $12,000 receive a maximum $14 
monthly credit. The SRC rider recovers $10.50 of that amount, and is charged to remaining 
residential customers during the following month as a per customer charge. 

2006 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

2005 

X 

X 

X 

X 

X 

- 

X 

X 

X 

X 

X 

X 

X 

2004 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

2003 2002 2001 

X X X 

--- 

X X X 

X X X 

X X X 

X X 

X X X 

X X X 

X X 





Attorney General Data Request Set 1 
Question No. 85 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 85 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 11, lines 1-23, please indicate whether it is Mr. Moul’s 
testimony that a WNA reduces the volatility of revenues and therefore the riskiness of a 
gas utility. If the response is that a WNA does not reduce the volatility of revenues and 
therefore the riskiness of a gas utility, please provide (a) all empirical studies relied upon 
to support this conclusion, and (b) the Company’s justification for a WNA if such a 
mechanism does pass along the risk of higher gas prices to customers. 

Response of Columbia Gas of Kentucky: 

Please refer to Mr. Moul’s testimony at pages 9 through 12 regarding the risk 
implications of the WNA. 

a. No additional empirical studies were relied upon. 

b. Both higher and lower prices of gas are recoverable through the Company’s Cost 
of Gas Adjustment (“GCA) mechanism. The WNA is designed to adjust 
volumes, rather than the cost of gas. 





Attorney General Data Request Set 1 
Question No. 86 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

PSC CASE NO. 2007-00008 

Question No. 86 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 12, lines 1-6, please provide copies of all studies relied 
upon to conclude that the stability of a Company’s cash flow does not affect a company’s 
riskiness and the cost of equity capital. 

Response of Columbia Gas of Kentucky: 

There is no statement regarding the stability of cash flows and risk on lines 1-6 of page 
12. 
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Attorney General Data Request Set 1 
Question No. 87 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 87 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 14, lines 4-11, please provide Columbia of Kentucky’s 
CCR and LT or, if the Company is not rated, please provide the CCR and LT for the 
parent company. 

Response of Columbia Gas of Kentucky: 

Columbia Gas of Kentucky, lnc. does not have a CCR or LT rating because its debt is 
not rated. Currently, the corporate credit rating from Standard & Poor’s Corporation for 
NiSource, Inc. is BBB and the long-term issuer rating from Moody’s is Baa3. 
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Attorney General Data Request Set 1 
Question No. 88 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 88 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 16 and 17, please provide the individual company data 
used in computing the (1) coefficients of variation for the return on book equity, (2) 
operating ratios, (3) interest coverage ratios, and (4) internally generated funds ratio, for 
the Company and the gas group. Please provide the data in both hard copy and 
electronic formats (Microsoft Excel), with all data and formulas in tact. 

Response of Columbia Gas of Kentucky: 

The coefficients of variation (standard deviation + mean) of the rates of return on book 
equity are provided below. Likewise, the operating ratios, interest coverage ratios and 
internally generated funds are shown on page 2. 

Page 1 of 2 
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Columbia Gas of Kentucky Respondent: P.R. Moul 
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Attorney General Data Request Set 1 
Question No. 89 

Columbia Gas of Kentucky Respondent: P.R. Moul 

BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY 

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

PSC CASE NO. 2007-00008 

Question No. 89 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to pages 21 and 22, and Attachment PRM-3, please provide all 
source documents and work papers, in both hard copy and electronic formats, 
associated with the development of the amounts, ratios, and rates in the hypothetical 
structure, the long-term debt cost rate, and the short-term debt cost rate. 

Response of Columbia Gas of Kentucky: 

There are no separate work papers regarding pages 21 and 22 of the direct testimony 
and Attachmeni PRM-5 (sic) concerning the hypothetical capital structure ratios. A copy 
of the Value Line pages that were used as the source for the ratios shown on page 21 
are attached. A copy of Attachment PRM-5 (sic) is attached. Electronic copies of both 
the pdf files for Value Line pages and PRM-5 has been provided in electronic format on 
a CD. 
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49.0 30.0 37.0 Cash Assets 
Other 1408.0 2o02.0 1471.0 
Cumnl Assets 1457.0 2032.0 1508.0 
Acds Payable 207.0 264.0 586.0 

Debt Due ::$: l:E$:: j:k8 
1477,0 1939,0 1350,0 

Other 
Cunenf Liab. 

_- -  

BUSINESS: AGL RBSOUICBS, inc is a public ulilily holding compb propane. Nonregulated subsidiaries: Georgia Natural Gas Services 
ny. its distribution SUbsidiarieE are Alianla Gas Light, Challanooga markets naluml gas at relail. Aw. Virginla Naluial Gas, 10100. Soil 
Gas, and Virginia Natural Gas. The Utilities have more than 2.2 mil. Utiilpm, 3101. OKldk own less Uian 1.0% of common; Goidmar 
iion wslomem in Georgia (primarily Atlanta). Vlryiinia, and in Sachs, 5.5% JPMorgan, 5.9% (3106 Proxy). Pres. B CEO John W 
soulhem Tennessee. Also engaged in nonnguialed natural gas Somemaidel /I. Inc.: G A  Addr.: 10 Peachiree Piece N.E.. AUanla 
markellng and olhei, allied senrices. Also wholesales and retails GA 30309. Tei.: 404-5844000. internet: www.aglrasources.com. 

. . ~~ .~  ~ ~ 

versus the year-ago period, driven by a $6 to better-align its'inierest with customen, 
million decrease in operating expenses. by adjusting rates annually based on ac- 
This can be attributed to last year's work- tual consumption versus a n  assumed level. 
force and facilities restructuring programs. We think Chattanooga will receive some. if 
Also. operation and maintenance expenses not all. of the rate increase, which should 
per customer throughout AGL's distribu- provide a boost to earnings. 
tion segment decreased 9% over the first AGL's expansion of its Jefferson Is- 
six months of 2006. However, these results land storage facility has hit a road 
were offset by a lackluster performance a t  block. In early August, the Louisiana De. 
SouthStar. which markets natural gas and partment of Natural Resources terminated 
related services to retail customers on an the company's mineral lease due to the 
unregulated basis, where results were also timing of leasehold payments and a lack 01 
impacted by lower customer usage and mining activity on the site for six months 
higher bad debt expense. Even so, the company remains committed 
Virginia Natural  Gas (VNG) has ac- to resolving these issues and getting thr 
cepted a modified performance-based project completed, which will increase 
rate plan. As part of the deal, VNG will working gas ca acity, along with revenues. 

struct a pipeline to connect its northern worthwhile total return potential, 
and southern systems, which is expected thanks partly to dividend growth pros 
to cost about $48 million to $60 million: pects. The good-quality shares are safr 
and will be allowed to file for a permanent and steady, but not overly enticing. 
weather normalization olan. Also. Chat- Evan I. Blatter September 15. 200 

freeze its base rates for five years; con- This neutr a? ly ranked stock has 

http://www.aglrasources.com
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marketing segment benefited greatly from if measured bottom-lice increase! 
strate ies to capture favorable arbitrage over  the 2009-2011 period. With tht 

But the performance of the utility opera- customers across 12 states, the company i 
tion was hampered by warmer tempera- not dependent on the economic climate il 
tures, which especially affected the Mid- any one region of the countw. Further- 
Tex and Louisiana units because they did more. the non-utility segments, particular- 
not have a weather-normalized rate struc- ly pipelines, have decent expansion pros- 
ture during that time, (Combined. these pects. In the present corporate configura- 
units account for over 60% of the customer tion. share net ought to grow around 8% 
base.) Also. we estimate that the after- annually over the 3- to 5-year horizon. 
effects of Hurricane Katrina reduced share These good-quality shares offer a net about $O.Io. healthy dose of dividend income. Pros- 
We believe that the bottom line will pects for additional increases in the distri- 
advance about 8%, to $1.95 a share,  in bution seem reasonable. too. as supported 
fiscal 2007. assumins further expansion by our favorable 2009-2011 projections for 

spreatis created by natural gas volatility. utility division now serving 3.2 milliol 

in operating margins.-And it is important Atmos Energy. 
to note that weather-normalized rates will But long-term total-return potential is 
be effective for the Mid-Tex operation he- not spectacular,  as capital appreciation 
ginning October 1st. Moreover, a rate de- possibilities are limited a t  the current quo- 
sign calling for a partial decoupling from tation. Also. the equity is ranked to per- 
the imoact of unfavorable temDeratures form onlv in line with the market in the 

take effect for the Louisian; unit on year ahead. 
December 1st. With these moves, some Frederick L. Harris, III September 15, 2001 



Total Debt $518.8 mill. Due In 5 Yrs $175.0 mill. 

(Tolal interest coverage: 3.0~) 

Leases, Uncapilalhsd Annual renlals$l.7 miii. 

LT Debt $395.4 mill. LT Interest $25.0 mill. 

Common Stock21,357,009 shs. 

solidated basis, share net 
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i Debt $520.2 mill. DUB in 5 %  $215.0 mlil. 

oriented accounts. 
September 15, 2006 
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Total Debt $577.3 mill. DUB In 5 ~n $m4.2 mill. 
LT Debt $492.0 mill. LT Interest $31.0 mill. 

(Total Interest cwemge: 3 . 4 ~ )  

Penslm Asrete-IZiOS $218.6 miil. 

Common Slock27@8.?46 Shs. 

definitely slowing, Portland seems to  be ket a t  present, allowing it to pick up nev 
doing better than the nation as a whole, customers as old oil tanks need replacing. 
with little decline in new home mnstruc- These neutrally ranked shares have 
tion. (Northwest's share of new home heat- below-average total return potential 

.SiPowmw R Romaine Sentemher 1.5. ZOO 
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2007-00008 AG Set 1-089 attachment 2 
Attachment PRM-5 

Page 1 of 1 

Actual Pro Forma Hypothetical 
Amount Pro Forma Amount Amount 

($0110'5) (SW0'S) 
Outstanding ____ Ratios Adiudments Outstanding ____ Ratios Outstanding Ratios 

Long Term Debt $ 42,055,000 30.915% $ 16,000.000 (') 58,055,000 38.186% 5 64,791,243 ") 42.617% 

Common Stock Equity 
Common Stock 23,005,202 23.806.202 
Additional Paid in Capital 4,749,592 4,749,592 
Retsined Earnings 57,369,745 57,369,745 

Total Common Equity 85,925,539 63.165% 85925,539 56.518% 79,189296 '" 52.087% 

Total Permanent Capital 5 127,980,539 94.080% $ 16.000.000 5 143,980.539 94.704% $ 143,900,539 94.704% 

ShortTerm Debt") $ 8,052,333 - 5.919% . $ 6,052,333 - 5.296% 5 8,052,333 5.296% 

Total Capital Empioyed 5 136,032.872 99.899% 5 16.000.000 $ 152,032,072 100.000% $ 152,032.872 100.000% 

Nates: 
(')Thirteen month average 
(2)Reflectsdebt Issued in November 2006 
la) Reflects hypothetical capitalization using 45% long-term debt and 55% common equity 

S o m e  of information: Company provided data 





Attorney General Data Request Set 1 
Question No. 90 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10.2007 

Question No. 90 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 24, lines 13-21, and Appendix E, please provide (1) 
copies of all studies used to make (a) the ex-dividend date adjustment and (b) the 
quarterly compounding adjustment; and (2) the individual company data used in 
computing the dividend yield of 4.01%, including details on all adjustments. Please 
provide the data in both hard copy and electronic formats, with all data and formulas 
intact. 

Response of Columbia Gas of Kentucky: 

(1) (a) Please refer to the documents that are attached. 

(1) (b) There are no separate work papers for the quarterly compounding adjustment. 
All data used for this calculation is contained on pages E-6, E-7, E-8, and E-9. 

An electronic copy of the work papers for Attachment PRM-7 is attached. (2) 



- reported accounting earnings and other information, share price will respond. Put 
another way, dividends speak louder than words under these circumstances.The 
rationale behind a dividend signaling effect is similar to a capital structure signal- 
ing effect, described in Chapter 9. 

However, it generally is agreed that the effect is more important for dividends 
than it is for capital structure. While there are a number of factors that may explain 
dividends' impact on valuation, many are difficult to test. Most empirical testing 
has concentrated on the tax effect and on financial signaling. This is not to say that 
such things as flotation costs, transactions costs, institutional restrictions, and 
preference for dividends have no effect: only that whatever effect they might have 
is swamped by the two effects discussed. 

338 
PART 3 
Financing and 
Dividend 
Policies 

EMPIRICAL TESTING AND 
IMPLICATIONS 
FOR PAYOUT BEHAVIOR 

The testing of whether or not dividends have an effect on share price has taken 
several forms. Again, the major thrust in orientation has been on the tax effect and 
on financial signaling. As we will discover, the evidence is far from uniform, 
which makes generalizations difficult, if not just downright unwise. 

EX-DIVIDEND DAY TESTS 
One of the mainstays has involved the ex-dividend behavior of common 

stock prices. As we explain in Chapter 12, companies paying dividends establish 
an ex-dividend date. Investors buying the stock before that date are entitled to the 
dividend declared; purchases on or after the ex-dividend date are not entitled to 
the dividend. In a nontaxable world, the stock should drop in value by the amount 
of the dividend on the ex-dividend day. If you are a taxable investor, however, and 
buy the stock before the ex-dividend day, you will need to pay taxes on the 
dividend. In contrast, if you wait until the ex-dividend day to buy the stock, you 
will pay no taxes on the dividend, since there is no dividend, and any price 
movement presumably is subject only to the capital-gains tax. A number of authors 
reason that if there is a tax effect, owing to capital gains being taxed at a lower rate 
than dividend income, a stock should decline in price by less than the dividend 
on the ex-dividend day. Expressed differently, investors would value a dollar of 
dividends less than they would a dollar of capital gains. 

An earlier study of the phenomenon was by Elton and Gruber." In a sample 
of companies, they found that on average a stock declined by .78 of the dividend 

*'Edwin J. Elton and Martin J. Gnxber. "Marginal Stockholder Tax Rates and the Clientele Effect.'" 
Review of Economics and Slolistlcs. SZ (February 19701, 68-74. 



on the ex-dividend date. They interpret this result as consistent with a clientele 
&ct where investors in high tax brackets show a preference for capital gains over 339 

CHAPTm 11 
Dividand 

dividends. and vice versa. 
There have been a number of other studies of share price behavior on the 

ex-dividend day.12 In general, the evidence is consistent with the foregoing, 
namely, that stock prices decline on the ex-dividend day but by less than the 
clmount of the dividend. Many view these findings as consistent with a tax effect 
tvhere dividends are taxed more heavily than are capital gains, and stock prices 
reflect this differential. However, others argue that biases in conceptual founda- 
tion as well as in methodology negate the ex-dividend day approach to implying 
tax rates or tax clientele effects.13 While the evidence is reasonably consistent 
across studies, its interpretation is not. 

pay& htio 
andvaluation 

DIVIDEND YIELD APPROACH 

A second approach to the tax effect question is to study the relationship 
between dividend yields and stock returns, where other influences on returns are 
isolated. One of the earlier studies here was by Black and Scholes.'4 In testing a 
modification of the capital asset pricing model to measure the deviation of a 
stock's dividend yield from that of the market portfolio, they find the coefficient 
of the v&ah!e to be insignificant. Stocks with high paput  ratiss did not pravida 
returns significantly different from those with low payout ratios. The authors 
interpret this finding as consistent with the idea that dividend policy does not 
matter. Miller and Scholes, in later studying the issue with a new sample, claim 
that after isolating for information effects. there is no relationship between returns 
and dividend yields." The differential tax explanation of dividend yield and stock 
returns has been challenged by others as well." 

As we know from Chapter 3, however, many authors have found a positive 
relationship between expected before-tax returns and dividend yields, holding 
other things constant. Perhaps the leading investigators here are Litzenberger and 

"Avner Kalay, "The Ex-Dividend Day Behavior of Stock Prices: A Reexamination of the Clientele 
Effect," Joumd of Finonce. 37 (September 1982). 1059-70: Kenneth M. Eades. Patrick J. Hess. and E. 
Han Kim. "On Interpreting Security Returns During the Ex-Dividend Period." Joumol of Finonciol 
Economics. 13 (March 1984). 3-34: Patrick I. Hess, "The Ex-Dividend Day Behavior of Stock Returns: 
Further Evidence on Tax Effects." Journal of Finance. 37 (May 1982). 445-56: James M. Poterba and 
Lawrence H. Summers, "New Evidence That Taxes Affect the Valuation of Dividends." Journal of 
Finonce. 39 (December 1964). 1397-1416; Michael Barclay. "Tax Effects with No Taxes? Further 
Evidence on the &-Dividend Day Behavior of Common Stock Prices." working paper. Stanford Univer- 
sity (September 1964); and Costas P. Kaplanis. "Options, Taxes. and Ex-Dividend Day Behavior." 
Journal of Finance. 41 (June 1986). 411-24. 
"See Kalay, "The Ex-DiMdend Day Behavior of Stock Prices": Jerry Green. 'Taxation and the Ex- 
Dividend Day Behavior of Common Stock Prices" working paper, National Bureau of Economic Re- 
search, Cambridge. Mass. (19801: and Hess. "The Ex-Dividend Day Behavior of Stock Returns.'' 
l'Black and Scholes. "The Effects of Dividend Yield and Dividend Policy on Common Stock Prices and 
Returns." 
"Miller and Scholes. "Dividends and Taxes." 
'*See Manhall Blume. "Stock Returns and Dividend Yields: Some Mora Evidence." Review of Eco- 
nomics nnd Stotistics. 62 (November 1980h 567-77. 



Ex-Dividend Dates 

Declaration 
Date 

ken Are You Entitled to Stock and Cash Dividends 

Ex-Dividend 
Date 

Have you ever bought a stock only to  find out later that you were not 
entitled to the next cash or stock dividend paid by the company? To 
determine whether you should get cash and most stock dividends, you need 
to  look at two important dates. They are the "record date" or "date of 
record" and the "ex-dividend date" or "ex-date." 

When a company declares a dividend, it sets a record date when you must 
be on the company's books as a shareholder to receive the dividend. 
Companies also use this date to determine who is sent proxy statements, 
financial reports, and other information. 

1 7/27/2004 18/6/2004 I8/10/2004 /9/10/2004 I 

On July 27, 2004, Company XYZ declares a dividend payable on September 
10, 2004 to  its shareholders. XYZ also announces that shareholders of 
record on the company's books on or before August 10, 2004 are entitled to 
the dividend. The stock would then go ex-dividend two business days before 
the record date. 

I n  this example, the record date falls on a Tuesday. Excluding weekends and 
holidays, the ex-dividend is set two business days before the record date or 
the opening of the market - in this case on the preceding Friday, This means 
anyone who bought the stock on Friday or after would not get the dividend. 
At the same time, those who purchase before the ex-dividend date receive 
the dividend. 

With a significant dividend, the price of a stock may move up by the dollar 

htCp://~.sec.govlanswersidividen.hrm ( I  of 2)1/17/2006 3:28:50 PM 



Ex-Dividend Dates 

amount of the dividend as the ex-dividend date approaches and then fall by 
that amount after the ex-dividend date. A stock that has gone ex-dividend is 
marked with an "x" in newspapers on that day. 

Sometimes a company pays a dividend in the form of stock rather than cash. 
The stock dividend may be additional shares in the company or in a 
subsidiary being spun off. The procedures for stock dividends may be 
different from cash dividends. The ex-dividend date is set the first business 
day after the stock dividend is paid (and is also after the record date). 

I f  you sell your stock before the ex-dividend date, you also are selling away 
your right to the stock dividend. Your sale includes an obligation to deliver 
any shares acquired as a result of the dividend to  the buyer of your shares, 
since the seller will receive an I.O.U. or "due bill" from his or her broker for 
the additional shares. Thus, it is important to  remember that the day you 
can sell your shares without being obligated to deliver the additional shares 
is not the first business day after the record date, but usually is the first 
business day after the stock dividend is paid. 

I f  you have questions about specific dividends, you should consult with your 
financial advisor. You can also get information by going to  your library and 
reading Standard and Poor's Dividend Record Binder. 

h ttp : / /w ww. sec. gov/ans wers/dividen. htm 

Home I Previous Page Modified: 06/21/2004 

hnp://~ww,sec.govlanswers/dividcn.hrm (2 of 2)1/17/2006 3:28:50 PM 
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APR a 42007 Attorney General Data Request Set 1 
Question No. 91 

p r J B L I ~  S E F I V \ ~ ~  Columbia Gas of Kentucky Respondent: P.R. Moul 
COMM\SS~ON 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL 10,2007 

Question No. 91 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 29, lines 1-5 and footnote 4, please provide copies of the 
studies, work papers, and source documents that (1) compare GDP growth of the growth 
of gas companies, and (2) support the statement on earnings versus GDP growth. 
Please provide the data in both hard copy and electronic formats, with all data and 
formulas intact. 

Response of Columbia Gas of Kentucky: 

1) No comparisons were made of GDP growth with growth for the gas companies, 
because such data is not available extending back to 1929. As stated in Mr. 
Moul's direct testimony, GDP growth was compared to the growth in pre-tax 
corporate profits, which is a component of the income side of the GDP. 

2) A copy of the historical data is provided on the Excel spreadsheet that is 
attached. 



p 
1929 to 2004 

catparate 
GDP Change Proills Change 

Year ( $billion) ( $bi!iian ) Growth% ( $billion j ( $biiiion ) - 
catparate 

GDP Change Proills Change 
Year ( $billion) ( $bi!iian ) Growth% ( $billion j ( $biiiion ) - 
1929 103.6 10.8 
1930 91.2 -12.4 -11.97% 7.5 5.3 
1931 76.5 -14.7 -16.12% 2.9 -4.6 
1932 58.7 .I72 -23.27% 4.2 -3. I 

~~~ 

1933 58.4 
1934 66.0 
1935 73.3 
1936 83.8 
1937 91.9 
1938 88.1 
1939 92.2 
1940 101.4 
1941 126.7 
1942 161.9 
1943 198.6 
1944 219.8 
1945 223.1 ~~ 

1946 2223 
1947 244.2 
1948 2692 
1949 267.3 
1950 293.8 
1951 339.3 ~~~ ~ 

1952 358.3 
1953 379.4 
1954 380.4 
1955 414.8 
1958 437.5 
1957 461.1 
1958 487.2 
1959 506.6 
1960 526.4 
1961 544.7 
1962 585.8 
1963 617.7 
1964 663.6 

1968 910.0 
1969 984.6 
1970 1038.5 
1971 1127.1 
1972 1238.3 
1973 1382.7 
1974 1500.0 
1975 1638.3 

1977 2030.9 
1976 2294.7 
1979 2583.3 
1980 2789.5 
1981 3128.4 
1982 3255.0 
1983 3536.7 
1964 3933.2 
1985 4220.3 
1988 4462.8 
1987 4739.5 
1988 5103.8 
1989 5484.4 
1990 5803.1 
1991 5995.9 
1992 6337.7 
1993 6657.4 
1994 7072.2 
1995 7397.7 
1998 7818.9 
1997 8304.3 
1998 8747.0 
1998 9268.4 
2000 9817.0 
2001 10128.0 
2002 10487.0 
2003 11004.0 
2004 11735.0 

1976 iaz5.3 

Average 
Average since 1934 

-2.3 -3.92% 
9.8 17.02% 
7.3 11.06% 

10.5 14.32% 
8.1 9.67% 
-5.8 -6.31% ~~~ 

6.1 7.06% 
9.2 9.98% 

25.3 24.95% 
35.5 27.78% 
36.7 22.67% 
21.2 10.67% 
3.3 1.50% 

-0.8 4.36% 
21.9 9.85% 
25.0 10.24% 
-1.9 4.71% 
28.5 9.91% 
45.5 15.49% 
19.0 5.60% 
21.1 5.89% 

1.0 0.26% 
34.4 9.04% 
22.7 5.47% 
23.6 5.39% 
8.1 1.32% 

39.4 8.43% 
19.8 3.91% 
18.3 3.46% 
40.9 7.51% 
32.1 5.48% 
45.9 7.43% 
55.5 8.36% 
68.7 9.55% 
44.8 5.69% 
77.4 9.30% 
74.6 8.20% 
53.9 5.47% 
88.6 8.53% 

111.2 9.87% 
144.4 11.66% 
117.3 8.48% 
136.3 9.22% 
187.0 11.41% 
205.6 11.26% 
263.8 12.99% 
268.8 11.71% 
226.2 8.82% 
338.9 12.15% 
126.6 4.05% 
281.7 8.65% 
396.5 11.21% 
287.1 7.30% 
242.5 5.75% 

6.77% 
7.80% 

49.5 10.7 
48.5 -1.0 
48.4 4.1 

54.9 1.1 
83.3 8.4 
69.0 5.1 
76.5 7.5 
87.5 11.0 
93.2 5.7 
91.3 4 9  
98.8 7.5 
95.4 -3.4 
63.6 -11.8 
98.0 14.4 

112.1 14.1 
125.5 13.4 
115.8 -9.7 
134.8 19.0 
1633 28.5 
192.4 29.1 
218.6 24.2 
223.2 6.8 
201.1 -22.1 
226.1 25.0 
209.7 -16.4 
254.2 54.5 
318.6 54.4 
330.3 11.7 
319.5 -10.8 
368.8 49.3 
432.6 83.8 
426.6 -6.0 
437.8 11.2 
451.2 13.4 
479.3 28.1 
541.9 62.6 
600.3 58.4 
696.7 96.4 
786.2 89.5 
868.5 82.3 
801.6 -66.9 
851.3 49.7 
817.9 -33.4 
767.3 -50.6 
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-30.56% 
61.33% 
NMF 
NMF 
NMF 
60.00% 
55.00% 
14.52% 

-29.58% 
32.00% 
48.48% 
58.16% 
32.90% 
20.87% 
0.00% 

-18.47% 
-12.32% 
33.15% 
31.65% 
-6.73% 
23.71% 
14.44% 
-4.61% 
1.02% 

-2.27% 
27.58% 
-2.02% 
4.21% 

-10.12% 
26.05% 
-3.41% 
2.04% 

15.30% 
9.00% 

10.87% 
14.38% 
6.61% 

-2.04% 
8.21% 

-3.44% 
-12.37% 
17.22% 
14.39% 
11.95% 
-7.73% 
18.41% 
21.14% 
17.82% 
12.56% 
3.05% 

-9.90% 
12.43% 
-7.25% 
25.99% 
20.59% 
3.67% 

-3.27% 
15.43% 
17.30% 
-1.39% 
2.63% 
3.06% 
6.23% 

13.06% 
10.78% 
16.06% 
12.85% 
10.47% 
-7.70% 
8.20% 

-3.92% 
-6.19% 
13.98% 
16.75% 
15.72% 

8.87% 
10.44% 

NMF F not meaningful $ure 

source: u. s. Dspailmsnl of Commerce, Survey of Curtent Business 
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Attorney General Data Request Set 1 
Question No. 92 

Columbia Gas of Kentucky Respondent: P.R. Mou! 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O .  2007 

Question No. 92 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to pages 29-34, and Attachments PRM-7, PRM-8, and PRM9, 
please provide the individual company data and copies of the source documents used in 
developing the historic and forecasted growth rate data for the gas group. Please 
provide the data in both hard copy and electronic formats, with all data and formulas 
intact. 

Response of Columbia Gas of Kentucky: 

An electronic copy of the dividend yields shown on Attachment PRM-7 was provided as 
an attachment to the response to AG 90 (2). The electronic work papers for Attachment 
PRM-8 and PRM-9 are attached. The source documents for IBESlFirst Call, Zacks, and 
Reuters are attached. The Value Line pages were provided as an Attachment to AG 89. 



Thornson Financial 

Lila insurance 35 $18.97 
0500,000 Policy 40 

' It Could Cost Your Family A Fortune! [monthly premiums) 45 $%.all 
No Life Insurance? 

HELP 

Earnings Center Company Earnings 
Earnings Estimates I Broker Recommendation I Forecasts 1 Earninas Snapshots I Performance 
Foilowina a Surprise I Peer and industry Comparisons 

b Earnings Estimates 

AGL RESOURCES INC (ATG) 

BUY 2.30 Sell 
I 1 -  I I I 
1 2 3 4 5 

Sector: Public Utilities 

industry: Gas Utilities 
m 

Last Updated November 11,2006 

The Analyst Company Sentiment is NEUTRAL 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst's prior revisions, and 
market capitalization of the company. 
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0 
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Thomson Financial 

Data Provided by First CallDhomson Financial IC@ 
Data Provided by Thomson 
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Thornson Financial 

1 0-Yr Lava1 Term 
Life Insurance No Life Insurance? $500,000 Policy 

. It Could Cost Your Family A Fortune! {monlhly premiums) 

Earnings Estimates 1 Broker Recommendation I Forecasts I Earninqs Snaashots I Performance 
Followina a Surarise I Peer and Industrv Comparisons 

@ Earnings Estimates 

II Sector: Public Utilities 

industry: Gas Utilities 

Last Updated: November 11,2006 

The Analyst Company Sentiment is NEUTRAL 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst's prior revisions, and 
market capitalization of the company. 

1 

0.5 

0 

-0.5 ! I I I 
L a d  QIr 2 Qtrn Ago 3 QIrs Ago 4 QIrs Ago 

I 



#=ates Up1Down - 1 Week 01 0 01 0 01 1 01 1 

Current Mean Estimate 0.06 0.92 1.13 0.01 

Mean 3 Months Ago -0.17 0.89 1.15 0.07 - 

Data Provided by Thomson 
0 Copyright 2006 Thomson 



Thornson Fioaneial 

Earnings Center > Company Earnings 
Earnings Estimates I Broker Recommendation I Forecasts Earninqs Snapshots I Performance 
Followinq a Surwise I Peer and Industrv Comparisons 

Earnings Estimates 

LACLEDE GROUP INC (LG) 

Sector: Public Utilities 

Industry: Gas Utilities 
D1 , 

5 

3.00 

2 3 4 

Last Updated: November 11.2006 

The Analyst Company Sentiment is NEUTRAL 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analystk prior revisions, and 
Wsrket capitalization of the company. 
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0.5 

0 

-0.5 I , , I I I 
Last Qr 2 Qrs Ago 3 Qrn Ago 4 Q r s  Ago 



Thomson Financial 

Data Provided by First CalliThomson Financial rn Data Provided by First CalliThomson Financial rn 
Data Provided by Thomson 
0 Copyright 2006 Thomson 



Thomson Fmancd 

Earnings Center Company Earnings 
Earnings Estimates I Broker Recommendation I Forecasts I Earninos Snaoshots I Performance 
Followino a Surorise 1 Peer and Industry Comparisons 

b Earnings Estimates 

NEW JERSEY RESOURCES CORP (NJR) 

Sector: Public Utilities 

Industry: Gas Utilities 5 
’ I 2 . 8 0  

2 3 4 
Last Updated: November 11,2006 

The Analyst Company Sentiment is NO RATING 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst’s prior revisions, and 
mrke t  capitalization of the company. 

A 21 -Yearm 
Old Cash 

Last year, one company 
teanied up with Micro- 
so@, Apple- Ilewtett- 
Packard, Sony, IBM, 
and Cisco and raked in  
nearly $6 billion 
So why is this great 
busiriess, with $600 
million cash, no debt, 
aid stiiiiiiing retuiiis on 
equity. assets, and 
capital still oE Wall 
Street’s radar? 
Find out iii  The 
Motley Fool’s 2 Top 
Picks - Plus, Wall 
Street’s Dirtiest 
Secret.” 

Qick here to 
claim your report. 

It’s FREE! C- 

4 irbsku ser.xe from 
The Motley Fool 

I 



Thornsoon Financial 

Data Provided by First CalllThomson Financial m 
Data Provided by Thomson 
0 Copyright 2006 Thornson 



Thornson Financial 

. .  
Exchange New York Sock Exchange 5 Year Growth -3.44 
52 Week Range 38.72 - 48.79 5 Year Stability 48.96 
Current PE 16.43 Annual Dividend 1.86 
Beta 0.75 *All prices displayed in local currency 

Earnings Center > Company Earnings 
Earnings Estimates I Broker Recommendation I Forecasts I Earnings Snamhots I Performance 
Foilowins a Surprise I Peer and lndustrv Comparisons 

b Earnings Estimates 

NlCOR INC (GAS) 

BUY 3.00 Sell Sector: Public Utilities 

Industry: Gas Utilities 

Last Updated: November 11,2006 

The Analyst Company Sentiment is NEGATIVE 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst's prior revisions, and 
-rket capitalization of the company. 
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Data Provided by First Callflhornson Financial I9.e 
Data Provided by Thomson 
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10-Yr Love1 Term No Life Insurance'? Fife lnsurancc 
A' It Could Cost Your Family A Fortune! (monthly premiums) 4 

I lLLr ___ 

Followina a Surprise 1 Peer and lndustrv Comaarisons 

1 Earnings Estimates 

Industry: Gas Utilities 

Last Updated: November 11,2006 

The Analyst Company Sentiment is POSITIVE 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 

.lyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
,, range of estimates, historic stock performance following a given analyst's prior revisions, and 



Data Provided by First CalliThornson Financial m 
Data Provided by Thomson 
0 Copyright 2006 Thomson 



mornson Finmeid 

Earnings Estimates I Broker Recommendation. I Forecasts I Earninas Snapshots I Performance 
Foliowinq a Surprise I Peer and Industry Comparisons 

Earnings Estimates 

Sector: Public Utilities 

Industry: Gas Ut 

Last Updated: November 11,2006 

The Analyst Company Sentiment is NEUTRAL 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 

lyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
3, range of estimates, historic stock performance following a given analyst's prior revisions, and 

market capitalization of the company. 

Exchange 5 Year Growth 
52 Week Range 22.01 - 27.27 5 Year Stability 4.29 
Current PE 20.83 Annual Dividend 0.96 
Beta 0.81 "All prices displayed in local currency 
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Thornson Financial 

Earnings Center > Company Earnings 
Earnings Estimates I Broker Recommendation I Forecasts I Earninas Snapshots Performance 
Followinq a Surprise I Peer and industrv Comparisons 

b Earnings Estimates 

SOUTH JERSEY INDUSTRIES (SJI) 

Sector: Public Utilities 

Industry: Gas Utilities I 
5 

Buy 1.67 

2 3 4 

Last Updated: November 11,2006 

The Analyst Company Sentiment is POSiTlVE 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst's prior revisions, and 
--rket capitalization of the company. 
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Data Provided by Thomson 
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Thornson Financial 

p Earnings Estimates 

WGL HOLDING INC (WGL) 

Sector: Public Utilities 

Industry: Gas Ut 

Last Updated November 11,2006 

The Analyst Company Sentiment is POSITIVE 
Analyst Sentiment is determined by a quantitative company scoring model that scores company level 
sentiment based on analyst earnings revisions. The scoring model considers the following factors: 
analyst experience, magnitude of the revision, proximity of the revision to the actual earnings report 
date, range of estimates, historic stock performance following a given analyst's prior revisions, and 
Firket  capitalization of the company. 
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zacks.com 

i-... scorn Quotes and Research 

ATG 37.93 ,032 (0.05%) VoI. 107,900 

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and 
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGCs major 
service area is the ten county metropolitan Atlanta area. 

General Information 
AGL RESOURCES 
Ten Peachtree Place NE 
Atianta, GA 30309 
Phone: 404 584-4000 
Fax: 404 584-3580 
Web: www.aglresources.com 
Email: scave@agiresources.com 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported 09/30/06 

1053 CST 
AGL RES INC (NYSE) I 

Quarter 
Next EPS Date 01/25/2007 

Price and Volume Information 

Zacks Rank k 
"-sterday's Close 37.91 

Neek High 39.70 
52 Week Low 33.75 
Beta 0 38 

Target Price 
Consensus 40.38 

%Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding (millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 

vated Long-Term EPS Growth Rate 
kt EPS Report Date 

% Price Change Relative to S&P 500 
1.72 4 Week 0.59 
6.46 12Week -0.22 
8.82 YTD -1.97 

Dividend Information 
77.88 Dividend Yield 3.91% 

2,950,06 Annual Dividend $1.48 
Payout Ratio 0.50 

0.00 
08/16/2006 / $0.37 

5'85 Change in Payout Ratio 
12/04/1995 Last Dividend Payout / Amount 

Consensus Recommendations 
0.61 Current (IEStrong Buy, 5=Strong Sell) 2.38 
2.66 30 Days Ago 2.38 
4.50 60 Days Ago 2.38 

01/25/2007 90 Days Ago 2.38 

http://zacks.com
http://www.aglresources.com
mailto:scave@agiresources.com


Zacks corn 

PIE EPS Growth Sales Growth 

Current FY Estimate 14 25 vs Previous Year 142 11% vs Previousyear 10 43% 
Tiling 12 Months 12 75 vs Previous Quarler 84 00% vs Previous Quarler -0 46% 
i Ratio 3.17 

Price Ratios ROA 

Pnce/Book 14.81 09/30/06 

PriceiCash Flow 9.02 06130106 13.75 06/30/06 3 52 
Price /Sales 1.01 03/31/06 14.35 03/31/06 3 66 

Current Ratio Quick Ratio Operating Margin 
09/30/06 1.15 09/30/06 0.67 09/30/06 7 94 
06/30/06 1.12 06/30/06 0.64 06/30/06 7 32 
03/31/06 1.00 03/31/06 0.70 03/31/06 7 51 

Net Margin Pre-Tax Margin Book Value 
09/30/06 12.72 09130106 12.72 09130106 20 30 
06/30/06 11.75 06130106 11.75 06130106 20 18 
03/31/06 12.01 03/31/06 12.01 03/31/06 20 33 

inventory Turnover Debtdo-Equity Debt to Captial 
09/30/06 3.07 09/30/06 1.03 09130106 51 38 
06/30/06 3.23 06130106 1.04 06/30/06 51 44 
03/31/06 3.65 03/31/06 0.92 03/31/06 48 47 



Zaeks.com 

. &om Quotes and Research 

ATMOS ENERGY CORP (NYSE) 
AT0 32.61 ,0.03 (0.09%) Vol. 45,300 10 51 CS1 

Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and other 
customers. Atmos operates through five divisions in cities, towns and communities in service areas located in Colorado, 
Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and Virginia. The 
Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina. The Company also 
transports natural gas for others through its distribution system. 

General information 
ATMOS ENERGY CP 
Three Lincoln Centre. 5430 Lbi Freewav 
Suite 1800 
Dallas. TX 75240 
Phone: 972 934-9227 
Fax: ~ 

Web: www.atmosenergy.com 
Email: InvestorRelations@atrnosenergy.com 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscai Year End September 
Last Reported 09/30/06 
Quarter 
Next EPS Date 02/06/2007 

Price and Volume Information 

.<s Rank 
Yesterday's Close 32.58 
52 Week High 32.08 
52 Week Low 25.92 
Beta 0.33 

220,000.00 20 Day Moving 
Average 

33 3 Target Price 
Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding (millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

33. 0 

32. 0 

31.0 

30.5 

30.0 

n mmi 3 0 - o ~ ~  cioslns ~~~c~~ -.".------.---- 
32.5 

31.5 

28.5 

% Price Change Relative to S&P 500 

7 9 4  4Week 6 74 
11 39 12Week 4 40 
2263 YTD 9.68 

Dividend Information 
81.60 Dividend Yield 3 93% 

$1 26 
Payout Ratio 0 56 

0 00 
08/23/2006 / $0 31 

2,6,7 6o Annual Dividend 

6.75 Change in Payout Ratio 
0511711994 Last Dividend Payout / Amount 

Consensus Recommendations 
--ent Quarter EPS Consensus Estimate 0.94 Current (l=Strong Buy, 5=Strong Sell) 2.57 
ent Year EPS Consensus Estimate 1.96 30 Days Ago 2.57 

Estimated Long-Term EPS Growth Rate 5.50 60 Days Ago 2.50 
Next EPS Repoit Date 02/06/2007 90 Days Ago 2.50 

http://Zaeks.com
http://www.atmosenergy.com
mailto:InvestorRelations@atrnosenergy.com


Zacks corn 

Fundamental Ratios 

EPS Growth Sales Growth 
8 vs PreviousYear h vs PreviousYear 

,ling 12 Months 14.13 vs Previous Quarter 525 00% vs Previous Quarter 12.54% 
PEG Ratio 2.98 

Price Ratios ROE ROA 
PricelBook 1 56 09130106 11 .OO 09/30/06 3 02 
Price/Cash Flow 8.22 06130106 8.84 06/30/06 2 45 
Price / Sales 0.43 03/31/06 8.99 03/31/06 2 53 

Current Ratio Quick Ratio Operating Margin 
09/30/06 - 09/30/06 - 09/30/06 2 98 
06/30/06 1.03 06/30/06 0.60 06130106 2 36 
03/31/06 1.10 03/31/06 0.78 03/31/06 2 37 

Net Margin Pre-Tax Margin Book Value 
09/30/06 - 09130106 - 09130106 
06/30/06 3.25 06130106 3.25 06130106 20 51 
03/31/06 3.82 03/31/06 3.82 03/31/06 21 .08 

Inventory Turnover Debt-to-Equity Debt to Captial 
09130106 - 09130/06 - 09/30/06 
06/30/06 10.53 OW30106 1.31 06/30/06 56 71 
03/31/06 11 18 03/31/06 1.28 03/31/06 56 11 



. ,.corn Quotes and Research 

LG 

LACLEDE GROUP INC (NYSE) ' : e -  * 
37.01 ,0.06 (0.16%) VOl. 9,000 10 53 cw 

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The Company, 
which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis, St. Louis County, 
the City of St. Charles, St. Charles County. the town of Arnold, and parts of Franklin, Jefferson, St. Francois, Ste. 
Genevieve, Iron. Madison and Butler Counties, all in Missouri. 

General Information 
LACLEDE GRP INC 
720 Olive Street 
St. Louis, MO 63101 
Phone: 314-342-0500 
Fax: - 
Web: www.thelacledegroup.com 
Email: investorservices@lacledegas.com 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End September 
Last Reported 09/30/06 
Quarter 
Next EPS Date 01/25/2007 

Price and Volume Information 

Zacks Rank 
'terday's Close 36.95 

vVeek High 36.30 
52 Week Low 29.02 

Beta 0.48 
20 Day Moving 79,f60,00 Average 
Target Price 
Consensus N/A 

37s 
37.0 
36.5 
36.0 

1 CLGI ~ O - D O Y  Closmw Prices 
."."l_̂----- 

I 134.5 

%Price Change 
4 Week 6.41 

12 Week 12.90 12Week 5.81 
YTD 23.49 YTD 11.75 

Shares Outstanding (millions) 21.36 Dividend Yield 3.94% 

Change Relative to S8P 500 

Share Information Dividend Information 

Market Capitaiiration 770.35 Annual Dividend $1.42 
Payout Ratio 0.60 (millions) 

0.00 Short Ratio 

09/07/2006 / $0.35 Last Split Date 
"'04 Change in Payout Ratio 

03'08/1994 Last Dividend Payout I Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate N/A Current (l=Strong Buy, 5=Strong Sell) 3.00 
Current Year EPS Consensus Estimate 2.13 30 DaysAgo 3.00 

iated Long-Term EPS Growth Rate - 60 Days Ago 3.00 
tuext EPS Report Date 01/25/2007 90 Days Ago 3.00 

Fundamental Ratios 

http://www.thelacledegroup.com
mailto:investorservices@lacledegas.com


zacks corn 

PIE EPS Growth Sales Growth 
Current FY Estimate 16.91 vs Previous Year 83 33% vs Previous Year 0 87% 

ling 12 Months 15 22 vs Previous Quarter -130 77% vs Previous Quarter -18.62% 
-2 Ratio 

Price Ratios ROE ROA 
PricdBook 1 89 09/30/06 12.53 09/30/06 3 29 
PriceiCash Flow 11.42 06/30/06 11.74 06130106 3 09 
Price / Sales 0.39 03/31/06 12.78 03/31/06 3.43 

Current Ratio Quick Ratio Operating Margin 
09/30/06 - 09/30/06 - 09/30/06 2 53 
06/30/06 1 15 06/30/06 0.88 06/30/06 2 32 
03/31/06 1.01 03/31/06 0.88 03/31/06 2 51 

Net Margin Pre-Tax Margin Book Value 
09/30/06 - 09/30/06 - 09/30/06 

06/30/06 3 34 06/30/06 3.34 06/30/06 19 08 
03/31/06 3.63 03/31/06 3.63 03/31/06 19 28 

Inventory Turnover Debt-to-Equity Debt to Captial 
09/30/06 - 09/30/06 - 09/30/06 
06/30/06 13 28 06/30/06 0.97 OW30106 49 24 
03/31/06 13 19 03/31/06 0 83 03/31/06 45 30 



,.corn Quotes and Research 

NEW JERSEY RES (NYSE) 
N/A (N/A%) Vol. 24,200 10 55 CST NJR 52.55 

NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related energy 
services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a natural gas 
distribution company that provides regulated energy &appliance services to residential. commercial & industrial customers 
in central S northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3) NJR Development Corp, a 
sub-holding company of NJR, which includes the Company's remaining unregulated operating subsidiaries. 

General Information 
NJ RESOURCES 
1415 Wyckoff Road 
Wall, NJ 07719 
Phone: 732 938-1480 
Fax: - 
Web: wwwZ.njresources.com 
Email: investcont@njresources.com 

Industry UTiL-GAS DISTR 
Sector: Utilities 

Fiscal Year End September 
Last Reported 09/30/06 
Quarter 
Next EPS Date 02/05/2007 

Price and Volume Information 

>ks Rank Ai2 
Aerday's Close 52.55 

52 Week High 52.08 
52 Week Low 41.77 
Beta 0.06 

Average 
Target Price 
Consensus 

20 Day Moving 121,415,00 

46.5 

53.0 

52.5 

52.0 

51.5 

51.0 

50.5 

%Price Change 
4 Week 1.70 4 Week 0.57 
12 Week 5.57 12Week -1.05 
YTD 22.53 YTD 11.50 

Share Information Dividend Information 
Shares Outstanding (millions) 28.08 Dividend Yield 2.81% 

Annual Dividend $1.44 Market Capitalization 
(millions) Payout Ratio 0.51 

0.00 Short Ratio 
Last Split Date 09/13/2006 / $0.36 

% Price Change Relative to S&P 500 

1,441.35 

'3'78 Change in Payout Ratio 
03104'2002 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 

Current Quarter EPS Consensus Estimate 1.20 Current (l=Strong Buy, 5=Strong Sell) 2.33 
mt Year EPS Consensus Estimate 2.89 30 Days Ago 2.33 

L,.Nmated Long-Term EPS Growth Rate 6.00 60 Days Ago 2 33 

Next EPS Report Date 02/05/2007 90 Days Ago 2 33 

http://wwwZ.njresources.com
mailto:investcont@njresources.com


ZBCLF corn 

Fundamental Ratios 

PIE EPS Growth Sales Growth 
Tent FY Estimate vs Previous Year vs Previous Year 

.ring 12 Months 18.33 vs Previous Quarter -207 14% vs Previous Quarter -0 30% 
PEG Ratio 2.96 

Price Ratios ROE ROA 
PricelBook 2.42 09130106 13.54 09130106 3 57 
PriceiCash Flow 12.87 06/30/06 15.73 06/30/06 3 88 
Price / Sales 0.44 03/31/06 17.41 03/31/06 4.28 

Current Ratio Quick Ratio Operating Margin 
09/30/06 - 09/30/06 - 09/30/06 2 38 
06/30/06 1 15 06/30/06 0.54 06/30/06 2 48 
03/31/06 1.24 03/31/06 0.83 03/31/06 2 64 

Net Margin Pre-Tax Margin Book Value 
09/30/06 - 09/30/06 - 09/30/06 
06/30/06 3 97 06/30/06 3.97 06/30/06 21 25 
03/31/06 4.23 03/31/06 4.23 03/31/06 22 36 

Inventory Turnover Debt-to-Equity Debt to Captial 
09/30/06 - 09/30/06 - 09/30/06 
06/30/06 12.61 06/30/06 0.56 06/30/06 35 92 
03/31/06 16.01 03/31/06 0.54 03/31/06 35 13 



: ..corn Quotes and Research 

10'57 CST 

NICOR Inc. is a holding company. Its principal subsidiaries are Northern Illinois Gas Company, one of the nation's largest 
distributors of natural gas, and Tropical Shipping, one of the leading transporters of containerized freight in the Caribbean. 
Gas distribution is Nicor's primary business, representing the majority of consolidated operating income and assets. Nicor 
also owns several energy-related subsidiaries and is a partner in Nicor Energy, a provider of unregulated energy products 
and services. 

General Information 
NICOR INC 
1844 Ferry Road 
NapeNille. IL 60563-9600 
Phone: 630 305-9500 
Fax: 630 983-9328 
Web: w.nicor.com 
Email: None 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported 09/30/06 
Quarter 
Next EPS Date 02/23/2007 

Price and Volume Information 

50.0 

49.0 

48.0 

47.0 

96.0 

..-_.-..-*-.- - -?ks Rank hi 
Jerday's Close 49.31 

52 Week High 48.68 
52 Week Low 38.91 
Beta 0.81 

Average 
Target Price 
Consensus 

20 Day Moving 3 5 1 , 2 4 0 , ~ ~  95.0 

44.0 
44 

%Price Change 
4 Week 
12 Week 

YTD 

Share Information 
Shares Outstanding (miliions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
9 3 7  4Week 8.15 

1245  12Week 5.39 
2384  YTD 11.41 

Dividend Information 
44.54 Dividend Yield 3 82% 

2,168,06 Annual Dividend $1 86 
Payout Ratio 0 70 

0 00 
09/27/2006 / $0 47 

19'47 Change in Payout Ratio 
04/27/1993 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.02 Current (l=Strong Buy, 5=Strong Sell) 3.00 

.ent Year EPS Consensus Estimate 2.64 30 Days Ago 3.00 

..-mated Long-Term EPS Growth Rate 2.50 60 Days Ago 3.00 

Next EPS Report Date 02/23/2007 90 Days Ago 3.00 

http://w.nicor.com


ZlckS corn 

Fundamental Ratios 

PIE EPS Growth Sales Growth 
rent FY Eshmate 18.46 vs Previous Year 566 67% vs Previous Year 4 49% 
,ling 12 Months 18.37 vs Previous Quarter -31.71 % vs Previous Quarter -22.20% 

PEG Ralio 7.39 

Price Ratios ROE ROA 
Price/Book 62 09/30/06 14.21 09/30/06 2 95 
PncelCaSh FIOW 7 86 06130106 12.56 06/30/06 2 55 
Price / Sales 0.62 03/31/06 72.36 03/31/06 2 49 

Current Ratio Quick Ratio Operating Margin 
09/30/06 0.69 09/30/06 0.49 09/30/06 3 38 
06/30/06 0.71 06/30/06 0.67 06/30/06 2 95 
03/31/06 0.77 03/31/06 0.75 03/31/06 2 84 

Net Margin Pre-Tax Margin Book Value 
09/30/06 4 52 09130106 4.52 09/30/06 18 60 
06/30/06 3.65 06/30/06 3.65 06/30/06 18 66 
03/31/06 4.72 03/31/06 4.72 03/31/06 18 97 

Inventory Turnover Debtto-Equity Debt to Captial 
09/30/06 21 86 09/30/06 0.55 09/30/06 35 67 
06/30/06 16.93 06/30/06 0.57 08130106 36 22 
03/31/06 16.33 03/31/06 0.57 03/31/06 36 42 



Za ck s . e o rn 

,. ,.corn Quotes and Research 

EST NAT GAS CO (NYSE) 
41.07 ,0.17 (0.42%) Vol. 27,100 

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC) has 
allocated to NW Natural as its exclusive sewice area a major portion of western Oregon, including the Portland metropolitan 
area, most of the fertile Willametie Valley and the coastal area from Astoria to Coos Bay. NW Natural also holds certificates 
from the Washinoton Utilities and TransrJortation Commission (WUTC) granting it exclusive rights to serve portions of three 
Washington coulties bordering the Columbia River. 

General Information 
NORTHWEST NAT G 
220 N.W. Second Avenue 
Portland. OR 97209 
Phone: 503 226-4211 
Fax: 503 273-4824 
Web: www.nwnatural.com 
Email: investorinformation@nwnatural.com 

Industry UTiL-GAS DISTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported 09/30/06 
Quarter 
Next EPS Date 02/15/2007 

Price and Volume Information 

.ks Rank $2 
serday's Close 40.90 

52 Week High 41.93 
52 Week Low 33.27 
Beta 0.14 

Target Price 
Consensus 41.33 

42.5 

42.0 

41.5 

41.0 

40.5 

40.0 

39.5 

39.0 

0 [NUN1 30-Day Closing PPICIS [ 
^ ~ _ _ _ _ _ _ - - ~ -  

%Price Change 
4 Week -1 00 4Week -2 10 
12 Week 6 2 5  12Week -0.41 
YTD 1 8 2 9  YTD 6.64 

% Price Change Relative to S&P 500 

Share Information 
Shares Outstanding (millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

Dividend Information 
27.55 Dividend Yield 3.51% 

13,77 Annual Dividend $1.42 
Payout Ratio 0.65 

0.00 
10/27/2006 / $0.35 

13.54 Change in Payout Ratio 
09/09/1996 Last Dividend Payout /Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 1.02 Current (l=Strong Buy, 5=Strong Sell) 2 86 

?nt Year EPS Consensus Estimate 2.22 30 Days Ago 2 57 
L,.,mated Long-Term EPS Growth Rate 4.90 60 Days Ago 2 57 

Next EPS Report Date 02/15/2007 90 Days Ago 2 57 

http://www.nwnatural.com
mailto:investorinformation@nwnatural.com


Zacks m m  

’ 3damental Ratios 

- EPS Growth Sales Growth 
Current FY Estimate 18.22 vs Previous Year -12 90% vs Previous Year 158.61% 
Trailing 12 Months 18.98 vs Previous Quarter -600 00% vs Previous Quarter -32 79% 
PEG Ratio 3.72 

Price Ratios ROE ROA 
Price/Book 1.88 09130106 9.81 09130106 3 15 
Price1Cash Flow 9.30 06130106 10.06 06/30/06 3 10 
Price 1 Sales 2.16 03131106 10.00 03/31/06 3 08 

Current Ratio Quick Ratio Operating Margin 
09/30106 0.84 09130106 0.43 09130106 11 46 
06/30/06 0.92 06/30/06 0.52 06130106 13 49 
03/31/06 1.02 03131106 0.84 03/31/06 13 83 

Net Margin Pre-Tax Margin Book Value 
09130106 17.94 09130106 17.94 09/30/06 21 51 
06/30/06 21.10 06/30/06 21 . I O  06130106 22 15 
03/31/06 21.63 03/31/06 21.63 03/31/06 22 43 

Inventory Turnover Debt-to-Equity Debt to Captial 
09/30/06 8.60 09130106 0.83 09130106 45 37 
06130106 8 61 06130106 0.81 06130106 44 61 
03/31/06 9.69 03/31/06 0.81 03131106 44 76 



ZackS.com 

Zacks.com Quotes and Research 

PIEDMONT NAT GAS INC (NYSE) 
PNY 28.10 ,0.15 (0.54%) Vol. 37,900 10:57 CST 

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural gas 
and the sale of propane to residential. commercial and industrial customers in North Carolina, South Carolina and 
Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non-utility 
subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and storage of 
natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three-state service 
area. 

General Information 
PIEDMONT NAT GA 
4720 Piedmont Row Drive 
Charlotte. NC 28210 
Phone: 704 364-3120 
Fax: 704 364-1395 
Web: www.piedmontng.com 
Email headen.thomas@piedmontng.com 

Industry UTIL-GAS DISTR 
Sector: Utilities 

Fiscal Year End October 
Last Reported 10/31/06 
Quarter 
' EPS Date 12/08/2006 

, . ,ce and Volume Information 

Zacks Rank A i d  
Yesterday's Close 27.95 
52 Week High 27.33 
52 Week Low 22.53 
Beta 0.35 

27 Target Price 
Cons ens u s 

0 LPNYl 30-099 C10rm4 

28.0 
27.8 I 21.8 

28.4 
28.2 
28.0 
27.8 
21.8 
27.4 
27.2 
27.0 
26.8 
26.8 
28.4 
28.2 

%Price Change 
4 Week 2 8 6  4Week 1.72 
12 Week 5 9 3  12Week -0.72 

% Price Change Relative to S&P 500 

YTD 1 3 1 2  YTD I .za 
Share Information Dividend Information 
Shares Outstanding (millions) 75.33 Dividend Yield 3 51% 
Market Capitalization 
(millions) 
Short Ratio 

Last Split Date 

Annual Dividend $0.96 
Payout Ratio 0.00 

0.00 
09/20/2006 / $0.24 

2,058.69 

Xa5 Change in Payout Ratio 
04/01/1993 Last Dividend Payout /Amount 

2 Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate -0.08 Current (I-Strong Buy. 5=Strong Sell) 2 89 
Current Year EPS Consensus Estimate 1.31 30 Days Ago 2.89 
Estimated Long-Term EPS Growth Rate 5.60 60 Days Ago 2.89 
Next EPS Report Date 12/08/2006 90 Days Ago 2.63 

http://ZackS.com
http://Zacks.com
http://www.piedmontng.com
mailto:headen.thomas@piedmontng.com
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Fundamental Ratios 

PIE EPS Growth Sales Growth 
ent FY Estimate 19.31 vs Previous Year -166 67% vs Previous Year 2.13% 

-ding 12 Months 21 19 vs PreviousQuarter -128 07% vs Previous Quarter -50.77% 
PEG Ratio 3.45 

Price Ratios ROE ROA 
Pnce/Book 2.28 10/31/06 ~ 10/31/06 
PriceiCash Flow 10.88 07/31/06 10.76 07/31/06 3 67 
Price / Sales - 04/30/06 11.60 04/30/06 4 04 

Current Ratio Quick Ratio Operating Margin 
10/31/06 - 10/31/06 - 10/31/06 
07/31/06 1.41 07/31/06 0.94 07/31/06 4 96 
04/30/06 0.93 04/30/06 0.71 04130106 5 37 

Net Margin Pre=Tax Margin Book Value 
10/31/06 - 10131lO6 - 10/31/06 
07/31/06 8.12 07/31/06 6.12 07/31/06 11 98 
04/30/06 8.80 04/30/06 8.80 04130106 12 19 

Inventory Turnover Debt-to-Equity Debt to Captial 
10/31/06 - 10/31/06 - 10/31/06 
07/31/06 9.96 07/31/06 0.91 07/31/06 47 77 
04/30/06 10.45 04/30/06 0.67 04130106 40 18 



7acks.com 

i ..corn Quotes and Research 

SOUTH JERSEY INDS INC (NYSE) 
SJI 32.89 ,0.05 (0.1 5%) Voi. 15,200 10 59 CST 

South Jersey lnds Inc. is engaged in the business of operating. through subsidiaries, various business enterprises. The 
company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company engaged in the 
purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG ais0 makes Off-SyStem 
sales of natural gas on a wholesale basis to various customers on the interstate pipeline system and transports natUrai gas. 

General Information 
SOUTH JERSEY IN 
1 South Jersey Plaza 
Folsom, NJ 08037 
Phone: 609 561-9000 
Fax: 609-704-1608 
Web: www.sjindustries.com 
Email: investorrelations@sjindustries.com 

industry UTiL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported 09/30/06 
Quarter 
Next EPS Date 03/05/2007 

Price and Volume Information 

Zacks Rank 
terday's Close 32.84 

I_ Week High 32.29 
52 Week Low 26.00 
Beta 0.28 

34 Target Price 
Consensus 

%Price Change 
4 Week 

12 Week 
YTD 

Share information 
Shares Outstanding (millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

33.8 

32.5 

32.0 

31.5 

31.0 

30.5 

%Price Change Relative to S&P 500 
4.00 4 Week 2.85 

12.30 12Week 5.25 
10.64 YTD 0.17 

Dividend Information 
29.23 Dividend Yield 2.79% 

942,47 Annuai Dividend $0.90 

14.57 Change in Payout Ratio 

Payout Ratio 0.54 

0.00 
09/07/2006 / $0.22 03/0411993 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 

Oirrent Year EPS Consensus Estimate 1.83 30 Days Ago 1.33 
nated Long-Term EPS Growth Rate 6.00 60 Days Ago 1.33 

Next EPS Report Date 03/05/2007 90 Days Ago 1.75 

Fundamental Ratios 

Current Quarter EPS Consensus Estimate 0.56 Current (l=Strong Buy, 5=Strong Seil) 1.33 

http://7acks.com
http://www.sjindustries.com
mailto:investorrelations@sjindustries.com


Zacks corn 

PIE Sales Growth 
000% vs PrewousYear -15.23% 

12 Months 19 31 vs PreviousQuarter -64 00% vs Previous Quarter -14 45% 
PEG Ratio 2.93 

Price Ratios ROE ROA 
Pnce/Book 2.22 09/30/06 11.73 09130106 3 39 
Price/Cash Flow 12.27 06/30/06 12.09 06/30/06 3 47 
Price / Sales 1.01 03/31/06 12.61 03/31/06 3 65 

Current Rati Operating Margin 
09130106 - 09/30/06 5 16 
OW30106 0.90 06130106 0.50 06/30/06 5 05 
03/31/06 0.94 03/31/06 0.73 03/31/06 5.09 

Net Margin Pre-Tax Margin Book Value 
09/30/06 - 09130106 - 09/30/06 

06/30/06 8.37 06/30/06 8.37 06130106 14 53 
03/31/06 8.45 03/31/06 8.45 03/31/06 14.46 

Inventory Turnover Debt-to-Equity Debt to Captial 
09/30/06 ~ 09/30/06 - 09/30/06 

06/30/06 6.67 06/30/06 0.85 06/30/06 45 83 
03/31/06 7 60 03/31/06 0.80 03/31/06 44 46 



Z s c ks . co rn 

L ..corn Quotes and Research 

LDGS INC (NYSE) 
33.22 ,-0.03 (-0.09%) Vol. 54,100 

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, D.C. and 
adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West Virginia. The 
Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company (Shenandoah) is engaged in 
the delivery and sale of natural gas at retail in the Shenandoah Valley, including Winchester, Middletown, Strasburg. 
Stephens City and New Market. Virginia, and Martinsburg. West Virginia. 

General information 
WGL HLDGS INC 
101 Constitution Ave, N.W 
Washington, DC 20080 
Phone: 703 750-2000 
Fax: - 
Web: www.wglholdings.com 
Email: apennix@weshgas.com 

industry UTiL-GAS DISTR 
Sector: 

Fiscal Year End September 
Last Reported 09/30/06 
Quarter 
Next EPS Date 02/06/2007 

Price and Volume Information 

-ks Rank 
.terday's Close 

52 Week High 
52 Week Low 
Beta 
20 Day Moving 
Average 
Target Price 
Consensus 

a& 
33.25 
32.94 
27.38 

0.27 

69,810.00 

32 

33.4 

33.2 

33.0 

32.8 

32.6 

32.4 

32.2 

32.0 

% Price Change 
4 Wwk 2.09 4Week 0.95 
12 Week 7.86 12Week 1.09 
YTD 9.05 YTD -2.27 

Share Information Dividend Information 
Shares Outstanding (millions) 48.77 Dividend Yield 4.12% 
Market Capitalization ,5g6,8, Annual Dividend $1.35 
(millions) Payout Ratio 0.72 

0.00 Short Ratio 

10/05/2006 / $0.34 Last Split Date 

% Price Change Relative to S&P 500 

23A5 Change in Payout Ratio 
05102/19g5 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.89 Current (l=Strong Buy. 5=Strong Sell) 2.67 

?nt Year EPS Consensus Estimate 1.89 30 Days Ago 2.33 

Next EPS Report Date 02/06/2007 90 Days Ago 2.60 

L,,mated Long-Term EPS Growth Rate 3.30 50 Days ago 2.20 

http://www.wglholdings.com
mailto:apennix@weshgas.com


Zaeks corn 

Fundamental Ratios 

EPS Growth Sales Growth 
Current FY Estimate 17 39 vs PreviousYear 28 00% vs Previous Year 48 87% 
Trailing 12 Months 17.44 vs Previous Quarter -1,700 00% vs Previous Quarter 30 63% 
PEG Ratio 5.22 

Price Ratios ROE ROA 
PricelBook 1 69 09130106 9.73 09130106 3 11 
PricelCash Flow 8.30 06/30/06 9.48 06/30/06 3 08 
Price 1 Sales 1.27 03/31/06 8.72 03/31/06 2 87 

Current Ratio Quick Ratio Operating Margin 
09/30/06 - 09/30/06 - 09130106 7 28 
06/30/06 1 .I 7 06130106 0.71 06/30/06 7 64 
03/31/06 1.15 03/31/06 0.88 03/31/06 6 43 

Net Margin Pre-Tax Margin BookValue 
09/30/06 - 09130/06 - 09/30/06 

05130106 9.88 06/30/06 9.88 06/30/06 19 41 
03/31/06 8 19 03/31/06 8.19 03/31/06 19 76 

Inventory Turnover Debt-to-Equity Debt to Captial 
09130106 ~ 09/30/06 - 09/30/06 
06/30/06 3.29 06/30/06 0.61 06130106 37 38 
03/31/06 3.63 03/31/06 0 60 03/31/06 36 96 
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AGL Resources Inc ATG (NYSE) 
News 

Sector: Utilities Industry: Natural Gas Utilities 
Asof 11:25AMEST Pri e Per nge See Risk Alerts for ATG 

Industries 
Stacks $ 3 7 = 9 4 U S D  A. A 5% 
Overview 
Option Quote 
Charts 
Officers 8. Directors 

NEWS CONSENSUS ESTIMATES ANALYSIS 
Key Developments In US. Dollars #of Ests. Mean Est. High Est. LOW Est. Std.Dev. 
Company News 
Press Releases 
FINANCES 
Financial Highlights 
Ratios FY: 2006 3 2.610.97 2,656.90 2,546.00 47.23 

SENTIMENT 

o Independent Research I] Profile Report 

Consensus Estimates Analysis I Historical Surprises 1 Consensus Estimates Trend I Estimates Revisions 

Revenue (in Millions) 
Q4: 12/2006 __ _. - 
Q1.0312007 __ ._ _. 

._ _. 
_. __ 

Financial Statements FY. 2007 3 2,606.30 2,645.90 2,563.00 33.94 

Insider Trading Q4.1212006 6 0.54 0.56 0.52 0 01 

EPS Performance 

Institutional Holders QI. 03/2007 4 1.31 143 I 2 0  0.09 
ANALYSIS F Y  2006 10 2.62 2 68 2 42 0.07 

FY. 2007 9 2.70 2.82 2.54 0 08 
Risk Alerts 
Estimates 

Anaiysi Research 
Recommendations LT Growth Rate (%) 8 4.66 7.00 3.00 1.10 

ieam about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 

Options In US Dollars 

Commodities Revenue (in Millions) 

Bands 03: 09/2006 

Currencies 

Analyst Research 

Ideas 8 Screening 

Portfolio 

NEWS 

QI: 0312006 

Q4: 1212005 

03: 0912005 

Q2: 0612005 

EPS 

Q 3  0912006 

QI: 0312006 

Q 4  1212005 

Estimates 

373.83 

935.22 

569.80 

270.22 

341.00 

0.29 

1.29 

0.77 

Actual 

434.00 

1,047.00 

993.00 

393.00 

431.00 

0.46 

1.41 

0.85 

http://stocks.us.reuters.com/stocks/estimates.~p?symbol=atg&x=ll&y=5 1 1/16/2006 
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. . .  . . .  

Q 3  09/2005 0.26 0.19 

Q Z  0612005 0.32 0.30 
,- 

Learn about Historical Surprises 

CONSENSUS ESTIMATES TREND 
In US. Dollars 

Revenue (in Millions) 

Q 4  1212006 

Q1.03/2007 

FY. 2006 

FY. 2007 

EPS 

Q 4  12/2006 
Q1.03/2007 

FY: 2006 

FY 2007 

current 

947.82 

950.00 

2,610.97 

2.606.30 

0.54 

1.31 

2.62 

2.70 

1 Week Ago 

843.41 

950.00 

2,610.97 

2,606.30 

0.54 

1.31 

2.63 

2.69 

1 Month Ago 

739.00 

2,664.58 

2,378.59 

0.66 

1.31 

2.61 

2.68 

2 Months Ago 

2,664.58 

2.378.52 

0.69 

1.31 

2.61 

2.68 

Learn about Estimates Trends 

ESTIMATES REVISIONS SUMMARY 
Last Week Last Montt 

Number of Estimate Revisions UP Down UP 
Revenue (in Millions) 

Q 4  12/2006 0 0 0 
Ql .03/2007 0 0 0 

FY. 2006 0 0 2 

FY  2007 0 0 1 

Earnings 

Q4. 12/2006 0 0 0 
Q1.03/2007 0 0 2 

FY  2006 0 1 4 

FY. 2007 1 1 2 
~ ~~ ------ 

Learn about Estimates Revisions 

FIND OUT MORE ABOUT ATG 

Recommendations 

Ratios 

Financiai Statements 

NYSE and AMEX quotes deiayed by a1 least 20 minutes. Nasdaq and all other quotes delayed by at leas1 15 minutes. Reuteri 
endorse the views or opinions given by any third party content provider. 

Reuters.com Help & Info I Contact Us 1 Sitemap 1 Advertise 1 Disclaimer 1 Copyright I Privacy 1 Corrections I Partner Newspapers I Interactive T\ 

http://stocks.us.reuters.com/stocks/estimates.asp?s~bol=atg&x=l1 &y=5 11/16/2006 

http://Reuters.com
http://Reuters.com


Atmos Energy Corp (ATO) Estimates I Stocks 1 Reuters.com Page 1 of 2 

Seeking higher rates for your short-term cash? Before the Bell 
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BUSINESS 
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INVESTING . . . . .  Atmos Energy Corp AT0 (NYSE) 
News 

Markets 

Industries 
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Sector:. Utilities industry: Naturai.Gas Utilities . . . .  

Asof11:13AMEST Pri e Per See Risk Alerts for AtO. . .  

. . . . . . . .  A 

, .  
Stocks $ 3 2 . 6 0 ~ ~ ~  
Overview 
Option Quote 
Charts 
Officers & Directors 
NEWS 

Key Developments In US. Dollars #of Ests. Mean Est. High Est. Low Est. Std.Dev. 
Company News 
Press Releases 
FiNANCES 
Financial Highlights 

o Independent Research o Profile Report 

Consensus Estimates Analysis 1 Historical Surprises I Consensus Estimates Trend I Estimates Revisions 

CONSENSUS ESTIMATES A .. 

Revenue (in Millions) 
Q1: 12/2006 _. _. _. ._ ._ 
Q 2  03/2007 __ __ __ - _. 

Ratios FY: 2007 1 10,753.00 10,753.00 10,753.00 .. 
Financial Statements FY: 2008 1 10,981.00 10,981 .oo 10,981 .oo __ 
SENTIMENT 
Performance 
Insider Trading 01: 12/2006 6 0.95 1.06 0.68 0.07 
institulionai Holders 02: 03/2007 6 1.15 1.25 1.03 0.07 
ANALYSiS F Y  2007 8 1.96 2.05 1.90 0.04 

FY: 2008 5 2.09 2.22 2.02 0.07 Risk Aieris 
Estimates 

7 4.96 7.00 3.00 1.43 LT Growth Rate (46) Recommendations 
Analyst Research 

EPS 

--- I*I 

Learn about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 
Options In US Dollars 

Commodities Revenue (in Millions) 

Bonds Q3: 0612006 

Currencies 

Analyst Research 

Ideas & Screening 

Portfolio 

NEWS 

QI: 12/2005 

04: 09/2005 

Q3: 0612005 
QZ: 03/2005 

EPS 

Q3: 06/2006 

QI: 12/2005 

(24: 09/2005 

Estimates 

1.085.84 

1.912.26 

659.40 

683.40 

1.607.68 

0.03 

0.82 

-0.24 

Actual 

863.24 

2,283.82 

1,004.63 

909.95 

1,685.09 

-0.07 

0.88 

-0.21 

http://stocks.us.reuters.com/stocks/estimat~s.asp?s~bol=ato&x=l S&y=l 1 1 1/16/2006 

http://Reuters.com
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Q3: 06/2005 -0.05 0.06 

(12: 03/2005 1.05 0.96 Banc oFAmerfca -- 
Westrnent Learn about Historical Surprises 

Services, Inc: ~- - CONSENSUS ESTIMATES TREND 
~ n k ~ ~ ~ ~ ~ ~ ~ ~ ~  */ In US. Dollars Current 1 Week Ago I Month Ago 2 Months Ago 

Revenue (in Millions) 

QI: 12/2006 1,708.00 2,141.00 

02: 0312007 2,009.00 1,427.00 

Fast $7 Trades, No Limit FY: 2007 10,753.00 12,177.00 9,023.00 9,660.00 

F Y  2008 

EPS 
Cikk..M.e& 

10,961.00 

QI: 12/2006 0.95 0.90 0.89 0.89 

Q 2  03/2007 1.15 1.14 1.15 1.15 

FY: 2007 1.96 1.96 1.97 1.96 

FY: 2008 2.09 2.05 2.06 2.05 

Learn about Estimates Trends 

ESTIMATES REVISIONS SUMMARY . .  . . .  . . .  

Number of Estimate Revisions UP Down UP 
Revenue (in Millions) 

(11: 12/2006 0 0 0 

Q2: 03/2007 0 0 0 

F Y  2007 0 1 0 

FY: 2008 0 0 0 

Earnings 
QI: 12/2006 0 0 0 

Q2: 0312007 0 0 1 

FY: 2007 1 0 2 

1 1 2 FY: 2008 

Last Week Last Montt 

- ~ ~ ~ - ~ - - ~ - - ~ ~  
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Markets 
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Sector: Utilities Industry: Natural Gas Utilities 

As of 1127 AM EST Price Change See Risk Alerts for NJR 

Stocks $52.62~~0 * 
Overview 
Option Quote 
Charts 
Officers & Directors 

NEWS CONSENSUS ESTIMATES ANALYSIS 
Key Developments In U.S. Dollars #of Ests. Mean Est. High Est. Low Est. Std.Dev. 
Company News 

Revenue (in Millions) Press Releases 
01. 12/2006 __ - _. _- I 

FINANCES 
Q2 03/2007 .. _. ._ ._ .- Financial Highlights 

Ralios FY: 2007 .- - __ ._ _. 

SENTIMENT 
Performance 
Insider Trading QI: 12/2006 2 1.20 125 1.15 0 05 

o Independent Research o Broker Research 

Consensus Estimates Analysis I Historical Surprises I Consensus Estimates Trend I Estimates Revisions 

Financial Statements FY. 2008 __ ._ _. _. I 

EPS 

Institutional Holders Q 2  03/2007 

ANALYSIS F Y  2007 

FY. 2008 Risk Alerts 
F%timaL$ 

2 2.09 2.18 2.00 0.09 

6 2.85 2.95 2.70 0.08 

4 2.93 2.99 2.89 0.04 

LT Growth Rate (%) 6 5.72 8.30 4.00 1.46 
, ~ ~ ~ - -  Recommendations 

Analyst Research Learn about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 

Options In US Dollars 

Commodities Revenue (in Millions) 

Bonds Q4: 0912005 

Q3. 06/2005 

612 03/2005 
02: 0312002 
Q1.12/2001 

Currencies 

Analyst Research 

Ideas 8 Screening 

POrtfOiiO 

NEWS 
EPS 

04: 0912005 

Q 3  06/2005 
Q 2  0312005 

Estimates 

379.29 

406.48 

1.244.88 
- 
.. 

-0.16 

0.11 

1.79 

Actual 
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1,065.08 
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Learn about Historical Surprises 

CONSENSUS ESTIMATES TREND 
We're sorry, Conscnsus Estimates Trend is not available for New Jersey Resources Corp (NJRJ. nny? 

ESTIMATES REVISIONS SUMMARY 
Last Week 

Number of Estimate Revisions UP Down UP 

Revenue (in Millions) 
Free Annual Reports for 
thousands of cornpanies- 

~~S~JKCCQUQW 

01: 12/2006 

612: 03/2007 
FY: 2007 

FY: 2008 

Earnings 

QI: 1212006 

Q Z  0312007 
F Y  2007 

0 
0 
0 

0 

0 
0 

0 
0 
0 

0 0 

0 0 

0 1 

1 0 

Last Montt 

0 0 0 - FY. 2008 
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Option Quote 
Charts 
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Press Releases 

Q 4  12/2006 1 1,061 .OO 1,061 .OO 1,081.00 __ 
FINANCES 
Financial Highlights QI: 03l2007 
Ratios F Y  2006 1 3,202.30 3,202.30 3,202.30 __ 

a independent Research D Profile Report 

Consensus Estimates Analysis 1 Historical Surprises 1 Consensus Estimates Trend I Estimates Revisions 

__ - - - I 
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SENTIMENT 
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Insider Trading Q 4  1212006 3 0.96 0.96 0 95 0.01 

Institutional Holders QI. 03/2007 1 0.97 0.97 0 97 __ 
ANALYSiS F Y  2006 4 2.64 2.72 2.50 0.08 
Risk Alerts 
Estimates 
Recommendations 
Analyst Research 

EPS 

F Y  2007 4 2.71 2 75 2 60 0 07 

3 25 6 00 1.50 1.46 LT Growth Rate (%) _-, --- ---- 6 

Learn about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 

Options In US Dollars 

Commodities Revenue (in Millions) 

Bonds 03: 09/2006 
. .. 
Currencies 

Analyst Research 

ideas & Screening 
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01: 0312006 

Q4: 1212005 
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EPS 
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02: 0612006 

QI: 0312006 

Estlmates 

321.00 

539.00 

1,746.00 
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0.03 
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-0.09 Q 3  09/2005 -0.12 
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Revenue (in Milllons) 
Q 4  12/2006 1,081 .oo 1,081 .oo 1.185.00 1,16500 
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0.96 0.96 1.10 1.10 

0.97 0.97 0.97 0.97 

2.64 2.64 2.45 2.45 

FY: 2007 2.71 2.71 2.52 2.52 
~ - 
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Earnings 
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EPS 
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SENTIMENT 
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Analyst Research 
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Q Z  0612006 

QI: 03/2006 
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614: 12/2006 326.27 326.27 326.27 326.27 
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F Y  2006 987.03 987.03 979.09 979.09 
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c),i.c~.here-f~L.y.ouD 
EPS 

Qt: 0312007 1.53 1.53 1.53 1.53 

Fy: 2006 2.23 2.23 2.25 2.26 

FY: 2007 2.36 2.36 2.36 2.36 
&- 

Learn about Estimates Trends 

. . . , .  . . . .  ESTIMATES REVISIONS. SUMMARY . . . . , . . , 
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F Y  2006 0 0 3 
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Earnings 
04: 1212006 0 0 1 
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Press Releases 
FINANCES 
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_. _. ._ 

SENTIMENT 
Performance 
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EPS 

Q 4  10/2006 7 -0.08 -0.05 -0.10 0.02 

Institutional Holders Q1: 0112007 3 0.97 0.98 0.97 0.00 

ANALYSIS FY: 2006 8 1.31 1.35 1.25 0.03 

Estimates 

Analyst Research 

Risk Alerts F Y  2007 8 1.42 1.45 1.38 0.02 

Recommendations LT Growth Rate (%) 7 4.86 6.00 3.00 1.12 
-----,--- 

Learn about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 
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Bonds 
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Analyst Research 
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EPS 
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0.57 0 52 Q Z  0412006 --- 
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Q4. 10/2006 153.00 153.00 153.00 153.00 
FY: 2006 1,913.18 1,913.18 1,913.18 1,913.18 
FY: 2007 1,873.93 1,873.93 1.873.93 1,673 93 

EPS 
Q 4  10/2006 
Q1: OW007 
F Y  2006 

-0.08 -0.08 -0.08 -0.08 
0.97 0.97 0.97 0.97 
1.31 1.31 1.31 1.31 

FY: 2007 1.42 1.42 1.42 1.42 - 
Learn about Estimates Trends 

ESTIMATES REVISIONS SUMMARY 
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F Y  2006 0 0 0 
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Earnings 
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0 0 0 
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0 0 0 - 
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Percent Change See Risk Alerts for SJI. As of 11:33 AM EST Price Change 
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Option Quote 
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Key Developments In U.S. Dollars #of Ests. Mean Est. High Est. Low Est. Std.Dev. 
Company News 

Revenue (in Millions) 
Press Releases 

Q 4  12/2006 1 245.00 245.00 245.00 _. 
FINANCES 

Q1: 03/2007 1 320.00 320.00 320.00 ._ Financial Highlights 
Ratios FY 2006 1 815.50 815.50 815.50 _- 
Financial Statements F Y  2007 1 824.30 824.30 824.30 .- 

n Independent Research n Broker Research 

Consensus Estimates Analysis I Historical Surprises 1 Consensus Estimates Trend I Estimates Revisions 

SENTIMENT 
Performance 
Insider Trading Q4: 1212006 2 0.56 0.58 0.53 0.03 

EPS 

Institutional Holders (21: 03/2007 2 0.98 0.98 0.96 0.00 

ANALYSIS FY: 2006 3 1.83 1.85 1.82 0.01 

FY: 2007 3 1.97 1.98 1.95 0.01 

0.47 LT Growth Rate (%) 3 6.33 7.00 6.00 

Risk Alerts 
Estimates 
Recommendations 
Analyst Research 

I___- ~,~ 
Learn about EPS Estimates 

Funds 

ETFs 

Options 
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Bonds 
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Analvst Research 

Ideas & Screening 
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NEWS 

HISTORICAL SURPRISES 
Estimates vs. Actual 
In US Dollars 

Revenue (in Millions) 

Q 3  09/2006 
(22: 06/2006 
Q1: 03/2006 

Q2.06/2005 

01: 03/2005 

EPS 

Q3 09/2006 

Q2: 0612006 
Q1: 0312006 

Estimates 

136.00 
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307.90 
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327.58 

0.12 
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0.91 
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thousands of companies- 

dkkhece~for .y.o.uxs 

02: 06/2005 0.16 0.27 

0.94 0.96 01: 03/2005 
I__ --- ~ 

Learn about Historical Surprises 

CONSENSUS ESTIMATES TREND . , ., . , . . , . . .  , .  .. ~ . .~ . .~ .. . .... 
In U.S. Dollars Current 1 Week Ago 1 Month Ago 2 Months Ago 

Revenue (in Millions) 
04 12/2006 245.00 245.00 245.00 245.00 

01: 03/2007 320.00 320.00 320.00 320.00 

FY: 2006 815.50 815.50 815.50 815.50 

FY: 2007 824.30 824.30 824.30 824.30 

EPS 
04: 12/2006 0.56 0.56 0.54 0.54 

01: 0312007 0.98 0.98 0.98 0.98 

F Y  2006 1 8 3  1.83 1.83 1.83 

1.97 1.95 1.95 1.95 FX 2007 - --- 
Learn about Estimates Trends 

ESTIMATES REVISIONS SUMMARY 
Last Week 

Number of Estimate Revisions UP Down UP 
Revenue (in Millions) 
04. 1212006 0 0 0 

01.03/2007 0 0 0 
FY. 2006 0 0 0 

FY: 2007 0 0 0 

Last Montt 

Earnings 
04: 12/2006 
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0 1 

0 0 
0 0 

1 -"." F Y  2007 I 0 
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As of 11:32 AM EST Pri e See Rsk Alerts for WGL 

Overview 
Option Quote 
Charts 
Officers & Directors 

NEWS CONSENSUS ESTIMATES ANALYSIS 
Key Developments In U.S. Dollars # of Ests. Mean Est. High Est. Low Est. StdDev. 
Company News 

Revenue (in Millions) 
Press Releases Q1: 1212006 1 177.10 177 10 177 10 __ 
FINANCES 
Financial Highlights QZ 0312007 1 218.55 218 55 21855 

Ratios FY 2007 3 1,642 79 2.447 00 561 90 794 07 

n Independent Research a Profile Report 

Consensus Estimates Analysis I Historical Surprises 1 Consensus Estimates Trend I Estimates Revisions 

._ 

F Y  2008 

EPS 

Financial Statements 
SENTIMENT 
Performance 
Insider Trading 01: 12/2006 

Institutional Holders Q 2  032007 

ANALYSIS F Y  2007 
FY. 2008 Risk Alerts 

Felimstes 

1 2,546.00 2,546.00 2,546.00 _. 

5 0.90 0.93 0.66 0.03 

5 1.22 1.29 1.16 0.04 

7 1.91 1.98 1.85 0.04 

3 1.99 2.02 1.95 0.03 _ _  -.. 
0.45 

I_. 

LT Growth Rate (%) 6 3.40 4.00 3.00 p--.v-.,ll__".__l_-*--. -~ Recommendations 
Analyst Research Learn about EPS Estimates 

HISTORICAL SURPRISES Funds 

ETFs Estimates vs. Actual 
Qotlons In US Dollars 

Commodities Revenue (in Millions) 

Bonds 04 0912006 

Q3.06/2006 Currencies 
Q2: 0312006 

01. 12/2005 

Q4.0912005 

Analyst Research 

Ideas & Screening 

POrtfOllO 

NEWS 
EPS 

Q 4  09/2006 
Q 3  06/2006 

QZ 03/2006 

Estimates 

109.82 

200.27 

586.04 

410.98 

139.06 

-0.22 
-0.08 

1.25 

Actual 
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137.58 
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Free Annual Reports for 
thousands of cornpanies- 

e~~~ck~here.f~~Y~Qu~urs 

QI: 12/2005 0.86 0.91 

-0.37 -0.25 
*yx_Iw--- 

614: 09/2005 
_1 

Learn about Historical Surprises 

CONSENSUS ESTWOATES.TREND. . . 
In U.S. Dollars 

Revenue (in Millions) 

Q1: 12/2006 
Q2: 03/2007 

F Y  2007 

FY: 2008 

EPS 

Q1: 12/2006 

QZ 03/2007 

F Y  2007 

Fy: 2008 

Current 

177.10 

218.55 

1,642.79 

2,546.00 

0.90 

1.22 

1.91 

1.99 

1 Week Ago 

188.75 

220.79 

1.147.38 

0.94 

1.21 

1.93 

1.99 

1 Month Ago 

188.75 

220.79 

1.147.38 

0.94 

1.21 

1.93 

1.99 

2 Months Ago 

188.75 

220.79 

1,147.38 

0.94 

1.21 

1.93 
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Attorney General Data Request Set 1 
Question No. 93 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 93 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to pages 35-39, and Appendix E, please (1) list all regulatory 
cases (by name, docket number, and filing date) in which Mr. Moul has provided rate of 
return testimony and proposed his leverage adjustment , ( 2) indicate all cases (by 
name, docket number, and date), other than those cited, in which a regulatory 
commission has adopted Mr. Moul’s leverage adjustment in arriving at an overall rate of 
return, and (3) provide copies of the ‘Rate of Return’ section of the Commission’s 
decisions for all cases in which a regulatory commission has adopted the adjustment. 

Response of Columbia Gas of Kentucky: 

The first testimony that Mr. Moul offered where he compared the financial 
risk of the market capitalization to the book capitalization was Appalachian 
Power Company (Case No. PUE960301). He has proposed this adjustment 
in all subsequent cases where it was warranted. The three most recent such 
cases filed prior to Columbia of Kentucky were Indiana-American Water 
Company (Cause No. 43187), Duquesne Light Company (Docket No. EL06- 
109-000 and ER06-1549-000), and Chesapeake Utilities Corporation (Case 
No. 9062). 

This adjustment has been employed in the cost equity determinations by the 
Pennsylvania Public Utility Commission in the following cases: 

* 

(1) 

(2) & (3) 

January 10,2002 for Pennsylvania-American Water Company in Docket 
No. R-00016339 -- 60 basis points adjustment. 

August 1, 2002 for Philadelphia Suburban Water Company in Docket No. 
R-00016750 - 80 basis points adjustment. 

- 

Page 1 of 2 



Attorney General Data Request Set 1 
Question No. 93 (Cont'd) 

Columbia Gas of Kentucky Respondent: P.R. Moul 

January 29,2004 for Pennsylvania-American Water Company in Docket 
No. R-00038304 (affirmed by the Commonwealth Court on November 8, 
2004) -- 60 basis points adjustment. 

August 5,2004 for Aqua Pennsylvania, Inc. in Docket No. R-00038805 -- 
60 basis points adjustment. 

December 22, 2004 for PPL Electric Utilities Corporation in Docket No. 
R-00049255 -- 45 basis points. 

February 8,2007 for PPL Gas Utilities Corporation in Docket No. R- 
00061398 -- 70 basis points adjustment. 

In addition, the Connecticut Department of Public Utility Control considered 
an adjustment such as this in its Decision dated January 21, 1998 in Docket 
No. 97-07-14, where it adopted 5/8ths of the proposed leverage adjustment. 
A copy of those decisions is attached. 

Page 2 of 2 





Attorney General Data Request Set 1 
Question No. 94 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 94 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to pages 39, and Appendix E, please (I) provide copies of the 
pages from Modigliani and Miller’s original published research that support the 
formulation used to adjust the DCF equity cost rate; and (2) indicate exactly (by page 
and line numbers) where in these publications these authors prescribe this leverage 
adjustment for rate of return and rate making purposes. 

Response of Columbia Gas of Kentucky: 

(1) & (2) There is no reference to the DCF cost rate in those articles that are attached 
to the response. The Miller and Modigliani articles indicate that increases in 
the level of a firm’s debt capital increases its financial risk, necessitating an 
increase in the cost of equity. Mr. Moul has applied that basic theory to 
properly account for the fact that the capital structure used for rate setting 
purposes has a higher percentage of debt than does the market capitalization 
of the companies he used to develop his recommended return on equity. It is 
the variation between the book value and market capitalizations that is 
important to the cost of capital issue in this case. Hence, the variation in the 
financial risk associated with alternative capital structures is the issue that was 
addressed by Mr. Moul. For example, the change in the cost of equity can be 
calculated with alternative capital structures associated with the market 
capitalization, without regard to book value. Similarly, if the market 
capitalization changed in such a way that its capitalization aligned with the 
book value, then the capital costs could be calculated at various degrees of 
financial risk associated with the market capitalization. In the circumstances 
presented in this case, however, the proportion of book value versus market 
capitalization, and corresponding impact on return can and should be made 
for the same reasons. 

Further, this is a three step process, the first and third steps having multiple 
parts. In step one, the DCF cost of equity is calculated using the market price 
of stock and the capital structure ratios are computed from the market 
capitalization of both the debt and equity of a firm. In step two, a completely 
unlevered cost of equity is calculated, as if the firm were 100% equity 
financed. In the third step, a relevered cost of equity is calculated with the 
capital structure determined from the book value capitalization. Indeed, after 

Page 1 of 2 
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Question No. 94 (Cont'd) 

Columbia Gas of Kentucky Respondent: P.R. Moul 

the cost of equity has been unlevered so that the cost of equity relates to a 
firm with 100% equity; it can be relevered with any proportions of debt and 
equity in the capital structure. In summary, Mr. Moul employed the theories 
employed by Miller and Modigliani in the context of substituting book value 
capitalization (the basis of rate setting) for the market capitalization, which 
necessitates an increase in the cost of equity to account for the associated 
increase in financial risk. 

Page 2 of 2 
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The American Economic Review 
VOLUME XLVIII JUNE 1958 NUMBER THREE 

THE COST OF CAPITAL, CORPORATION FINANCE 
AND THE THEORY OF INVESTMENT 

By FRAWCO hfODIGLL4Sl AND hIERTON H. MILLER* 

What is the “cost of capital” to a firm in a world in which funds are 
used to acquire assets whose yields are uncertain; and in which capital 
can be obtained by many different media, ranging from pure debt instru- 
ments, representing money-fixed claims, to pure equity issues, giving 
holders only the right to a pro-rata share in the uncertain venture? 
This question has vexed a t  least three classes of economists: (1) the cor- 
poration finance specialist concerned with the techniques of financing 
firms so as to ensure their survival and growth; (2) the managerial 
economist concerned with capital budgeting; and (3) the economic 
theorist concerned with explaining investment behavior a t  both the 
micro and macro levels.’ 

In much of his formal analysis, the economic theorist a t  least has 
tended to side-step the essence of this cost-of-capital problem by pro- 
ceeding as though physical assets-like bonds-could be regarded as 
yielding known, sure streams. Given this assumption, the theorist has 
concluded that the cost of capital to the owners of a 6rm is simply the 
rate of interest on bonds; and has derived the famililtr proposition that 
the firm, acting rationally, will tend to push investment to the point 

* The authors are, respectively, professor and associate professor of economics in the Grad- 
uate School of Industrial Administration, Camegie Institute of Technology, This article is a 
revised version of a pdper delivered at  the annual meeting of the Econometric Society, Decem- 
ber 1Y56. The authors express thanks for the comments und suggestions made a t  that time 
by the discussants of the paper, Evsey Damar, Robert Eisner and John Vintner, and subse- 
quently by James Duesenbercy. They are also greatly indebted to many Qf their present and 
former colleagues and students a t  Camegie Tech who served so often and with such remark- 
able patience as a critical forum for the ideas here presented. 

‘The literature hearing on the cost-of-capital prohiem is far too extensive for listing here. 
Numerous references to i t  will be found throughout the paper though we make no claim to 
completeness. One phase of the problem which we do not consider explicitly, but which has a 
considerahle literature of its own is the relation between the cost of capital and puhlic utility 
rates. For a recent summary of the “cost-ofsapital theory” of rate regulation and a brief dk- 
cudon a i  some of its implications, the reader may refer to H. M. Some- [ZO]. 
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where the marginal yield on physical assets is equal to the market rate 
of interest? This proposition can be shown to follow from either of two 
criteria of rational decision-making which are equivalent under certain- 
ty, namely (1) the maximization of profits and (2) the maximization of 
market value. 

According t o  the first criterion, a physical asset is worth acquiring if 
it will increase the net profit of the owners of the firm. But net profit 
will increase only if the expected rate of return, or yield, of the asset 
exceeds the rate of interest. According t o  the second criterion, an asset 
is worth acquiring if it increases the value of the owners’ equity, Le., if 
it adds more to the market value of the firm than the costs of acquisi- 
tion. But what the asset adds is given by capitalizing the stream it gen- 
erates a t  the market rate of interest, and this capitalized value will 
exceed its cost if and only if the yield of the asset exceeds the rate of 
interest. Note that, under either formulation, the cost of capital is equal 
to the rate of interest on bonds, regardless of whether the funds are 
acquired through debt instruments or through new issues of common 
stock. Indeed, in a world of sure returns, the distinction between debt 
and equity funds reduces largely t o  one of terminology. 

It must be acknowledged that some attempt is usually made in this 
t ype  of analysis to allow for the existence of uncertainty. This attempt 
typically takes the form of superimposing on the results of the certainty 
analysis the notion of a “risk discount” to be subtracted from the ex- 
pected yield (or a “risk premium” to be added to the market rate of 
interest). Investment decisions are then supposed to be based on a com- 
parison of this “risk adjusted” or “certainty equivalent” yield with the 
market rate of interest? No satisfactory explanation has yet been pro- 
vided, however, as to what determines the size of the risk discount and 
how it varies in response to changes in other variables. 

Considered as a convenient approximation, the model of the firm 
constructed via this certainty-or certainty-equivalent-approach has 
admittedly been useful in dealing with some of the grosser aspects of 
the processes of capital accumulation and economic fluctuations. Such 
a model underlies, for example, the familiar Keynesian aggregate invest- 
ment function in which aggregate investment is written as a function of 
the rate of interest-the same riskless rate of interest which appears 
later in the system in the liquidity-preference equation. Yet few would 
maintain that this approximation is adequate. At the macroeconomic 
level there are ample grounds for doubting that the rate of interest has 

*Or, more accurately, to the marginal cost of borrowed funds since it is customary, at least 
in adv,mced analysis, to draw the supply curve of borrowed funds to the 6rm as a rising one. 
For an advanced treatment of the certainty case, see F. and V. Lutz [131. 

a The classic examples of the certainty-equivalent approach are found in J. R. Hicks [SI and 
0. Lange 1111. 
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as large and as direct an influence on the rate of investment as this 
analysis would lead us to believe. At the microeconomic level the cer- 
tainty model has little descriptive value and provides no real guidance 
to the finance specialist or managerial economist whose main problems 
cannot be treated in a framework which deals so cavalierly with uncer- 
tainty and ignores all forms of financing other than debt issues.‘ 

Only recently have economists begun to face up seriously to the prob- 
lem of the cost of capital cum risk. In the process they have found their 
interests and endeavors merging with those of the finance specialist and 
the managerial economist who have lived with the problem longer and 
more intimately. In this joint search to establish the principles which 
govern rational investment and financial policy in a world of uncer- 
tainty two main lines of attack can be discerned. These lines represent, 
in effect, attempts to extrapolate to the world of uncertainty each of the 
two criteria-profit maximiiation and market value maximization- 
which were seen to have equivalent implications in the special case of 
certainty. With the recognition of uncertainty this equivalence vanishes. 
In fact, the profit maximization criterion is no longer even well defined. 
Under uncertainty there corresponds to each decision of the lirm not a 
unique profit outcome, but a plurality of mutually exclusive outcomes 
which can a t  best be described by a subjective probability distribution. 
The profit outcome, in short, has become a random variable and as such 
its maximization no longer has an operational meaning. Nor can this 
difficulty generally be disposed of by using the mathematical expecta- 
tion of profits as the variable to be maximized. For decisions which 
affect the expected value will also tend to affect the dispersion and other 
characteristics of the distribution of outcomes. In particular, the use of 
debt rather than equity funds to Gnance a given venture may well in- 
crease the expected return to the owners, but only a t  the cost of in- 
creased dispersion of the outcomes. 

Under these conditions the profit outcomes of alternative investment 
and Gnancing decisions can be compared and ranked only in terms of a 
subjective “utility function” of the owners which weighs the expected 
yield against other characteristics of the distribution. Accodmgly, the 
extrapolation of the profit maximization criterion of the certainty model 
has tended to evolve into utility maximization, sometimes explicitly, 
more frequently in a qualitative and heuristic form? 

The utility approach undoubtedly represents an advance over the 
certainty or certainty-equivalent approach. It does a t  least permit us 

4 Those who have taken a “case-method” course in finance in recent years will recall in this 
connection the famous Liquigas case of Hunt and Williams, 19, pp. 193461 a case which is 
often used to introduce the student to the cost-of-capital problem and to poke a bit of fun at 
the economist’s certainty-model. 

5 For an attempt at a rigorous explicit development of this line of attack, see F. Modigliani 
and M. Zeman 1141. 
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to explore (within limits) some of the implications of different financing 
arrangements, and it does give some meaning to the ‘kost” of different 
types of funds. However, because the cost of capital has become an 
essentially subjective concept, the utility approach has serious draw- 
backs for normative as well as analytical purposes. How, for example, 
is management to ascertain the risk preferences of its stockholders and 
to compromise among their tastes? And how can the economist build a 
meaningful investment function in the face of the fact that any given 
investment opportunity might or might not be worth exploiting depend- 
ing on precisely who happen to be the owners of the firm a t  the moment? 

Fortunately, these questions do not have to be answered; for the alter- 
native approach, based on market value maximization, can provide the 
basis for an operational definition of the cost of capital and a workable 
theory of investment. Under this approach any investment project and 
its concomitant financing plan must pass only the following test: Will 
the project, as financed, raise the market value of the firm’s shares? If 
so, it is worth undertaking; if not, its return is less than the marginal 
cost of capital to the firm. Note that such a test is entirely independent 
of the tastes of the current owners, since market prices will reflect not 
only their preferences but those of all potential owners as well. If any 
current stockholder disagrees with management and the market over 
the valuation of the project, he is free to sell out and reinvest elsewhere, 
but will still benefit from the capital appreciation resulting from man- 
agement’s decision. 

The potential advantages of the market-value approach have long 
been appreciated; yet analytical results have been meager. What ap- 
pears to be keeping this line of development from achieving its promise 
is largely the lack of an adequate theory of the effect of financial struc- 
ture on market valuations, and of how these effects can be inferred from 
objective market data. I t  is with the development of such a theory and 
of its implications for the cost-of-capital problem that we shall be con- 
cerned in this paper. 

Our procedure will be to develop in Section I the basic theory itself 
and to give some brief account of its empirical relevance. In Section 11, 
we show how the theory can be used to answer the cost-of-capital ques- 
tion and how it permits us to develop a theory of investment of the 
firm under conditions of uncertainty. Throughout these sections the 
approach is essentially a partial-equilibrium one focusing on the firm 
and “industry.” Accordingly, the “prices” of certain income streams 
will be treated as constant and given from outside the model, just as in 
the standard Marshallian analysis of the firm and industry the prices of 
all inputs and of all other products are taken as given. We have chosen 
to focus a t  this level rather than on the economy as a whoIe because it 
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is a t  the level of the firm and the industry that the interests of the vari- 
ous specialists concerned with the cost-of-capital problem come most 
closely together. Although the emphasis has thus been placed on partial- 
equilibrium analysis, the results obtained also provide the essential 
building blocks for a general equilibrium model which shows how those 
prices which are here taken as given, are themselves determined. For 
reasons of space, however, and because the material is of interest in its 
own right, the presentation of the general equilibrium model which 
rounds out the analysis must be deferred to a subsequent paper. 

I. The I‘aluatio?i of Securities, Leverage, and the Cost of Cap2al 

A. The Capitalizatiolt Rate for lr%certaim Stream 
As a starting point, consider an economy in which all physical assets 

are owned by corporations. For the moment, assume that these corpora- 
tions can hance  their assets by issuing common stock only; the intro- 
duction of bond issues, or their equivalent, as a source of corporate funds 
is postponed until the next part of this section. 

The physical assets held by each firm will yield to the owners of the 
firm-its stockholders-a stream of “profits” over time; but the ele- 
ments of this series need not be constant and in any event are uncertain. 
This stream of income, and hence the stream accruing to any share of 
common stock, will be regarded as extending indefinitely into the future. 
We assume, however, that the mean value of the stream over time, or 
average profit per unit of time, is finite and represents a random vari- 
able subject to a (subjective) probability distribution. We shall refer to 
the average value over time of the stream accruing to a given share as 
the return of that share; and to the mathematical expectation of this 
average as the expected return of the share! Although individual inves- 
tors may have different views as to the shape of the probability distri- 

8 These propositions can be restated andpticnlly as follows: The assets of the ith firm gener- 
ate a stresm: 

X<(l), X.(Z) . . , X&?) 

whose elements are random variahles suhject to the joint prohahilit), distribution: 
&m, X‘(2). . . X,(f)). 

The leturn to the itb firm is defin~d as: 

X I  is itself a nmdom vsriable with a probability distribution @&X;) whose form is determined 
uniquely by xi. The expected return .% is defined as Xi=E(X,)=/,X,P,(X,)dX,. If Ni is 
the number of shares outstanding, the return of the itb share is xi= (lJV)Xi with probability 
distribution ~pr(zi)dzi=Qj(Nxi)d(Nxj) and expected value 2;s (l/N)Xi. 
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bution of the return of any share, we shall assume for simplicity that 
they are a t  least in agreement as to the expected return.’ 

This way of characterizing uncertain streams merits brief comment. 
Notice first that the stream is a stream of profits, not dividends. As will 
become clear later, as long as management is presumed to be acting in 
the best interests of the stockholders, retained earnings can be regarded 
as equivalent to a fully subscribed, pre-emptive issue of common stock. 
Hence, for present purposes, the division of the stream between cash 
dividends and retained earnings in any period is a mere detail. Notice 
also that the uncertainty attaches to the mean value over time of the 
stream of profits and should not be confused with variability over time 
of the successive elements of the stream. That variability and uncer- 
tainty are two totally different concepts should be clear from the fact 
that the elements of a stream can he variable even though known with 
certainty. It can be shown, furthermore, that  whether the elements of a 
stream are sure or uncertain, the effect of Variability per se on the valua- 
tion of the stream is a t  best a second-order one which can safely be neg- 
lected for our purposes (and indeed most others too).8 

The next assumption plays a strategic role in the rest of the analysis. 
We shall assume that firms can be divided into “equivalent return” 
classes such that the return on the shares issued by any firm in any 
given class is proportional to (and hence perfectly correlated with) the 
return on the shares issued by any other firm in the same class. This 
assumption implies that the various shares within the same class differ, 
at most, by a “scale factor.” Accordingly, if we adjust for the difference 
in scale, by taking the ratio of the return to the expected return, the 
probability distribution of that ratio is identical for all shares in the 
class. It follows that all relevant properties of a share are uniquely char- 
acterized by specifying (1) the class to which it belongs and (2) its 
expected return. 

The significance of this assumption is that it permits us to classify 
firms into groups within which the shares of different firms are “homoge- 
neous,” that is, perfect substitutes for one another. We have, thus, an 
analogue to  the familiar concept of the industry in which it is the com- 
modity produced by the firms that is taken as homogeneous. To com- 
plete this analogy with Marshallian price theory, we shall assume in the 

7 To deal adequately with refinements such as differences among investon in estimates of 
expected returns would require extensive discussion of the theory of portfolio selection. Brief 
references to these and related topics will be made in the succeeding articre on the general 
equilibrium model. 

8 The reader may convince himself of this hy asking how much he would be willing to rebate 
to his employer for the privilege of receiving his annual salary in equal monthiy installments 
rather than in irregular amonnts over the year. See also J. M. Keynes [lo, esp. pp. 53-541. 
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analysis to follow that the shares concerned are traded in perfect mar- 
kets under conditions of atomistic competition.9 

From our definition of homogeneous classes of stock it follows that 
in equilibrium in a perfect capital market the price per dollar's worth of 
expected return must be the same for all shares of any given class. Or, 
equivalently, in any given class the price of every share must be propor- 
tional to its expected return. Let us denote this factor of proportionality 
for any class, say the Kth class, by l/px. Then if pj denotes the price and 
%j is the expected return per share of the j t h  firm in class k, we must 
have: 

pj i= - Q; (1) 

or, equivalently, 

( 2 )  

1 

Pk 

px a constant for all firmsj in class K. 3i 

Pr 
-I 

The constants pn (one for each of the K classes) can be given several 
economic interpretations: (a) From (2) we see that each pk is the ex- 
pected rate of return of any share in class K .  (b) From (1) l / p x  is the 
price nrhich an investor has to pay for a dollar's worth of expected re- 
turn in the class K .  (c) Again from (l), by analogy with the terminology 
for perpetual bonds, ph can be regarded as the market rate of capitalka- 
tion for the expected value of the uncertain streams of the kind gen- 
erated by the Kth class of firms.'O 

B. Debt Financing and Its Effects on Security Prices 
Having developed an apparatus for dealing with uncertain streams 

we can now approach the heart of the cost-of-capital problem by drop- 
ping the assumption that firms cannot issue bonds. The introduction of 
debt-financing changes the market for shares in a very fundamental 
way. Because firms may have dzerent proportions of debt in their capi- 

Just what our classes of stocks contain and bow the diiierent classes can be identified by 
ontside observers are empirical questions to which we shall retnm later. For the present, it is 
sufficient to observe: (1) Our concept of a class, while not identical to that of the industry is 
a t  least dosely related to it. Certainly the basic characteristics of the probability distribntions 
of the returns on assets will depend to a signikant extent on the product sold and the tech- 
nology used. (2) What are the appropriate dass boundaries will depend on the particular prob- 
lem being studied. An economist concerned with general tendencies in themarket, for example, 
might well be prepared to work with far wider classes than would he appropriate for an invea- 
tor planning his portfolio, or a firm planning its hnandal strategy. 

lo We cannot, on the basis of the assumptions so far, make any statements about the rela- 
tionship or spread betmen the various p's or capitalization rates. Before we could do so we 
would have to make further specific assumptions about the way investors believe the pmba- 
bility distributions vary from class to class, as well as assnmptions about investors' preferences 
as between the Characteristics of different distributions. 
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tal structure, shares of different companies, even in the same class, can 
give rise to different probability distributions of returns. In the language 
of finance, the shares will be subject to different degrees of financial risk 
or “leverage” and hence they will no longer he perfect substitutes for 
one another. 

To exhibit the mechanism determining the relative prices of shares 
under these conditions, we make the following two assumptions ahout 
the nature of bonds and the bond market, though they are actually 
stronger than is necessary and will be relaxed later: (1) All bonds (in- 
.&ding any debts issued by households for the purpose of carrying 
shares) are assumed to yield a constant income per unit of time, and 
this income is regarded as certain by all traders regardless of the issuer. 
(2) Bonds, like stocks, are traded in a perfect market, where the term 
perfect is to be taken in its usual sense as implying that any two com- 
modities which are perfect substitutes for each other must sell, in equi- 
librium, a t  the same price. It follows from assumption (1) that all bonds 
are in fact perfect substitutes up to a scale factor. It follows from as- 
sumption (2) that they must all sell a t  the same price per dollar’s wortb 
of return, or what amounts to the same thing must yield the same rate 
of return. This rate of return will be denoted by r and referred to as  the 
rate of interest or, equivalently, as the capitalization rate for sure 
streams. We now can derive the following two basic propositions with 
respect to the valuation of securities in companies with different capital 
structures : 

Proposition I .  Consider any companyj and let xj stand as before for 
the espected return on the assets owned by the company (that is, its 
espected profit before deduction of interest). Denote by Dj the market 
value of the debts of the company; by Sj the market value of its com- 
mon shares; and by V;--Sj+Dj the market value of all its securities or, 
as we shall say, the market value of the firm. Then, our Proposition I 
asserts that we must have in equilibrium: 

(3) 
That is, the market value of any Jrvc is independent of its capital structure 
and is  given by capitaliziitg its expected return at the rate pk appropriate to 
its class. 

This proposition can be stated in an equivalent way in terms of the 
firm’s “average cost of capital,” Tj/Vj, which is the ratio of its expected 
return to the market value of all its securities. Our proposition then is: 

V; (Sj + Dj) = r;,’ph, for any f i r m j  iu ciass k .  

x 

That is, the average cnsl of capital to any firm i s  complelely independent oJ 
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.its capital structure a d  is e p a l  to the capitalizatiolt rate of a pllre equity 
sfream of its class. 

To establish Proposition I we will show that as long as the relations 
(3) or (4) do not hold between any pair of firms in a class, arbitrage will 
take place and restore the stated equalities. We use the term arbitrage 
advisedly. For if Proposition I did not hold, an investor could buy and 
sell stocks and bonds in such a way as to exchange one income stream 
for another stream, identical in all relevant respects but sellmg at a 
lower price. The exchange would therefore be advantageous to the inves- 
tor quite independently of-his.&t&de~~.oward risk.” As investors 
exploit these arbitrage opportunities, the value of the overpriced shares 
will fall and that of the underpriced shares will rise, thereby tending to  
eliminate the discrepancy between the market values of the firms. 

By way of proof, consider two firms in t ~ , s a m e _ c & ~ ~ a n d  assume for 
simplicity only, that the expected return, X, is the same for both firms. 
Let company 1 be financed entirely with common stock while company’ 
2 has some debt in its capital structure. Suppose first the value of the 
levered firm, Vz, to be larger than that of the unlevered one, V1. Con- 
sider an investor holding $2 dollars’ worth of the shares of company 2, 
representing a fraction a of the total outstanding stock, SZ. The return 
from this portfolio, denoted by Y2, will be a fraction CY of the income 
available for the stockholders of company 2, which is equal to the total 
return Xz less the interest charge, 7D2. Since under our assumption of 
homogeneity, the anticipated total return of company 2, X2, is, under 
all circumstances, the same as the anticipated total return to company 
1, X,, we can hereafter replace X2 and X I  by a common symbol X .  
Hence, the return from the initial portfolio can be written as: 

(5 )  Y2 = a(x - 7 0 2 ) .  

Now suppose the investor sold his worth of company 2 shares and 
acquired instead an amount sl=a(SZ+Dz) of the shares of company 1. 
He could do so by utilizing the amount Lsz realized from the sale of his 
initial holding and borrowing an additional amount OLD2 on his own 
credit, pledging his new holdings in company 1 as a collateral. He would 
thus secure for himself a fraction SI/S~=~(SZ+DZ)/S~ of the shares and 
earnings of company 1. Making proper allowance for the interest pay- 
ments on his personal debt aDz, the return from the new portfolio, Y1, is 
given by: 

11 In the language of the theory of choice, the exchanges are movements from inefficient 
points in the interior to efficient points nu the boundary of the investor’s opportunity see and 
not movements between efficient points along the boundary. Hence for this part of the analyak 
nothing is involved in the way of specific assumptions about iovestor attitudes or behavior 
other than that investors behave consistently and prefer more income to less income, cduk 
paribus. 
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vz 
SI VI 

X - raDz = a - X - raD2. 
a(Sz + Dz) 

Y1 = (6)  

Comparing (5) with (6)  we see that as long as V p >  VI we must have 
Y I >  Yz, so that it pays owners of company 2’s shares to sell their hold- 
ings, thereby depressing Sn and hence V,; and to acquire shares of com- 
pany 1, thereby raising SI and thus VI. We conclude therefore that 
levered companies cannot command a premium over unlevered com- 
panies because investors have the opportunity of putting the equivalent 
leverage into their portfolio directly by borrowing on personal account. 

Consider now the other possibility, namely that the market value of 
the levered company’ V* is less than VI. Suppose an investor holds ini- 
tially an amount s1 of shares of company 1, representing a fraction a! of 
the total outstanding stock, SI. His return from this holding is: 

SI 
Y 1 =  - x = ax. 

SI 
Suppose he were to exchange this initial holding for another portfolio, 
also worth sl, but consisting of sz dollars of stock of company 2 and of 
d dollars of bonds, where sz and d are given by: 

(7) 

In  other words the new portfolio is to consist of stock of company 2 and 
of bonds in the proportions Sz/Vz and Dz/VZ,  respectively. The return 
from the stock in the new portfolio will be a fraction sa/& of the total 
return to stockholders of company 2, which is (X-rDz), and the return 
from the bonds will be rd. Making use of (7), the total return from the 
portfolio, Yz, can be expressed as follows: 

sz 51 DZ $1 SI 
SZ VZ Vz vz VI 

Yz = - (X - rDz) + rd = -(X - rDz) f r - - s l =  - X  = a - X  

(since sI=oLsl). Comparing YZ with Y1 we see that, if V P < S ~ E V ~ ,  then 
Yr will exceed YI. Hence it pays the holders of company 1’s shares to 
sell these holdings and replace them with a mixed portfolio containing 
an appropriate fraction of the shares of company 2. 

The acquisition of a mixed portfolio of stock of a levered company j 
and of bonds in the proportion S,/Vj and D,/Vj respectively, may be 
regarded as an operation which “undoes” the leverage, giving access to 
an appropriate fraction of the unlevered return Xj. It is this possibility 
of undoing leverage which prevents the value of levered firms from be- 
ing consistently less than those of unlevered firms, or more generally 
prevents the average cost of capital Xj /V ,  from being systematically 
higher for levered than for nonlevered companies in the same class. 
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Since we have already shown that arbitrage will also prevent V1 from 
being larger than VI, we can conclude that in equilibrium we must have 
V 2 =  VI, as stated in Proposition I. 

Proposition IZ. From Proposition I we can derive the following propo- 
sition concerning the rate of return on common stock m companies 
whose capital structure includes some debt: the expected rate of return 
or yield, i ,  on the stock of any companyj belonging to the kth class is a 
linear function of leverage as follows: 

$. -. ’ j  - Pa :+ (Pk - Y )  Di/sj. (8) 
That is, the expected yield of a share of stock is equal to the appropriate 
capitalization rate P k  for a pure equity stream i n  the class, plus a premium 
related to financial risk equal to the debt-!o-equity ratio times the spread 
betzoem pr  and r. Or equivalently, the market price of any share of stock 
is given by capitalizing its expected return a t  the continuously variable 
rate i j  of (8).’2 

A number of writers have stated close equivalents of our Proposition 
I although by appealing to intuition rather than by attempting a proof 
and only to insist immediately that the results were not applicable to the 
actual capital rnarketsJs Proposition 11, however, so far as we have been 
able to discover is new.’4 To establish it we first note that, by definition, 
the expected rate of return, i ,  is given by: 

(9) 

From Proposition I, equation (3), we know that: - 
X j  pdSj + oi). 

Substituting in (9) and simplifying, we obtain equation (8). 

laToiIlustrate,supposeX=lWO, D=4000, r=Spercent andw110percent.These values 
imply that V-10,000 and S=6oM) by virtue of Proposition I. The expected yield or rate of 
retitrn ner share is then: 

1s See, for example, J. B. Williams [Zl, esp. pp. 72-73]; David Durand [31; and W. A. 
Morton [lS]. None of these writers describe in any detail the mechanism which is supposed to 
keep the average cost of capital constant under changes in capital structure. They seem, how- 
ever, to he visualizing the equilibrating mechanism in terms of switches hy investon between 
stocks and bonds as the yields of each get out of line with their “riskiness.” This is an argu- 
ment quite different from the pure arbitrage mechanism underlying our proof, and t he  differ- 
ence is crucial. Regarding Proposition I as resting on investors’ attitudes toward risk leads 
inevitably to a misunderstanding of many factors in%uencing relative yields such as, for ex- 
ample, limitations on the portfolio composition of financial institutions. See below, e s ~ .  
Section I.D. 

1‘ Morton does make reference to a linear yield function hut only “ . . . for the sake of sim- 
plicity and hecause the particular function used makes no essential difference in my conclu- 
sions” [15, p. 443, note 21. 
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C. Some Qzcalijcations and Extensions of the Basic Propositions 
The methods and results developed so far can be extended in a num- 

ber of useful directions, of which we shall consider here only three: (1) 
allowing for a corporate profits tax under which interest payments are 
deductible; (2) recognizing the existence of a multiplicity of bonds and 
interest rates; and (3) acknowledging the presence of market imperfec- 
tions which might interfere with the process of arbitrage. The first two 
will be examined briefly in this section with some further attention 
given to the tax problem in Section 11. Market imperfections will be dis- 
cussed in Part D of this section in the course of a comparison of our re- 
sults with those of received doctrines in the field of finance. 

Effects of the Present Method of Taxing Corporations. The deduction of 
interest in computing taxable corporate profits will prevent the arbi- 
trage process from making the value of all firms in a given class propor- 
tional to the expected returns generated by their physical assets. In- 
stead, it can be shown (by the same type of proof used for the original 
version of Proposition I) that the market values of firms in each class 
must be proportional in equilibrium to their expected return net of 
taxes (that is, to the sum of the interest paid and expected net stock- 
holder income). This means we must replace each in the original ver- 
sions of Propositions I and I1 with a new variable r>* representing the 
total income net of taxes generated by the firm: 

(10) Xj' 3 ( X i  - rDj)(l - T )  + rDi = iri' + rDj, 

where iri' represents the expected net income accruing to the common 
stockholders and 7 stands for the average rate of corporate income tax.'b 

After making these substitutions, the propositions, when adjusted for 
taxes, continue to have the same form as their originals. That is, Propo- 
sition I becomes: 

- - 

x j r  
-= pk', for any firm in class k, 
vi 

and Proposition I1 becomes 

where pk' is the capitalization rate for income net of taxes in class k. 
Although the form of the propositions is unaffected, certain interpre- 

tations must be changed. In particular, the after-tax capitalization rate 

16 For simplicity, we shall ignore throughout the tiny element of progression in our present 
corporate tax and treat I as a carstant independent of (Xj-rDJ. 
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pkr can no longer be identified with the “average cost of capital” which 
ispx=F,/V,. The difference between pkr and the “true” average cost of 
capital, as we shall see, is a matter of some relevance in connection with 
investment planning within the firm (Section 11). For the description of 
market behavior, however, which is our immediate concern here, the dis- 
tinction is not essential. To  simplify presentation, therefore, and to  pre- 
serve continuity with the terminology in the standard literature we 
shall continue in this section tp refer to pk7 as the average cost of capital, 
though strictly speaking this identification is correct only in the absence 
of taxes. 

Efects of a I’lwality of Bonds and Interest Rates. In existing capital 
markets we find not one, but a whole family of interest rates varying 
with maturity, with the technical provisions of the loan and, what is 
most relevant for present purposes, with the financial condition of the 
borrower.‘“ Economic theory and market experience both suggest that 
the yields demanded by lenders tend to increase with the debt-equity 
ratio of the borrowing firm (or individual). If so, and if we can assume 
as a first approximation that this yield curve, r=r (D/S ) ,  whatever its 
precise form, is the same for all borrowers, then we can readily extend 
our propositions to the case of a rising supply curve for borrowed 
funds?’ 

Proposition I is actually unaffected in form and interpretation by the 
fact that the rate of interest may rise with leverage; while the average 
cost of borrowed funds will tend to increase as debt rises, the average cost 
of funds from all sources will still be independent of leverage (apart 
from the tax effect). This conclusion follows directly from the ability of 
those who engage in arbitrage to undo the leverage in any financial 
structure by acquiring an appropriately mixed portfolio of bonds and 
stocks. Because of this ability, the ratio of earnings (bpfore interest 
charges) to  market value---i.e., the average cost of capital from all 

18 We shall not consider here the extension of the analysis to encompass the time stmctme oi 
Interest rats.  Although some of the problems posed by the time structure can be handled nith- 
in our comparative statics framework, au adequate discussion would require a separate paper. 

1’ We can alsodevelop a theory of bond valuation along linese~,entially parallel to those iol- 
luaed for the cwe of shares. We conjecture that the curve of bond yields as a function of lever- 
age nil1 turn out to be a nonlinear one in contrast to the linear function of leverage developed 
for common shares. However, we would also expect that the rate of increase in the yield on 
new issues would not be substantial in practice. This relatively slow rise would reflect the fact 
that interest rate increases by themselves can never be completely satistactory to creditors as 
compensation for their increased risk. Such increases may simply serve to raise I so high rela- 
tive top  that they become self-defeating by giving rise to a situation in which even normal 
fluctuations in Parnings may force the company into bankmptcy. The difficulty of borrowing 
more, therefore, tends to show up in the usual case not so much in higher rates as in the form 
of increasingly stringent restrictions imposed on the company’s management and finances by 
the creditors; and ultimately in a complete inability to obtain new borrowed funds, at  least 
iron the institutional investors n%o normally set the standards in the m:urket for houds. 
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sources-must be the same for all firms in a given class.‘* In other words, 
the increased cost of borrowed funds as leverage increases will tend to 
he offset by a corresponding reduction in the yield of common stock. 
This seemingly paradoxical result will be examined more closely below 
in connection with Proposition 11. 

A significant modification of Proposition I would be required only if 
the yield curve Y=@/S) were dierent  for different borrowers, as 
might happen if creditors had marked preferences for the securities of a 
particular class of debtors. If, for example, corporations as a class were 
able to borrow a t  lower rates than individuals having equivalent per- 
sonal leverage, then the average cost of capital to corporations might 
fall slightly, as leverage increased over some range, in reflection of this 
differential. In evaluating this possibility, however, remember that the 
relevant interest rate for our arbitrage operators is the rate on brokers’ 
loans and, historically, that rate has not been noticeably higher than 
representative corporate rates.‘$ The operations of holding companies 
and investment trusts which can borrow on terms comparable to operat- 
ing companies represent still another force which could be expected to 
wipe out any marked or prolonged advantages from holding levered 
stocks.2o 

Although Proposition I remains unaffected as long as  the yield curve 
is the same for all borrowers, the relation between common stock yields 
and leverage will no longer be the strictly linear one given by the original 
Proposition 11. If r increases with leverage, the yield i will still tend to 

16 One normally nlinor qualification might be noted. Once we relax the assumption that all 
9 d s  have certain yields, our arbitrage operator faces the danger of something comparable to 
gambler’s ruin.” That is, there is always the possihility that an otherwise sound concem- 

one whose long-run expected income is greater than its interest liability-might be forced into 
liquidation as a result of a run of temporary losses. Since reorganization generally involves 
costs, and because the operation of the firm may be hampered during the period of reorganiza- 
tion Kith lasting unfavorable effects on earnings prospects, we might perhaps erpect heavily 
levered companies to sell a t  a slight discount relative to less heavily indebted companies of the 
same class. 

10 Under normal conditions, moreover, a substantial part of the arbitrage process could be 
expected to take the form, not of having the arbitrage operators go into debt on personal 
account to put the required leverage into their portfolios, but simply of having them reduce 
the amount of corporate bonds they already hold when they acquire underpriced unlevered 
stock. Margin requirements are also somewhat less of an obstacle to maintaining any desired 
degree of leverage in a portfolio than might be thought a t  first glance. Leverage could be 
largely restored in the face of higher margin requirements hy switching to stocks having more 
levemge a t  the corporate level. 

M AD extreme form of inequality between borrowing and lending mtes occurs, of course, in 
the case of preferred stocks, which can not be directly issued by individuals OQ personal 
account. Here again, however, we would expect that the operations of investment corporations 
plus the ability of arbitrage operators to sell off their holdings of preferred stocks would act to 
prevent the emergence of any substantial premiums (for this reason) on capital structures con- 
taining preferred stocks. Nor are preferred stocks so far removed from bonds as to make it 
impossible for arbitrage operators to approximate closely the risk and leverage of a corporate 
preferred stock by incurring D somewhat smaller debt on personal account. 



MODIGLIANI AND MILLER: THEORY OF INVESTMENT 215 

rise as D/S  increases, but at a decreasing rather than a constant rate. 
Beyond some high level of leverage, depending on the exact form of the 
interest function, the yield may even start to fall?' The relation between 
i and D/S could conceivably take the form indicated by the curve M D  

-7. 

h T l 0  OF DEBT TO TOTAL MARKET VALUE* Djlvj 

h G r r a E  1 

e 
I " , I  LK r' 

DEBT TO EQUITY RATIO: 9.5- 
FIG- 2 

in Figure 2, although in practice the curvature would be much less pro- 
nounced. By contrast, with a constant rate of interest, the relation 
would be linear throughout as shown by line MM', Figure 2. 

The downward sloping part of the curve M D  perhaps requires some 
Since new lenders are unlikely to permit this much leverage (cf. note 17), this range of the 

curve is likely to be occupied by companies whose earnings prospects have fallen substantially 
since the time when their debts were issued. 
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comment since it may he hard to imagine why investors, other than 
those who like lotteries, would purchase stocks in this range. Rememher, 
however, that the yield curve of Proposition I1 is a consequence of the 
more fundamental Proposition I. Should the demand by the risk-lovers 
prove insufticient to keep the market to the peculiar yield-curve MD, 
this demand would he reinforced by the action of arbitrage operators. 
The latter would find it profitable to own a pro-rata share of the firm as 
a whole by holding its stock and bonds, the lower yield of the shares 
being thus offset by the higher return on bonds. 

D. The Relation of Propositions I and I I  to Current Doctrines 

The propositions we have developed with respect to the valuation of 
firms and shares appear to he substantially a t  variance with current 
doctrines in the field of finance. The main differences between our view 
and the current view are summarized graphically in Figures I and 2. 
Our Proposition I [equation (41 asserts that the average cost of capital, 
X;/I’j, is a constant for all firmsj in class k, independently of their fi- 
nancial structure. This implies that, if we were to take a sample of firms 
in a given class, and if for each firm we were to plot the ratio of expected 
return to  market value against some measure of leverage or financial 
structure, the points would tend to fall on a horizontal straight linc 
with intercept ph’, liie the solid liie mm‘ in Figure l.2z From Proposition 
I we derived Proposition I1 [equation (S)] which, taking the simplest 
version with r constant, asserts that, for all firms in a class, the relation 
between the yield on common stock and financial structure, measured 
by Dj/Sj,  will approximate a straight line with slope (phT-r) and inter- 
cept PI;’. This relationship is shown as the solid line MM’ in Figure 2, to 
which reference has been made 

By contrast, the conventional view among finance specialists appears 
to start from the proposition that, other things equal, the earnings- 
price ratio (or its reciprocal, the times-earnings multiplier) of a firm’s 
common stock will normally be only sIightly affected by “moderate” 
amounts of debt in the firm’s capital s t r~cture .2~ Translated into our no- 

- 

m In  Figure 1 the measure of leverage used is DJVi (the ratio of debt to market value) 
rather than Di& (the ratio of debt to equity), the concept used in the analytical develop- 
ment. The Df/ V i  measure is introduced at this point because it simplifies coniparison and con- 
trast of our view with the traditional position. 

21 The line MM’ in Figure 2 has been drawn with a positive slope on the assumption that 
pb*>r, B condition which r i l l  normally obtain. Our Proposition I1 as given in equation (8) 
would continue to he valid, of course, even in the unlikely event that pr‘<r, but the slope of 
MM‘ would be negative. 

$4 See, q., Graham and Dodd [6, pp, M]. Without doing violence to this position, we 
can bring out its implications more sharply by ignoring the qualification and treating the yield 
as a virtual constant over the relevant range. See in this connection the discussion in Duranrl 
13, esp. pp. 225-373 of what he calls the “net income method” of valuation. 
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tation, it asserts that for any 6rm j in the dass k, - 
Xj‘ - rDj fj‘ Dj - _ _ =  - &*, a constant for - < LX si Sd - (13) 

or, equivalently, 

(14) s, = ?ij‘/ik*. 

Here if represents the capitalization rate or earnings-price ratio on the 
common stock and Lr denotes some amount of leverage regarded as the 
maximum “reasonable” amount for firms of the class k. This assumed 
relationship between yield and leverage is the horizontal solid line ML‘ 
of Figure 2. Beyond L’, the yield will presumably rise sharply as the 
market discounts “excessive” trading on the equity. This possibility of a 
rising range for high leverages is indicated by the broken-line segment 
L’G in the figure.2s 

If the value of shares were really given by (14) then the over-all mar- 
ket value of the firm must be: 

That is, for any given level of expected total returns after taxes (xir) 
and assuming, as seems natural, that i k * > 7 ,  the value of the firm must 
tend to rise with debtfa whereas our Proposition I asserts that the value 
of the firm is completely independent of the capital structure. Another 
way of contrasting our position with the traditional one is in terms of the 
cost of capital. Solving (16) for xjr/Vi yields: 

- 
(17) Xjr/Vj = &* - (&* - 7 )  Dj/Vj. 

According to this equation, the average cost of capital is not indepen- 
dent of capital structure as we have argued, but should tend t o j d  with 
increasing leverage, a t  least w i t h i  the relevant range of moderate debt 
ratios, as shown by the l i e  ms in Figure 1. Or to put it in more familiar 
terms, debt-financing should be “cheaper” than equity-financing if not 
carried too far. 

When we also allow for the possibility of a rising range of stock yields 
for large values of leverage, we obtain a U-shaped curve like n t ~ t  in 

*To make it easier to see ~ o m c  of the implications of this hypothesis as well as to prepare 
the ground for later statistical testing, it will be helpful to assume that the notion of a critical 
limit on leverage beyond which yields rise rapidly, can he epitomized by a quadratic relation of 
the form: 

(15) 

6rm by recome to debt issues, see W. J. Eiteman 14, esp. pp. 11-13]. 

?if/& = &* + ,E(DifSi) + n(Di/SJ’, a > 0. 

For a typical discussion of how B promoter can, supposedly, increase lhe market value of n 
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Figure l?7 That a yield-curve for stocks of the form ML‘G in Figure 2 
implies a U-shaped cost-of-capital curve has, of course, been recognized 
by many writers. A natural further step has been to suggest that the 
capital structure corresponding to the trough of the U is an “optimal 
capital structure” towards which management ought to strive in the 
best interests of the According to our model, by contrast, 
no such optimal structure exists-all structures being equivalent from 
the point of view of the cost of capital. 

Although the falling, or a t  least U-shaped, cost-of-capital function is 
in one form or another the dominant view in the literature, the ultimate 
rationale of that view is by no means clear. The crucial element in the 
position-that the expected earnings-price ratio of the stock is largely 
unaffected by leverage up to some conventional limit-is rarely even 
regarded as something which requires explanation. It is usually simply 
taken for granted or it is merely asserted that this is the way the market 
behaves?* To the extent that the constant earnings-price ratio has a 
rationale a t  all we suspect that it reflects in most cases the feeling that 
moderate amounts of debt in %ound” corporations do not really add 
very much to the “riskiness” of the stock. Since the extra risk is slight, 
it seems natural to suppose that firms will not have to pay noticeably 
higher yields in order to induce investors to hold the 

A more sophisticated liie of argument has heen advanced by David 
Durand [3, pp. 231-331. He suggests that because insurance companies 
and certain other important institutional investors are restricted to debt 
securities, nonfinancial corporations are able to borrow from them a t  
interest rates which are lower than would be required to compensate 

1‘ The U-shaped nature of the cost-of-capital curve can be exhibited explicitly if the yield 
curve for shares as a function of leverage can be approximated by equation (15) of footnote 25. 
From that equation, multiplying both sides by& we obtain: ; i i ’ = X i ‘ - r D j = i ~ * * s r + B + ~ ~  
/St or, adding and subtracting &*Dt from the right-hand side and collecting terms, 

118) Xi‘ = &*(Si + Dj) + @ + 7 - W D i  i- aDsi/Sj. 
Dividing (18) by V i  gives an expression for the’cost of capital: 

Xj‘/Vj = it* - (&* - 7 - @)Dj/Vj + uDie/SiVj = ir‘ - (ib* - r - @)Di/Vj 
+ a(W’i)‘/(l - Di/V/)  

which is clearly U-shaped since 01 is supposed to be positive. 

pp. 46&141. 

(19) 

28 For B typical statement see S. M. Robbins (16, p. 3071. See also Graham and Dodd 16, 

10 See c.g., Graham and Dodd 16, p. 4661. 
80 A typical statement is the following by Guthmann and Dougall (7, p. 2451: “Theoretically 

i t  might be argued that the increased hazard from using bonds and preferred stodrs would 
counterbalance this additional income and so prevent the common stock from being more 
attractive than when it had a lower return but fewer prior obligations. In practice, the extra 
earnings from ‘trading on the equity’ are often regarded by investors as more than sufficient to 
serve as a ‘premium for risk’ when the proportions of the several securities are judiciously 
mixed.“ 



MODIGLIANI AND MILLER: THEORY OF INVESTMENT 279 

creditors in a free market. Thus, while he would presumably agree with 
our conclusions that stockholders could not gain from leverage in an un- 
constrained market, he condudes that they can gain under present insti- 
tutional arrangements. This gain would arise by virtue of the ‘kafety 
superpremium” which lenders are willing to pay corporations for the 
privilege of lending?* 

The defective link in both the traditional and the Durand version of 
the argument lies in the confusion between investors’ subjective risk 
preferences and their objective market opportunities. Our Propositions 
I and 11, as noted earlier, do not depend for their validity on any as- 
sumption about individual risk preferences. Nor do they involve any as- 
sertion as to what is an adequate compensation to investors for assum- 
ing a given degree of risk. They rely merely on the fact that a given 
commodity cannot consistently sell a t  more than one price in the mar- 
ket; or more precisely that the price of a commodity representing a 
“bundle” of two other commodities cannot be consistently different 
from the weighted average of the prices of the two components (the 
weights being equal to the proportion of the two commodities in the 
bundle). 

An analogy may he helpful a t  this point. The relations between l/pb, 
the price per dollar of an unlevered stream in class k; l / ~ ,  the price per 
dollar of a sure stream, and l/it, the price per dollar of a levered stream 
j ,  in the Kth class, are essentially the same as those between, respective- 
ly, the price of whole milk, the price of butter fat, and the price of milk 
which has been thinned out by skimming off some of the butter fat. Our 
Proposition I states that a firm cannot reduce the cost of capital--i.e., 
increase the market value of the stream it generates-by securing part 
of its capital through the sale of bonds, even though debt money ap- 
pears to be cheaper. This assertion is equivalent to the proposition that, 
under perfect markets, a dairy farmer cannot in general earn more for 
the milk he produces by skimming some of the butter fat and selling 
it separately, even though butter fat per unit weight, sells for more 
than whole milk. The advantage from skimming the milk rather than 
selling whole milk would be purely illusory; for what would be gained 
from selling the high-priced butter fat would be lost in selling the low- 
priced residue of thinned milk. Similarly our Proposition 11-that the 
price per dollar of a levered stream falls as leverage increases-is an ex- 

s* Like Durand, Morton [151 contends “that the actual market deviates from [proposition 
I] by giving a changing over-all cost of money at different points of the peverage] scale” (p. 
443, note 2, inserts ours), hut the basis for this contention is nowhere clearly stated. Judging 
by the great emphasis given to the tack of mobility of investment funds between stocks and 
bonds and to the psychological and institutional pressures toward debt portfolios (see pp. 4.44- 
51 and especially his discussion of the optimal capital structure on p. 453) be would seem to be 
taking a position very similar to that of Durand above. 
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act analogue of the statement that the price per gallon of thmned milk 
falls continuously as more butter fat is skimmed off.92 

It is clear that this last assertion is true as long as butter fat is worth 
more per unit weight than whole milk, and it holds even if, for many 
consumers, taking a little cream out of the milk (adding a little leverage 
to the stock) does not detract noticeably from the taste (does not add 
noticeably to the risk). Furthermore the argument remains valid even 
in the face of instituional limitations of the type envisaged by Durand. 
For suppose that a large fraction of the population habitually dines in 
restaurants which are required by law to serve only cream in lieu of 
milk (entrust their savings to institutional investors who can only buy 
bonds). To be sure the price of butter fat will then tend to be higher in 
relation to that of skimmed milk than in the absence such restrictions 
(the rate of interest will tend to be lower), and this will benefit people 
who eat a t  home and who l i e  skim milk (who manage their own port- 
folio and are able and willmg to take risk). But it will still be the case 
that a farmer cannot gain by skimming some of the butter fat and sell- 
ing it separately (firm cannot reduce the cost of capital by recourse to 
borrowed funds).% 

Our propositions can he regarded as the extension of the classical 
theory of markets to the particular case of the capital markets. Those 
who hold the current view-whether they realize it or not-must as- 

11 Let Ai denote the quantity of whole milk, B / M  the proportion of butter fat in the whole 
milk,andletp~,ppsandP.denote,respectively, thepriceperunit weightof wholemilk, butter 
fat and thinned milk from %,hi& a fraction OL of the butter fat has been skimmed off. We then 
have the fundamental perfect market relation: 

( 4  
stating that total receipts will be the same amount pnrM, independently of the amount aB of 
butter fat that may have been sold separately. Since par corresponds to I /@,  PB to lh, p.. to 
I/<, M to 8 and aB to rD, (a) is equivalent to Proposition I, S+D=xlp. From (a) we derive: 

P d M  - OLB) + PeeB = PnrAi. 0 I (I I 1, 

M a B  
M - O L B  A i - O L B  Pa = PA* - - pa  - 

which gives the price of thinned milk as an explicit function of the proportion of butter fat 
skimmed off; the function decreasing as long as pn>psr. From (a) also Follows: 

which is the exact analowe of Proposition 11. as given by (8). 
38The reader who likes parables will 6nd that the analogy with interrelated commodity 

markets can be pushed a good deal farther than we have done in the text, For instance, the 
effect of changes in the market rate of interest on the over-all cost of capital is the Same as the 
effect of a change in the price of butter on the price of whale milk. Similarly, just as the rela- 
tion between the prices of skim milk and butter fat  infiuences the kind of cows that will be 
reared, so the relation hetween i and I infiuences the kind of ventures that will he undertaken. 
If people like butter we shall have Guernseys; if they are willing to pay a high price for safety, 
this will encourage ventures which promise smaller hut less uncertain streams per dollar of 
physical assets. 
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sume not merely that there are lags and frictions in the equilibrating 
process-a feeling we certainly share:' claiming for our propositions 
only that they describe the central tendency around which observations 
will scatter-but also that there are large and systematiG imperfections 
in the market which permanently bias the outcome. This is an assump- 
tion that economists, a t  any rate, will instinctively eye with some skep- 
ticism. 

In any event, whether such prolonged, systematic departures from 
equilibrium really exist or whether our propositions are better descrip- 
tions of long-run market behavior can be settled only by empirical re- 
search. Before going on to the theory of investment it may be helpful, 
therefore, to look a t  the evidence. 

E. Some Prebi,vti.rrr.imwy Evideace on the Basic Propositiom 
Unfortunately the evidence which has been assembled so far is amaz- 

ingly skimpy. Indeed, we have been able to locate only two recent stud- 
ies-and these of rather limited scope-which were designed to throw 
light on the issue. Pending the results of more comprehensive tests which 
we hope will soon be available, we shall review briefly such evidence as i s  
provided by the t%To studies in question: (1) an analysis of the relation 
between security yields and financial structure for some 43 large electric 
utilities by F. B. Allen [l], and (2) a parallel (unpublished) study by 
Kobcrt Smith [19], for 42 oil companies designed to  test whether Allen's 
rather striking results would be found in an industry with very differ- 
ent characteristics!6 The Allen study is based on average figures for the 
years 1947 and 1948, while the Smith study relates to the single year 
1953. 

The Eject  of Leverage on tlze Cost of Capital. According to the received 
view, as shown in equation (17) the average cost of capital, F / V ,  
should decline linearly with leverage as measured by the ratio D/V,  a t  
least through most of the relevant range?s According to Proposition I, 
the average cost of capital within a given class k should tend to have 
the same value pL' independently of the degree of leverage. A simple test 

84 Sevciol specific examples of the failure of the arbitrage mechanism can be found in Graham 
and Dodd [6, e.& pp. 666181. The price discrepancy described on pp. 646-47 is particularly 
curious sinre it persists even today despite the fact that a whole generation of security analysts 
has been brought up on this book! 

We wish to express our thanks to both miters for making available to us some of their 
original worksheets. In addition to these recent studies there is a frequently cited (hut appar- 
ently seldom read) study by the Federal Commimications Commission in 1938 1'221 which 
purports to show the existence of an optimal capital structure or range of structures (in the 
sense defined above) for public utilities in the 1930's. Ry current standards for statistical in- 
vestigations, however, this study cannot be regarded as having any real evidential value for 
the problem at hand. 

We shall simplify our notation in this section by dropping the subscriptj used to denote a 
particular firm wherever this will not lend to confusion. 
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of the merits of the two alternative hypotheses can thus be carried out 
by correlating F / V  with D/V.  If the traditional view is correct, the 
correlation should be significantly negative; if our view represents a bet- 
ter approximation to reality, then the correlation should not be sign%- 
cantly different from zero. 

Both studies provide information about the average value of D-the 
market value of bonds and preferred stock-and of V-the market 
value of all securities?’ From these data we can readily compute the 
ratio D/V and this ratio (expressed as a percentage) is represented by 
the symbol d in the regression equations below. The measurement of 
the variable F / V ,  however, presents serious difficulties. Strictly speak- 
ing, the numerator should measure the expected returns net of taxes, 
but this is a variable on which no direct information is available. As an 
approximation, we have followed both authors and used (1) the average 
value of actual net returns in 1947 and 1948 for Allen’s utilities; and (2) 
actual net returns in 1953 for Smith’s oil companies. Net return is de- 
fined in both cases as the sum of interest, preferred dividends and stock- 
holders’ income net of corporate income taxes. Although this approxima- 
tion to expected returns is undoubtedly very crude, there is no reason to 
believe that it will systematically bias the test in so far as the sign of the 
regression coefficient is concerned. The roughness of the approximation, 
however, will tend to make for a wide scatter. Also contributing to the 
scatter is the crudeness of the industrial classification, since especially 
within the sample of oil companies, the assumption that all the firms be- 
long to the same class in our sense, is a t  best only approximately valid. 

Denoting by 2 our approximation to p / V  (expressed, like d, as a 
percentage), the results of the tests are as follows: 

Electric Utilities x = 5.3 + .006d 
( f ,008) 

Oil Companies x = 8.5 + .006d r = .04. 
( f . O W  

r = .12 

The data underlying these equations are also shown in scatter diagram 
form in Figures 3 and 4. 

The results of these tests are clearly favorable to our hypothesis. 
87 Note that for purposes of this test preferred stocks, since they represent an ezpecfed fixed 

obligation, are properly classified with bonds even though the tax status of preferred dividends 
is different from that of interest payments and even though preferred dividends are really 
fixed only as to their maximum in any year. Some difficulty of classification does arise in the 
case of convertible preferred stocks (and convertible bonds) sellinp, at a substantial premium, 
but fortunately very few such issues u’ere involved for the companies included in the two 
studies. Smith included bank loans and certain other short-term obligations (at book values) 
in his data on oil company debts and this treatment is perhaps open to some question. How- 
ever, the amounts involved were relatively small and check computations showd that their 
elimination would lead to only minor differences in the test results. 
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RODRE 3. COST OF CAPITAX IN RELATION TO FINANCIAL STRDCTVXE 
POX 43 E~~crnrc  U T ~ I E S ,  194748 

I 



284 THE AMERICAN ECONOMIC REVIEW 

Both correlation coefficients are very close to zero and not statistically 
significant. Furthermore, the implications of the traditional view fail to 
be supported even with respect to the sign of the correlation. The data 
in short provide no evidence of any tendency for the cost of capital to 
fall as the debt ratio increases?* 

It should also be apparent from the scatter diagrams that there is no 
hint of a curvilinear, U-shaped, relation of the kind which is widely be- 
lieved to hold between the cost of capital and leverage. This graphical 
impression was confirmed by statistical tests which showed that for 
both industries the curvature was not significantly different from zero, 
its sign actually being opposite to that hypothesi~ed.3~ 

Note also that according to our model, the constant terms of the re- 
gression equations are measures of pb', the capitalization rates for un- 
levered streams and hence the average cost of capital in the classes in 
question. The estimates of 8.5 per cent for the oil companies as against 
5.3 per cent for electric utilities appear to accord well with a priori ex- 
pectations, both in absolute value and relative spread. 

TIze Effect of Leverage on Com.molz Stock Yields. According to our Prop- 
osition 11-see equation 12 and Figure 2-the expected yield on coin- 
nion stock, F/S ,  in any given class, should tend to increase with lever- 
age as measured by the ratio D/S.  The relation should tend to be linear 
and with positive slope through most of the relevant range (as in the 
curve MM' of Figure 2), though it might tend to flatten out if we move 

It may he argued that n test of the kind used is biased against the traditional view. The 
fact that both sides of the regression equation are divided by the variable V which may be 
subject to random variation might tend to impart a positive bias to the correlation. As a check 
on the results presented in the text, we have, therefore, carried out a supplementary test 
based on equation (16). This equntion_shows that. if the traditional view is correct, the market 
valueof acompany should,fot givenX: increase with dcbtthrough most of therelevant range; 
according to our model the market value should be uncorrelated with D, given p. Because 
of wide variations in the size of the firms included in our samples, all variables must be divided 
by a suitable scale factor in order to avoid spurious results in carrying out a test of equation 
(16). The factor we have used is the book value of the firm denoted by A. The hypothesis 
tested thus takes the specific form: 

V I A  - a + b(F/, l )  + c(D/A) 
and the numerator of the a t i o  Xr/A is again approximated by actual net returns. The partial 
correlation between V I A  and D / A  should now be positive according to the traditional view 
m d  zero according to our model. Aithoough division by A should, if anything, bias the results 
in favor of the traditional hypothesis, the partial correlation turns out to be only .03 for the oil 
companies and -.28 for the electric utilities. Neither of these coefficients is signhicantly differ- 
ent from zero and the larger one even has the wrong sign. 

>$The tests consisted of fitting to the data the equation ( !9) of footnote 21. As shown 
there, it follows from the U-shaped hypothesis that the coeacient a of the variable (D/Y)% 
/ ( l -D/ l , . ) ,  denoted hereafter by d*, should he significant and positive. The foilowing regres- 
sion equations and partials were ohtnined: 

Electric Utilities x = 5.0 + .Ol7d - .003d*; r,d. .# = - .15 
Oil Companies x = 8.0 + .05d - .03d*; rz.+* .d = - .14. 
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far enough to the right (as in the curve MD'), to the extent that high 
leverage tends to drive up the cost of senior capital. According to the 
conventional view, the yield curve as a function of leverage should be a 
horizontal straight line (like ML') through most of the relevant range; 
far enough to the right, the yield may tend to rise a t  an increasing rate. 
Here again, a straight-forward correlation-in this case between $-/S 
and D/S-can provide a test of the two positions. If our view is correct, 
the correlation should be significantly positive; if the traditional view is 
correct, the correlation should be negligible. 

Subject to the same qualifications noted above in connection with 
Szr, we can approximate $7 by actual stockholder net incomePo Letting 
z denote in each case the approximation to T/S (expressed as a per- 
centage) and letting k denote the ratio D/S (also in percentage terms) 
the following results are obtained: 

Electric Utilities e - 6.6 I- .017h r = .53 
(+ .004) 

Oil Companies z = S.9  + .OSlh r = .53.  
(rt .012) 

These results are shown in scatter diagram form in Figures 5 and 6. 
Here again the implications of our analysis seem to be borne out by 

the data. Both correlation coefficients are positive and highly significant 
when account is taken of the substantial sample size. Furthermore, the 
estimates of the coemcients of the equations seem to accord reasonably 
well with our hypothesis. According to equation (12) the constant term 
should be the value ol pnr for the given class while the slope should be 
(pk7-r). From the test of Proposition I we have seen that for the oil 
companies the mean value of pn' could be estimated a t  around 8.7. 
Since the average yield of senior capital during the period covered was 
in the order of 3% per cent, we should expect a constant term of about 
8.7 per cent and a slope of just over 5 per cent. These values closely ap- 
proximate the regression estimates of 8.9 per cent and 5.1 per cent re- 
spectively. For the electric utilities, the yield of senior capital was also 
on the order of 3 &  per cent during the test years, but since the estimate 
of the mean valuc of pkr from the test of Proposition I was 5.6 per cent, 

'0 As indicated earlier, Smith's data were for the single year 1953. Since the use of a single 
year's profits as a measure of expected profits might be open to objection we collected profit 
data for 1952 for thesame companiesand based the computation of F7/Son the average of the 
two years. The value of ??IS w3s obtained from the formula: 

(net earning s in 1952. + net earnings in '1953 
c (average market value of common stock in '53). 

The asset adjustment was introduced as rough allowance for the effects of possible growth in 
the size of the firm. It might be added that the correlation computed with F/S based on net 
profits in 1953 a l o ~ e  was found to be only slightly smaller. namely SO. 

1; assets in '53 
=sets in '52 
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the slope should be just above 2 per cent. The actual regression estimate 
for the slope of 1.7 per cent is thus somewhat low, but still within one 
standard error of its theoretical value. Because of this underestimate of 
the slope and because of the large mean value of leverage (&=160 per 
cent) the regression estimate of the constant term, 6.6 per cent, is some- 
what high, although not significantly different from the value of 5.6 
per cent ohtained in the test of Proposition I. 

When we add a square term to the above equations to test for the 
presence and direction of curvature we obtain the following estimates: 

Electric Utilities 2 = 4.6 + .004h - .Wlh2 
Oil Companies e = 8.5 + .072h - .0t6hP. 

For both cases the curvature is negative. In  fact, for the electric utili- 
ties, where the observations cover a wider range of leverage ratios, the 
negative coefficient of the square term is actually significant a t  the 5 
per cent level. Negative curvature, as we have seen, runs directly coun- 
ter to the traditional hypothesis, whereas it can be readily accounted 
for by our model in terms of rising cost of borrowed funds." 

In summary, the empirical evidence we have reviewed seems to be 
broadly consistent with our model and largely inconsistent with tradi- 
tional views. Needless to say much more extensive testing will be re- 
quired before we can firmly conclude that our theory describes market 
behavior. Caution is indicated especially with regard to our test of 
Proposition 11, partly because of possible statistical pitfallsa and partly 
because not all the factors that might have a systematic effect on stock 
yields have been considered. In  particular, no attempt was made to test 
the possible influence of the dividend pay-out ratio whose role has 
tended to receive a great deal of attention in current research and think- 
ing. There are two reasons for this omission. First, our main objective 
has been to assess the prima facie tenability of o w  model, and in this 
model, based as it is on rational behavior by investors, dividends per se 
play no role. Second, in a. world in which the policy of dividend stabiliza- 
tion is widespread, there is no simple way of disentangling the true ef- 
fect of dividend payments on stock prices from their apparent effect, 

'1 That the yield of senior capital tended to rise for utilities as leverage increased is clearly 
shown in several of the scatter diagrams presented in the published version of Allen's study. 
This significant negative curvatwe between stock yields and leverage for utilities may he part- 
ly responsible for the fact, previously noted, that the constant in the linear regrwion is some- 
what higher and the slope somewhat lower than implied by equation (12). Note also in connec- 
tion with the estimate of m' that the introduction of the auadratic term reduces the constant 
considerably, pushing i t  in fact below the a priori expecta'tion of 5.6, though the difference is 
again not statistically significant. 

In our test, e.&, the two variables 8 and hare both ratios with S appearing in the denomi- 
nator, which may tend to impart a positive bias to the correlation (cf. note 38). Attempts were 
made to develop alternative tests, but although various possibilities were explored, we have 
so far been unable to find satisfactory alternatives. 
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the latter reflecting only the role of dividends as a proxy measure of 
long-term earning anticipations." The difficulties just mentioned are 
further compounded by possible interrelations between dividend policy 
and leverage." 

11. Implications of the Analysis for the Theory of Invesfment 
A. Capital Structiwe and Investment Policy 

On the basis of our propositions with respect to cost of capital and 
financial structure (and for the moment neglecting taxes), we can derive 
the following simple rule for optimal investment policy by the firm: 

Proposition I I I .  If a firm in class k is acting in the best interest of the 
stockholders a t  the time of the decision, it will exploit an investment op- 
portunity if and only if the rate of return on the investment, say p*, 
is as large as or larger than pk. That is, the cut-of point for investment 
in  the firm will in  all cases be p r  and will be completely unaffected by the 
type of security used to finance the investment. Equivalently, we may say 
that regardless of the financing used, the marginal cost of capital to a 
firm is equal to the average cost of capital, which is in turn equal to the 
capitalization rate for an unlevered stream in the class to which the 
firm belongs?s 

To establish this result we will consider the three major financing al- 
ternatives open to the firm-bonds, retained earnings, and common 
stock issues-and show that in each case an investment is worth under- 
taking if, and only if, p * 2 p ~ . 4 ~  

Consider first the case of an investment financed by the sale of bonds. 
We know from Proposition I that the market value of the firm before the 
investment was undertaken wax4? 
(20) VO = X d P k  

We suggest that failure to appreciate this difficulty is responsible for many fallacious, or 
at  least unwarranted, conclusions about the role of dividends. 

44 In the sample of electric utilities, there is a substantial negative correlation between yields 
and pay-out ratios, hut also between pay-out ratios and leverage, suggesting that either the 
association of yields and leverage or of yields and pay-out ratios may he (at least partly) 
spurious. These difficulties however do not arise in the case of the oil industry sample. A pre- 
liminary analysis indicates that there is here no significant relation between leverage and 
pay-out ratios and also no significant correlation (either gross or partial) between yields and 
pay-out ratios. 
p The analysis developed in this paper is essentially a comparative-statics, not a dynamic 

analysis. This note of caution applies with special force to Proposition III. Such problems as 
those posed by expected changes in T and in p~ over time will not be treated here. Although 
they are in principle amenable to analysis within the general framework we have laid out, such 
an undertaking is sufficiently complex to deserve separate treatment. Cf. note 17. 

'0 The extension of the proof to other types of financing, such as thesale of preferred stock or 
the issuance of stack rights is staightfonvard. 

47 Since no confusion is likely to arise, we have again, for simplicity, eliminated the subscripts 
identifying the Brm in the eqtiations to iollon . Ikcept for pe, the subscripts now refer to time 
periods. 
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and that the value of the common stock was: 

(21) So = Vo - Do. 
If now the firm borrows I dollars to finance an investment yielding p* its 
market value will become : 

Pk Pk 

and the value of its common stock will be: 

(231 

or using equation 21, 

( 2 4  

Hence Sl$So as p*$pk.J8 

To illustrate, suppose the capitalization rate for uncertain streams in 
the kth class is 10 per cent and the rate of interest is 4 per cent. Then if 
a given company had an expected income of 1,000 and if it were financed 
entirely by common stock we know from Proposition I that the market 
value of its stock would be 10,000. Assume now that the managers of the 
firm discover an investment opportunity which will require an outlay of 
100 and which is expected to yield 8 per cent. At first sight this might 
appear to be a profitable opportunity since the expected return is double 
the interest cost. If, however, the management borrows the necessary 
100 a t  4 per cent, the total expected income of the company rises to 
1,008 and the market value of the firm to  10,080. But the firm now will 
have 100 of bonds in its capital structure so that, paradoxically, the 
market value of the stock must actually be reduced from 10,000 to 
9,980 as a consequence of this apparently profitable investment. Or, to 
put it another way, the gains from being able to tap cheap, borrowed 
funds are more than offset for the stockholders by the market’s discount. 
ing of the stock for the added leverage assumed. 

Consider next the case of retained earnings. Suppose that in the course 
of its operations the firm arquired I dollars of cash (without impairing 

P*l .s, = l’, - (Do +- I) 2 1’0 + - - Do - I 
Pk 

P * l  
SI = so + - - I .  

Pk 

’8 In the case of bond-financing the rate of interest on bonds does not enter explicitly into 
the decision (assuming the firm borrows a t  the market rate of interest). This is true, more 
over, given the conditions outlined in Sestion IC, even though interest rates map he 
an increasing function of debt outstanding. To the extent that the fum borrowed a t  a rate 
other than the markel rate the two I% in  equation (24) would no longer he identiwl and an 
additional gain or loss, as the cme might be, would accrue to the shareholders. It might also 
he noted in passing that permitting the two I’s in (24) to take on different values provides 5 
simple method for introducing underwriting expenses into the analy?.is. 
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the earning power of its assets). If the cash is distributed as a dividend 
to the stockholders their wealth WO,  after the distribution will be: 

Do + I wo = so + I = - - xo 
Pk 

(25) 

where Yo represents the expected return from the assets exclusive of the 
amount I in question. If however the funds are retained by the company 
and used to finance new assets whose expected rate of return is p", then 
the stockholders' wealth would become: 

Clearly W,$Wo as p*$pk so that an investment financed by retained 
earnings raises the net worth of the owners if and only if p * > p k P g  

Consider finally, the case of common-stock financing. Let Po denote 
the current market price per share of stock and assume, for simplicity, 
that this price reflects currently expected earnings only, that is, it does 
not reflect any future increase in earnings as a result of the investment 
under consideration!o Then if N is the original number of shares, the 
price per share is: 
127) Po = So/N 

and the number of new shares, M ,  needed to finance an investment of I 
dollars is given by: 

I 

As a result of the investment the market value of the stock becomes: 

Pk Pk Pk 

and the price per share: 

[NP. + "1. SI 1 PI=-=- 
N + M N + M  p1t 

40 The conclusion that p b  is the cut-off point for investments financed from internal funds 
applies not only to undistributed net profits, but to depreciation allowauces (and even to the 
funds represented by the current sale value of any asset or collection of assets). Since the 
owners can earn p s  by investing funds elsewhere in the class, partial or total liquidating distri- 
butions should be made whenever the firm cannot achieve a marginal internal rate of return 
equal to pk. 

60 If we assumed that the market price of the stock did retlect the expected higher future 
earnings (as WOUM be the case if our original set of assumptions above were strictly followed) 
the analysis would differ slightly in detail, but not in essentials. The cut-off point for new in- 
vestment would still be pk, hut where p*>pk the gain to the original owners ivould be larger 
than if the stock price were based on the pr6investment expectations only. 
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Since by equation (28), I =  MPo, we can add MPs and subtract I from 
the quantity in bracket, obtaining: 

PI = - 
N + M  Dk 

1 P* - Pn 
= P , S -  - I > Po 3, 

N + M  pk 

and only if, p*>pk. 

Thus an investment financed by common stock is advantageous to the 
current stockholders if and only if its yield exceeds the capitahation 
rate pl. 

Once again a numerical example may help to illustrate the result and 
make it clear why the relevant cut-off rate is p~ and not the current yield 
on common stock, i. Suppose that pr  is 10 per cent, r is 4 per cent, that 
the original expected income of our company is 1,000 and that manage- 
ment has the opportunity of investing 100 having an expected yield of 
12 per cent. If the original capital structure is 50 per cent debt and 50 
per cent equity, and 1,000 shares of stock are initially outstanding, 
then, by Proposition I, the market value of the common stock must be 
5,000 or 5 per share. Furthermore, since the interest bill is .04X5,000 
=ZOO, the yield on common stock is 800/5,000=16 per cent. It may 
then appear that financing the additional investment of 100 by issuing 
20 shares to outsiders a t  5 per share would dilute the equity of the origi- 
nal owners since the 100 promises to yield 12 per cent whereas the com- 
mon stock is currently yielding 16 per cent. Actually, however, the 
income of the company would rise to 1,012; the value of the firm to 
10,120; and the value of the common stock to 5,120. Since there are 
now 1,020 shares, each would be worth 5.02 and the wealth of the origi- 
nal stockholders would thus have been increased. What bas happened 
is that the dilution in expected earnings per share (from .SO to .796) has 
been more than offset, in its effect upon the market price of the shares, 
by the decrease in leverage. 

Our conclusion is, once again, a t  variance with conventional views,” 
so much so as to be easily misinterpreted. Read hastily, Proposition I11 
seems to imply that the capital structure of a firm is a matter of indiffer- 
ence; and that, consequently, one of the core problems of corporate 
fmance-the problem of the optimal capital structure for a firm-is no 
problem a t  all. It may be helpful, therefore, to clear up such possible 
misundertandiigs. 

51 In the matter of investment policy under uncertainty there is no single position which 
represents “accepted” doctrine. For a sample of current formulations, all very different from 
ours, see Joel Dean [Z, esp. Ch. 31, M. Gordon and E. Shapiro [SI, and Harry Roberts [17]. 
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B. l’ropasitiort IZZ and Finamial Planniq by Fkms 
Misinterpretation of the scope of Proposition I11 can be avoided by 

remembering that this Proposition tells us only that the type of instru- 
ment used to finance an investment is irrelevant to the question of 
whether or not the investment is worth while. This does not mean that 
the owners (or the managers) have no grounds whatever for preferring 
one financing plan to another; or that there are no other policy or tech- 
nical issues in finance a t  the level of the firm. 

That grounds for preferring one type of financial structure to mother 
will still exist within the framework of our model can readily be seen 
for the case of common-stock financing. In general, except for some- 
thing like a widely publicized oil-strike, we would expect the market to 
place very heavy weight on current and recent past earnings in forming 
expectations as to future returns. Hence, if the owners of a firm dis- 
covered a major investment opportunity which they felt would yield 
much more than pk, they might well prefer not to finance it via common 
stock a t  the then ruling price, because this price may fail to capitalize 
the new venture. A better course would be a pre-emptive issue of stock 
(and in this connection it should he remembered that stockholders are 
free to borrow and buy). Another possibility would be to finance the 
project initially with debt. Once the project had reflected itself in in- 
creased actual earnings, the debt could be retired either with an equity 
issue a t  much better prices or through retained earnings. Still another 
possibility along the same lines might be to combine the two steps by 
means of a convertible debenture or preferred stock, perhaps with a 
progressively declining conversion rate. Even such a double-stage 
financing plan map possibly be regarded as yielding too large a share 
to outsiders since the new stockholders are, in effect, being given an 
interest in any similar opportunities the firm may discover in the future. 
If there is a reasonable prospect that even larger opportunities may arise 
in the near future and if there is some danger that borrowing now would 
preclude more borrowing later, the owners might find their interests 
best protected by splitting off the current opportunity into a separate 
subsidiary with independent financing. Clearly the problems involved 
in making the crucial estimates and in planning the optimal financial 
strategy are by no means trivial, even though they should have no bear- 
ing on the basic decision to invest (as long as p * & p ~ ) . 6 ~  

Another reason why the alternatives in financial plans may not be a 
matter of indifference arises from the fact that managers are concerned 

*’ Nor a n  ive rule out the possibility that the existing owners, if unable to usea finanring 
plan which protects their interest, may actually prefer to pnss up an othervise profitable ven- 
ture rather than give out*den an “excessive” share of the business. I t  is presumably in situa- 
tions of this kind that xve could justifiably speak of a shortage of “equity capital,” thOU6b this 
kind of market imperfection is likely to be of significance only for small or new h s .  
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with more than simply furthering the interest of the owners. Such other 
objectives of the management-which need not be necessarily in con- 
flict with those of the owners-are much more likely to be served by 
some types of financing arrangements than others. In many forms of 
borrowing agreements, for example, creditors are able to stipulate terms 
which the current management may regard as infringing on its preroga- 
tives or restricting its freedom to maneuver. The creditors might even 
be able to insist on having a direct voice in the formation of policy.” To 
the extent, therefore, that financial policies have these implications for 
the management of the firm, something like the utility approach de- 
scribed in the introductory section becomes relevant to financial (as 
opposed to investment) decision-making. It is, however, the utility func- 
tions of the managers per se and not of the owners that are now in- 
volved.64 

In summary, many of the specific considerations which bulk so large 
in traditional discussions of corporate finance can readily be superim- 
posed on our simple framework without forcing any drastic (and cer- 
tainly no systematic) alteration of the conclusion which is our principal 
concern, namely that for investment decisions, the marginal cost of 
capital is pk. 

C. The Effect of the Corporate Income Tax on Investment Decisions 

ta\- is introduced, the original version of our Proposition I, 
In Section I it was shown that when an unintegrated corporate income 

- 
X / V  = pk = a constant 

must lxt rewritten as: - (X - rD)(l - 7 )  + YD dF 
V v 

= _ _ -  - pk’ = a constant. - (1 1) 

Throughout Section I we found it convenient to refer to ar/V as the 
cost of capital. The appropriate measure of the cost of capital relevant 

aJ Similar considerations are involved in the matter of dividend policy. Even though the 
stockholders may be indifferent as to payout policy as long as investment policy is optimal, 
the management need not be so. Retained earnings involve far fewer threats to control than 
any of the alternative sources of funds and, of course, involve no underwriting expense or risk. 
But against these advantages management must balance the fact that sharp changes in divi- 
dend rates, which heavy reliance on retained earnings might imply, may give the impression 
that a firm’s finances are being poorly managed, with consequent threats to the control and 
professional standing of the management. 
s In  principle, at least, this introduction of management’s risk preferences with respect to 

bancing methods would do much to reconcile the apparent conflict bet%,een ProposXon 111 
and such empirical findings as those of Modigliani and Zeman [14] on the close relation betwecn 
intercst rates and the ratio of new debt to new equity issues; or of John Lintncr [121 on the 
rnnsidemhle stability in target and actual dividcnrl.payout ratios. 
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to investment decisions, however, is the ratio of the expected return 
before taxes to the market value, Le., y / V .  From (11) above we find: 

which shows that the cost of capital now depends on the debt ratio, 
decreasing, as D/V rises, a t  the constant rate Tr/(l-T).6s Thus, with 
a corporate income tax under which interest is a deductible expense, 
gains can accrue to stockholders from having debt in the capital struc- 
ture, even when capital markets are perfect. The gains however are 
small, as can be seen from (31), and as will be shown more explicitly 
below. 

From (31) we can develop the tax-adjusted counterpart of Proposi- 
tion 111 by interpreting the termD/?’ in that equation as the proportion 
of debt used in any additional financing of V dollars. For example, in 
the case where the financing is entirely by new common stock, D=O 
and the required rate of return pbs on a venture so financed becomes: 

(32) 

For the other extreme of pure debt financing D =  V and the required 
rate of return, p P ,  becomes: 

For investments financed out of retained earnings, the problem of defin- 
ing the required rate of return is more difficult since it involves a com- 
parison of the tax consequences to the individual stockholder of receiv- 
ing a dividend versus having a capital gain. Depending on the time of 
realization, a capital gain produced by retained earnings may be taxed 
either a t  ordinary income tax rates, 50 per cent of these rates, 25 per 

m Equation (31) is amenable, in principle, to statistical tests similar to those described in 
Section LE. However we have not made any systernstic attempt to carry out such tests so far, 
because neither the Allen nor the Smith study provides tbe required information. Actually, 
Smith’s data included a very crude es tha te  of tax liability, and, using this estimate, we did in 
fact obtain a negative relation between X / V  and D/V. However, the correlation (-28) turned 
out to be significant only at about the 10 per cent level. While this result is not conclusive, i t  
should be remembered that, according to our theory, the slopeof the regression equation should 
be in any event quite small. In  fact, with a value of r in the order oi .5, and values of pr’ and 
r in the artier of 8.5 and 3.5 per cent respectively (cf. Section 1.E) an increase in D/V from 
0 to 60 per cent (which is, approximately, tbe range of variation of this variable in the sample) 
should tend to reduce the average cost of capital only from about 17 to about 15 per cent. 

68 This conclusion does not extend to preferred stocks even though they have been classed 
with debt isjues previously. Since preferred dividends except for a portion of those of public 
utilities are not in general deductible from the corporate tax, the cut-off point for new financing 
via preferred stock is exactly the same as that for common stock. 
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cent, or zero, if held till death. The rate on any dividends received in the 
event of a distribution will also be a variable depending on the amount 
of other income received by the stockholder, and with the added com- 
plications introduced by the current dividend-credit provisions. If we 
assume that the managers proceed on the basis of reasonable estimates 
as to the average values of the relevant tax rates for the owners, then 
the required return for retained earnings Pk” can be shown to be: 

(34) 

where T~ is the assumed rate of personal income tax on dividends and 
T~ is the assumed rate of tax on capital gains. 

A numerical illustration may perhaps be helpful in clarifying the rela- 
tionship between these required rates of return. If we take the following 
round numbers as representative order-of-magnitude values under 
present conditions: an after-tax capitalization rate pk‘ of 10 per cent, a 
rate of interest on bonds of 4 per cent, a corporate tax rate of 50 per cent, 
a marginal personal income tax rate on dividends of 40 per cent (cor- 
responding to  an income of about $25,000 on a joint return), and a capi- 
tal gains rate of 20 per cent (one-half the marginal rate on dividends), 
then the required rates of return would be: (1) 20 per cent for invest- 
ments financed entirely by issuance of new common shares; (2) 16 per 
cent for investments financed entirely by new debt; and (3) 15 per cent 
for investments financed wholly from internal funds. 

These results would seem to have considerable significance for current 
discussions of the effect of the corporate income tax on financial policy 
and on investment. Although we cannot explore the implications of the 
results in any detail here, we should a t  least like to call attention to the 
remarkably small difference between the “cost” of equity funds and 
debt funds. With the numerical values assumed, equity money turned 
out to be only 25 per cent more expensive than debt money, rather than 
something on the order of 5 times as expensive as is commonly supposed 
to be the case.67 The reason for the wide difference is that the traditional 

6’ See e.g., D. T. Smith [la]. I t  should also be pointed out that our tax system acts in other 
ways to reduce the gains irom debt financing. Heavy reliance on debt in the capital structure, 
lor example, commits a company to paying out a substantial proportion of its income in the 
form 01 interest payments taxable to the owners under the personal income tar. A debt-free 
company, by contrast, can reinvest in the business all of its (smaller) net income and to this 
eytent subject the owners only to the low capital gains rate (or possibly no tax at  all by virtue 
of the loophole a t  death). Thus, we should expect a high degree of leverage to  be of value to 
the owners, even in the case of closely held corporations, primarily in cases where their firm 
ims not espected to have much need for additional funds to expand assets and earnings in the 
futute. To the extent that opportunities lor growth were available, as they presumably Nouid 
he for most successful corporntions, the interest of the stockholders would tend to be better 
served by a structure which permitted maximum use of retained earnings. 
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view starts from the position that debt funds are several times cheaper 
than equity funds even in the absence of taxes, with taxes serving sim- 
ply to magnify the cost ratio in proportion to the corporate rate. By 
contrast, in our model in which the repercussions of debt financing on 
the value of shares are taken into account, the only difference in cost is 
that due to the tax effect, and its magnitude is simply the tax on the 
“grossed up” interest payment. Not only is this magnitude likely to be 
small but our analysis yields the further paradoxical implication that 
the stockholders’ gain from, and hence incentive to use, debt financing is 
actually smaller the lower the rate of interest. In  the extreme case 
where the firm could borrow for practically nothing, the advantage of 
debt financing would also he practically nothing. 

111. Conclusion 
With the development of Proposition I11 the main objectives we out- 

lined in our introductory discussion have been reached. We have in our 
Propositions I and I1 at least the foundations of a theory of the valua- 
tion of firms and shares in a world of uncertainty. We have shown, 
moreover, how this theory can lead to  an operational definition of the 
cost of capital and how that concept can be used in turn as a basis for 
rational investment decision-making within the firm. Needless to  say, 
however, much remains to be done before the cost of capital can be 
put away on the shelf among the solved problems. Our approach has 
been that of static, partial equilibrium analysis. It has assumed among 
other things a state of atomistic competition in the capital markets and 
an ease of access to  those markets which only a relatively small (though 
important) group of firms even come close to possessing. These and 
other drastic simplifications have been necessary in order to come to 
grips with the problem at all. Having served their purpose they can now 
be relaxed in the direction of greater realism and relevance, a task in 
which we hope others interested in this area will wish to share. 
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equanimity a writing-down of the value of their reserves, or unless one is 
prepared to forego the possibility of exchange-rate adjustment, any major 
extension of the gold exchange standard is dependent upon the introduction 
of guarantees. It is misleading to suggest that the multiple key-currency sys- 
tem is an alternative to a guarantee, as implied by Roosa 16, pp. 5-7 and 
9-12]. 

IV. Cowlusion 
The most noteworthy conclusion to be drawn from this analysis is that the 

successful operation of a multiple key-currency system would require both 
exchange guarantees and continuing cooperation between central bankers of 
a type that would effectively limit their choice as to the form in which they 
hold their reserves. Yet these are two of the conditions whose undesirability 
has frequently been held to he an obstacle to implementation of the alterna- 
tive proposal to create a world central bank. The multiple key-currency pro- 
posal represents an attempt to avoid the impracticality supposedly associated 
with a world central bank, but if both proposals in fact depend on the fulfill- 
ment of similar conditions, it is difficult to convince oneself that the sacrifice of 
the additional liquidity that an almost closed system would permit is worth 
while. Unless, of course, the object of the exercise is to reinforce discipline 
rather than to expand liquidity. 

JOHN WILLIAMSON* 
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Corporate Income Taxes and the Cost of Capital: 
A Correction 

The purpose of this communication is to  correct an error in our paper 
“The Cost of Capital, Corporation Finance and the Theory of Investment” 
(this Reuiew, June 1958). In  our discussion of the effects of the present 
method of taxing corporations on the valuation of firms, we said (p. 272): 

The deduction of interest in computing taxable corporate profits will 
prevent the arbitrage process from making the value of all firms in a 
given class proportional to the expected returns generated by their 



434 THE AMERICAN ECONOMIC REVIEW 

physical assets. Instead, it can be shown (by the same type of proof 
used for the original version of Proposition I) that the market values 
offirms in each class must be proportional in equilibrium to their ex- 
pected returns net o j  taxes (that is, to the sum of the interest paid and 
ezpected net stockholder income). (Italics added.) 

The statement in italics, unfortunately, is wropg. For even though one 
firm may have an expected return after taxes (our X-) twice that of another 
firm in the same risk-equivalent class, it will not be the case that the actual 
return after taxes (our X7) of the iirst firm will always be twice that of the 
second, if the two firms have different degrees of leverage.’ And since the 
distribution of returns after taxes of the two firms will not be proportional, 
there can he no “arbitrage” process which forces their values to be propor- 
tional to their expected after-tax retnrns.2 In fact, it can be shown-and 
this time it really will be shown-that “arbitrage” will make values within 
any class a function not only of expected after-tax returns, hut of the tax 
rate and the degree of leverage. This means, among other things, that the 
tax advantages of debt financing are somewhat greater than we originally 
suggested and, to this extent, the quantitative difference between the valu- 
ations implied by our position and by the traditional view is narrowed. It 
still remains true, however, that under our analysis the tax advantages of 
debt are the only permanent advantages so that the gulf between the two 
views i s  matters of interpretation and policy is as wide as ever. 

I. Taxes, Leverage, and the Proba6ility Distribution of After-Tax Returns 
To see how the distribution of after-tax earnings is affected by leverage, 

let us again denote by the random variable X the (long-run average) earn- 
ings before interest and taxes generated by the currently owned assets of a 
given firm in some stated risk class, k? From our definition of a risk class it 
follows that X can he expressed in the form f f Z ,  where 3f is the expected 
value of X, and the random variable Z = X / f f ,  having the same value for 
all firms in class k, is a drawing from a distribution, say j i ( Z ) .  Hence the 

1 With some exceptions, which will be noted when they occur, we shall preserve here hoth 
the notation and the terminology of the original paper. A morking knoivledge of both on the 
part of the reader will be presumed. 

* Bsrring, of course, the trivial case of universal linear utility functions. Note that in defer- 
ence to Professor Durand (see his Comment on our paper and our reply, this Review,Sept.l959, 
49, 639-69) we here and throughout use quotation marks when referring to arbitrage. 

* Thus our X corresponds essentially to  the familiar EBIT concept of the finance literature. 
The use of EBIT and related “income” concepts as the basis of valuation is strictly valid only 
when the underlying real assets are assumed to have perpetual lives. In such a case, of course, 
EBIT and “cash flow” are one and the same. This was, in effect, the interpretation of X we 
used iu the original paper and we shall retain it here both to preserve continuity and for the 
considerable simplification it permits in the exposition. We should point out, however, that 
the perpetuity interpretation is much less restrictive than might appear a t  first glance. Before. 
tan cash flov and EBIT can also safely be equated even where assets have finite lives as soon 
as these assets attain a steady state age distribution in which annual replacements equal 
annual depreciation. The subject of finite lives of assets will be further discussed in connection 
with the problem of the cut-off rate for investment decisions. 
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random variable X', measuring the after-tax return, can be expressed as: 

(1) x' = (1 - T ) ( X  - R) + R = (1 - 7 ) X  f 7R = (1 - 7 ) X z  + 7R 

where T is the marginal corporate income tax raie (assumedequal to the 
average), and Ris  the interest bill. Since E(X') -Xr=(1-r )X+7R we can 
substitute z7-7R for (1 -7)X in (1) to obtain: 

Thus, if the tax rate is other than zero, the shape of the distribution of X' 
will depend not only on the "scale" of the stream yr and on the distribution 
of 2, but a12 on the tax rate and the degree of leverage (one measure of 
which is RIX'). For example, if Var (2) =$, we have: 

implying that for given X7 the variance of after-tax returns is smaller, the 
higher T and the degree of leverage.' 

11. The Valuation of After-Tax Returns 
Note from equation (1) that, from the investor's point of view, the long- 

run average stream of after-tax returns2ppears as a sum of two com- 
ponents: (1) an uncertain stream (1-T)X.Z; and ( 2 )  a sure stream TR.' 
This suggests that the equilibrium market value of the combined stream 
can he found by capitalizing each component separately. More precisely, 
let p' be the rate at which the market capitalizes the expected returns net 
of tax of an unlevered company of size x in class k, Le., 

(1 - 7)x (1 - 7)X  
p. = or V U =  

V U  P' 
4 It may seem paradoxical a t  first to say that leverage redwes the variability of outcomes, 

but remember we are here discussing the variability of total returns, interest plus net profits. 
The variability ai stockholder net profits will, of course, be greater in the presence than in the 
absence of leverage, though relatively lw so than in an otherwise comparable world of no 
taxes. The reasons for this will besome dearer after the discussion in the next section. 

6 The statement that rR-the tax saving per period on the interest payments-is a sure 
stream is subject to two qualifications. First, it must be the case that firms can always obtain 
the tax benefit of their interest deductions either by offsetting them directly against other 
taxable income in the year incurred; or, in the event no such income is available i s  any given 
year, by carrying them backward or forward against past or future taxable earnings; or, in the 
extreme case, by merger of the firm with (or its sale to) another firm that can utilize the deduc- 
tion. Second, it must be assumed that the tax rate will remain the same. To the extent that 
neither of these conditions holds exactly then some uncertainty attaches even to the tax 
savings, though, of course, it is of a different k i d  and order from that attaching to the stream 
generated hy the assets. For simplicity, however, we shall here ignore these possible elements 
of delay or of uncertainty in the tax saving; but i t  should be kept in mind that this neglect 
means that the subsequent valuation formulas overstate, if anything, the value of the tax 
saving for any given permanent level of debt. 

0 Note that here, 89 in our original paper, we neglect dividend policy and "growth" in the 
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and let Y be the rate at which the market capitalizes the sure streams gen- 
erated by debts. For simplicity, assume this rate of interest is a constant 
independent of the size of the debt so that 

R R 
D r 

Then we would expect the value of a levered firm of size 2, with a perma- 
nent level of debt DL in its capital structure, to be given by: 

or D = - .’ y =- 

(3) 
(1 -T)Z TR 

VL = +- = V u +  T D L . ~  
PT Y 

In our original paper we asserted instead that, within a risk class, market 
value would be proportional to expected after-tax return zr (cf. our original 
equation [ll]), which would imply: 

jP (1-r)Y T R  Y 
V r . = - =  +- = v u  + -rDr,. 

P‘ P‘ P‘ P‘ 
(4) 

We will now show that if (3) does not hold, investors can secure a more 
efficient portfolio by switching from relatively overvalued to relatively 
undervalued firms. Suppose first that unlevered firms are overvalued or that 

V L  - TDL < Vu. 

An investor holding % dollars of stock in the unlevered company has a right 
to the fraction mlVu  of the eventual outcome, i.e., has the uncertain income 

Consider now an alternative portfolio obtained by investing m dollars as 
follows: (1) the portion, 

is invested in the stock of the levered firm, SL; and (2) the remaining por- 
tion, 

sense of opportunities to invest at  a rate of return greater than the market rate of return. These 
subjects are treated extensively in our paper, “Dividend Policy, Growth and the Valuation of 
Shares,’’ Jour. Bus., Univ. Chicago, Oct. 1961, 411-33. 

Here and throughout, the corresponding formulas when the rate of interest rises with lever- 
age can be obtaiaed merely by substituting r(L) for ?, where L is same suitable measure of 
leverage. 

8 The assumption that the debt is permanent is not necessary for the analysis. It is employed 
here both to maintain continuity with the original model and because it gives an upper bound 
on the value of the tax saving. See in this connection footnote 5 and footnote 9. 
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is invested inits bonds. The stock component entitles the holder to afraction, 
m 

S , + ( ~ - - ) D L '  
of the net profits of the levered company or 

) [(i - T ) ( ~ Z  - RL)].  ' m  
( S L  + ( 1  - T ) D L  

The holding of bonds yields 

Hence the total outcome is 

and this will dominate the uncertain income Yu if (and only if) 
Sr,+ (1 - T)DL HSL + DL - T D L  e V L  - TDL < Vu. 

Thus, in equilibrium, Vu cannot exceed VL-TDL, for if it did investors 
would have an incentive to sell shares in the unlevered company and pur- 
chase the shares (and bonds) of the levered company. 

Suppose now that VL-TDL> VU. An investment of m dollars in the stock 
of the levered firm entitles the holder to the outcome 

YL = (m/SL)[(l - T)(?Z - RL)] 
= (m/SL)(l - T)TZ  - ( m / S ~ ) ( l  - T)RL. 

Consider the following alternative portfolio: ( 1 )  borrow an amount 
( ,B/SL)(~-T)DL for which the interest cost will be ( ? / S L ) ( ~ - T ) R ~  
(assuming, of course, that individuals and corporations can borrow at the 
same rate, r); and (2) invest m plus the amount borrowed, i.e., 

in the stock of the unlevered firm. The outcome so secured will he 

Subtracting the interest charges on the borrowed funds leaves an income of 

which willdominate Y ~ i f  (and onlyif) VL-TDL> VU. Thus, in equilibrium, 
both V L - ~  DL>Vu and VL-T DL<VU are ruled out and (3) must hold. 
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111. Some Implications of FormuEa (3) 
To see what is involved in replacing (4) with (3) as the rule of valuation, 

note first that both expressions make the value of the firm a function of 
leverage and the tax rate. The difference between them is a matter of the 
size and source of the tax advantages of debt financing. Under our original 
formulation, values within a class were strictly proportional to expected 
earnings after taxes. Hence the tax advantage of debt was due solely to the 
fact that the deductibility of interest payments implied a higher level of 
after-tax income for any given level of before-tax earnings (Le., higher by 
the amount rRsince ff.= (l-r)x+rR). Under the corrected rule (3), how- 
ever, there is an additional gain due to the fact that the extra after-tax 
earnings, rR, represent a sure income in contrast to the uncertain outcome (l-~)x. Hence rR is capitalized at the more favorable certainty rate,l/r, 
rather than at the rate for uncertain streams, l / ~ ‘ . ~  

Since the difference between (3) and (4) is solely a matter of the rate at 
which the tax savings on interest payments are capitalized, the required 
changes in all forinulas and expressions derived from (4) are reasonably 
straightforward. Consider, first, the before-tax earnings yield, Le., the ratio 
of expected earnings before interest and taxes to the value of the firm.‘O 
Dividing both sides of (3) by V and by (1-7) and simplifying we obtain: 

(31.c) 

which replaces our original equation (31) (p. 294). The new relation differs 
from the old in that the coefficient of D/V in the original (31) was smaller 
by a factor of r/pr, 

Consider next the after-tax earnings yield, Le., the ratio of interest pay- 
ments plus profits after taxes to total market value.“ This concept was dis- 
cussed extensively in our paper because it helps to bring out more clearly 
the differences between our position and the traditional view, and because 
it facilitates the construction of empirical tests of the two hypotheses about 
the valuation process. To see what the new equation (3) implies for this 
yield we need merely substitute X’-rR for ( l - ~ ) x  in (3) obtaining: 

Remember, however, that in one sense formula (3) gives only an upper bound on the value 
of the firm since rR/r=rD is an exact measure of the value of the tax saving only where both 
tbe tax rate and the level of debt are assumed to be fixed forever (and Nhere the firm is cer- 
tain to be able to use its interest deduction to reduce taxable income either directly or via 
transfer of the loss to another firm). Alternative versions of (3) can readily be developed for 
cases in which the debt is not assumed to be permanent, but rather to be outstanding only 
for some specified finite length of time. For reasons of space, we shall not pursue this fine of 
inquiry here beyond observing that the shorter the deht period considered,the closer does the 
valuation formula approach our original (4). Hence, the latter is perhaps still of some interest 
if only as a lower bound. 

10 Following usage common in the field of finance we referred to this yield as the “average 
cost of capital.” We feel now, however. that the term “before-tax earnings yield” would he pref- 
erable both because i t  is more immediately descriptive and because i t  releases the term “cost 
of capital” for use in discussions of optimal investment policy (in accord with standard usaKe 
in the capital budgeting literature). 

11 We referred to this yield as the “after-tax cost of capital.” Cf. the previous footnote. 



COMMUNICATIONS 439 

from which it follows that the after-tax earnings yield must be: 
8. 

(1l.c) -= p' - ~ ( p '  - r)  D /V .  
V 

- This replaces our original equation (11) (p. 272) in which we had simply 
X'/V=p'. Thus, in contrast to our earlier result, the corrected version 
(1l.c) implies that even the after-tax yield is affected by leverage. The 
predicted rate of decrease of p / V  with D / V ,  however, is still considerably 
smaller than under the naive traditional view, which, as we showed, implied 
essentiallyX'/V=p7-(p'-r)D/V. See our equation (17) and the discussion 
immediately preceding it (p. 277)." And, of course, (1l.c) implies that the 
effect of leverage on F / V  is solely a matter of the deductibility of interest 
payments whereas, under the traditional view, going into debt would lower 
the cost of capital regardless of the method of taxing corporate earnings. 

Finally, we have the matter of the after-tax yield on equity capital, Le., 
the ratio of net profits after taxes to the value of the shares.'s By subtract- 
ing D from both sides of (5) and breaking F into its two components- 
expected net profits after taxes, rir, and interest payments, R=rD-we 
obtain after simplifvina: 

From (6) it follows that the after-tax yield on equity capital must be: 

ri' 
(12.c) - = p'+ (1 - r)[p* - r ] D / S  

S 
which replaces our original equation (12), ri'/S=pr+(pr--r)D/S (p. 272). 
The new (12.c) implies an increase in the after-tax yield on equity capital 
as leverage increases which is smaller than that of our original (12) by a 
factor of (1-T). But again, the linear increasing relation of the corrected 
(12.c) is still fundamentally different from the naive traditional view which 
asserts the cost of equity capital to be completely independent of leverage 
(at least as long as leverage remains within "conventional" industry 
limits). 

IV. Taxes alzd the Cost of Capital 
From these corrected valuation formulas we can readily derive corrected 

measures of the cost of capital in the capital budgeting sense of the mini- 
mum prospective yield an investment project must offer to be just worth 

If The jb* of (17) is the same BS 0' in the present context, each measuring the ratio of net 
profits to the value of the shares (and hence of the whole h) in an unlevered company of 
the class. 
* We referred to this yield BS the <'after-tax cost of equity capital." Cf. footnote 9. 
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undertaking from the standpoint of the present stockholders. If we inter- 
pret earnings streams as perpetuities, as we did in the original paper, then 
we actually have two equally good ways of defining this-minimum yield: 
either by the required increase in before-tax earnings, d X ,  or by the re- 
quired increase in earnings net of taxes, d x ( 1  - r ) . *4  To conserve space, 
however, as well as to maintain continuity with the original paper, we 
shall concentrate here on the before-tax case with only brief footnote refer- 
ences to the net-of-tax concept. 

Analytically, the derivation of the cost of capital in the above sense 
amounts to finding the minimum value of d;ifldI for which d V = d I ,  where 
I denotes the level of new investment.16 By differentiating (3) we see that: 

d n  _ _  
l-7- 

dV 1 - T  d z  dD d r  a1 
d I  P‘ dI dI - d l -  1 - 7  (7) - =- - + ~ - > 1  if-> P“ 

Hence the before tax required rate of return cannot be defined without 
reference to  financial policy. I n  particular, for an investment considered as 
being financed entirely by new equity capital dD/dI=O and the required 
rate of return or marginal cost of equity financing (neglecting flotation 
costs) would be: 

This result is the same as that in the original paper (see equation [32], p. 
294) and is applicable to any other sources of financing where the remunera- 
tion to the suppliers of capital is not deductible for tax purposes. I t  applies, 
therefore, to preferred stock (except for certain partially deductible issues 
of public utilities) and would apply also to retained earnings were it not 
for the favorable tax treatment of capital gains under the personal income 
tax. 

For investments considered as being financed entirely by new debt capital 
dI=dD and we find from (7) that: 

(334  pD = P‘ 
which replaces our original equation (33) in which we had: 

1’ Note that we use the tern1 “earnings net of taxes” rather than “earnings after taxes.” 
We feel that to avoid confusion the latter term should be reserved to describe what will 
actually appear in the firm’s accounting statements, namely the net cash flow including the 
tax savings on the interest (our X‘). Since financing sources cannot in general he allocated to 
particular investments (see below), the after-tax or accounting concept is not useful for capital 
budgeting purposes, although it can be extremely useful for valuation equations as we saw in 
the previous section. 

Remember that when we speak of tbe minimum required yield on an investment we are 
refening in principle only to investments which increase the scale of the 6rm.That is, thenew 
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Thus for borrowed funds (or any other tax-deductible source of capital) the 
marginal cost or hefore-tax required rate of return is simply the market 
rate of capitalization for net of tax unlevered streams and is thus independ- 
ent of both the tax rate and the interest rate. This required rate is lower 
than that implied by our original (33), but still considerably higher than 
that implied by the traditional view (see esp. pp. 276-77 of our paper) 
under which the before-tax cost of borrowed funds is simply the interest 
rate, r. 

Having derived the above expressions for the marginal costs of debt and 
equity financing it may be well to warn readers at this point that these ex- 
pressions represent at best only the hypothetical extremes insofar as costs 
are concerned and that neither is directly usable as a cut-off criterion for 
investment planning. In  particular, care must he taken to avoid falling into 
the famous “Liquigas” fallacy of concluding that if a firm intends to float a 
bond issue in some given year then its cut-off rate should be set that year 
at p D ;  while, if the next issue is to be an equity one, the cut-off is p9. The 
point is, of course, that no investment can meaningfully be regarded as 100 
per cent equity financed if the firm makes any use of debt capital-and 
most firms do, not only for the tax savings, but for many other reasons hav- 
ing nothing to do with “cost” in the present static sense (cf. our original 
paper pp. 292-93). And no investment can meaningfully be regarded as 100 
per cent debt financed when lenders impose strict limitations on the maxi- 
mum amount a firm can borrow relative to its equity (and when most firms 
actually plan on normally borrowing less than this external maximum so 
as to leave themselves with an emergency reserve of unused borrowing 
power). Since the firm’s long-run capital structure will thus contain both 
debt and equity capital, investment planning must recognize that, over 
the long pull, all of the firm’s assets are really financed by a mixture of debt 
and equity capital even though only one kind of capital may be raised is 
any particular year. More precisely, if L* denotes the firm’s long-run “tar- 
get” debt ratio (around which its actual debt ratio will fluctuate as it 
“alternately” floats debt issues and retires them with internal or external 
equity) then the firm can assume, to a first approximation at least, that 
for any particular investment d D / d l =  L*. Hence, the relevant marginal 
cost of capital for investment planning, which we shall here denote by P*, 

That is, the appropriate cost of capital for (repetitive) investment decisions 
over time is, to a first approximation, a weighted average of the costs of debt 
and equity financing, the weights being the proportions of each in the 
“target” capital structure.’s 
assets must be in the same “clau” as the old. See in this connection, J. Hirshleifer, “Risk, the 
Discount Rate and Investment Decisions,” Am. Ecm. Rev., May 1961, 51, 112-20 (especially 
pp. 119-20). See also footnote 16. 

18 From the formulas in the text one can readily derive corresponding expressions for the 
required net-of-tax yield, or net-of-tax cost of capital for any given financing policy. Specifi- 
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V. Some Concluding Observations 
Such, then, are the major corrections that must be made to the various 

formulas and valuation expressions in our earlier paper. In  general, we can 
say that the force of these corrections has been to increase somewhat the 
estimate of the tax advantages of debt financing under our model and con- 
sequently to reduce somewhat the quantitative difference between the esti- 
mates of the effects of leverage under our model and under the naive tradi- 
tional view. I t  may be useful to remind readers once again that the exist- 
ence of a tax advantage for debt financing-even the larger advantage of 
the corrected version-does not necessarily mean that corporations should 
at  all times seek to use the maximum possible amount of debt in their 
capital structures. For one thing, other forms of financing, notably retained 
earnings, may in some circumstances be cheaper still when the tax status of 
investors under the personal income tax is taken into account. More im- 
portant, there are, as we pointed out, limitations imposed by lenders (see 
pp. 292-93), as well as many other dimensions (and kinds of costs) in real- 
world problems of financial strategy which are not fully comprehended 
within the framework of static equilibrium models, either our own or those 
of the traditional variety. These additional considerations, which are 
typically grouped under the rubric of “the need for preserving flexibility,” 
will normally imply the  maintenance by the corporation of a substantial 
reserve of untapped borrowing power. The tax advantage of debt may well 
tend to lower the optimal size of that reserve. but it is hard to believe that 
advantages of the-size contemplated under ’our model could justify any 
substantial reduction, let alone their complete elimination. Nor do the data 
a l ly ,  let p ( L )  denote the required n e t d t a r  yield for investment financed with a proportion 
of debt L=dD/dI .  (More generslly L denotes the proportion hnanced with tax deductible 
sources of capital.) Then from (7) w e  find: 

and the various costs can be found by substituting the spprapriate value for I.. In  particular, 
if we substitute in this formula the “target” lcverage ratio, L‘, we obtain: 

p’-p(L’)=(l-,L‘),.  

and p’ mamres the average net-of-tax cost of capital in the sense described above. 
Although the before-tax and the net-of-tax approaches to the cost of upital  provide equally 

good criteria for investment decisions when assets 31e assumed to generate pccpetusl (i.e., 
con-depreciating) streams, such is not the case when assets are assumed to have 6nite lives 
(even when it is also assumed tha1 the Grm’s assets are in a steady state age distribution EO 

that our X or EUlT is approrimatdy the same as the ne! cash Cow before rsxes). See looi- 
oote3above. In the latter event, the correct method for determining the desirability of an 
investment would be, in principle, to discount the net-of-tax stream a t  the net-of.tax cost of 
cspitd. Only under this n e t d t a x  approach would it be possible to take into account the 
deductibility of depreciation (and also to choose the most advantageous depredation policy 
for tar purposes). Note that we say that the net-of-tar approach is correct “in principlc“ be- 
cause, strictly speaking, nothing in our sn.4ysk (or anyone else‘s, for that matter) has yet 
established that it is indeed legitimate to “discount” an uncertain stream. One can hope that 
aubsequent research will show the analogy to discounling under !he certainty case is a valid 
one; but, at the moment, this is still only a hope. 
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indicate that there has in fact been a substantial increase in the use of debt 
(except relative to preferred stock) by the corporate sector during the 
recent high tax years.“ 

As to the differences between our modified model and the traditional one, 
we feel that they are still large in quantitative terms and still very much 
worth trying to detect. It is not only a matter of the two views having dif- 
ferent implications for corporate financial policy (or even for national tax 
policy). But since the two positions rest on fundamentally different views 
about investor behavior and the functioning of the capital markets, the 
results of tests between them may have an important bearing on issues 
ranging far beyond the immediate one of the effects of leverage on the cost 
of capital. 

FRANCO MODIGLIANI AND MERTON H. MILLER* 
l7 See, e.g., Merton ET. Miller, “The Corporate Income Tax and Corporate Financial 

Policies,” in S f a .  Repmts lo the Commission a Money and Credt; (forthcoming). 
’ The authors are, respectively, professor of industrial management, School of Industrial 

Management, Massachusetts Institute of Technology, and professor of finance, Graduate 
School of Business, University of Chicago. 

Consumption, Savings and Windfall Gains: Comment 
In her recent article in this Review 131, Margaret Reid attempted to answer 

previous articles by Bodkin [l] and Jones [Z] challenging the validity of 
the permanent income hypothesis. Bodkin and Jones used income and ex- 
penditure data for those consumer units who had received the soldiers’ bonus 
(National Service Life Insurance dividends) during 1950, the year of the 
urban consumption survey [4]. These honuses were regarded as windfall 
gains for the purposes of their analyses. 

Professor Reid used data from the same survey, but her windfall gains 
were represented by “other money receipts.” These are defined as “inherit- 
ances and occasional large gifts of money from persons outside the family . . . and net receipts from the settlement of fire and accident policies” [4 ,  
Vol. 1, p. xxix] . She assumed that the soldiers’ bonus was included, and that 
it accounted for about one-half of other money receipts. Here she made an 
unfortunate mistake in interpreting the data for the main critical purpose of 
her article. 

The soldiers’ bonus is not part of “other money receipts” (0) but rather 
a part of “disposable money income” (U). It is the main part of an item in 
the disposable money income category called “military pay, allotments, and 
pensions” [4, Vol. 11, p. &I. 

This would appear to alter completely the relationship of Professor Reid’s 
main findings to the Bodkii results and to change the windfall interpretation 
of the 0 variable. Surely, fire and accident policy settlements are not windfall 
income, but rather a (partial) recovery of real assets previously lost. Like- 
wise, inheritances are probably best considered as a long-anticipated increase 
in assets-not an increase in transitory income. 

The discovery of this error probably does not affect whatever importance 
Professor Reid’s secondary finding may have: I‘. . . the need, in any study of 
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Attorney General Data Request Set 1 
Question No. 95 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 95 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to Appendix E, please provide the individual company data and 
calculations used in developing the leverage factor. Please provide the data in hard 
copy and electronic formats (Microsoft Excel), with all data and equations left intact. In 
addition, please indicate the source of the data. 

Response of Columbia Gas of Kentucky: 

Please refer to the Excel spreadsheet that is attached for these data. The source of the 
data is the Annual Reports (or SEC Form IO-K) for each company, which can be 
obtained from the website of each company. 





Attorney General Data Request Set 1 
Question No. 95 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 95 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to Appendix E, please provide the individual company data and 
calculations used in developing the leverage factor. Please provide the data in hard 
copy and electronic formats (Microsofi Excel), with all data and equations left intact. In 
addition, please indicate the source of the data. 

Response of Columbia Gas of Kentucky: 

Please refer to the Excel spreadsheet that is attached for these data. The source of the 
data is the Annual Reports (or SEC Form 10-K) for each company, which can be 
obtained from the website of each company. 
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Attorney General Data Request Set 1 
Question No. 96 

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Question No. 96 

The questions in this section refer to the testimony of Paul R. Moul: 

With reference to page 40 and Appendix E, please provide all details (dates, 
amounts, underwriter, SEC filings, etc.) concerning all debt and equity offerings by the 
Company or its parent (CEG or NiSource) in the past two years (2005-2007). 

Response of Columbia Gas of Kentucky: 

Debt: 

The requested debt information is provided in attachment la ,  which details the debt 
issued by the Company in the past two years (or later if applicable). The supporting 
documents related to the debt issued are included in attachments A-E for the Company. 

Attachment A - E - Promissory Notes related to the Company debt issued. 

Equity: 

NiSource issued the following amounts of new common equity: 2006 $21.9 million, 2005 
$40.0 million, 2004 $160.8 million, 2003 $354.7 million, and 2002 $734.9 million. 
Attachment 1 b provides the detail of the 2002 equity offerings. The Company has 
supplied the SEC filings for the 2002 equity offerings in attachments F, G, and H. 
Attachments I and J will support the remarketing of PIES debentures in 2003. 
Attachments K provide a summary of Stock Options Exercised in 2004,2005, and 2006. 
Further detail of these stock options is available on page 102 of the NiSource 2006 10K. 
Schedule L support a remarketing of SAILS in 2004. 

Attachment F - 8K related to NiSource Equity Offering 
Attachment G - Prospectus Supplement related to NiSource Equity Offering 
Attachment H - Underwriting Agreement related to NiSource Equity Offering 
Attachment I - Investor Relations announcement of successful remarketing of PIES 
debentures 
Attachment J - February 13,2003 Prospectus Supplement 
Attachment K - Stock Options Exercised Summary for 2004,2005, 2006 
Attachment L - Investor Relations announcement of forward equity arrangements 



Attorney General Data Request Set 1 
Question No. 96 attachment l a  

Columbia Gas of Kentucky Respondent: P.R. Moul 

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

INFORMATION REQUESTED BY THE ATTORNEY GENERAL 
DATED APRIL I O ,  2007 

Columbia Gas of Kentucky, Inc. 
Long-term Note Issuances 

2005-2007 

Date of Date of Amount 
Issuance Maturity Outstanding 

January 5,2005 January 5,2016 $10,750,000 

January 5,2005 January 5.2026 512,375,000 

January 5,2005 January 5.2017 

January 5,2005 January 5,2013 $14,720,000 

November 1,2006 November 1,2021 516,000,000 

$4,210,000 

Note: Copies of the Promissory Notes are included as separate attachments A ~ E. 





$14,720,000 

2007-00008 AG Set 1-096 Attachment A 

PROMISSORY NOTE 

Issue Date: January 5,2006 
Due Date: January 7,2013 

FOR VALUE RECEIVED, the undersigned, Columbia Gas of Kentucky, Inc., a Kentucky 
corporation (“Borrower”), hereby unconditionally promises to pay to NiSource Finance Corp., an Indiana 
corporation (“Lender”), at such place as Lender may from time to time designate in writing, in lawful money of the 
United States of America, the principal sum of Fourteen Million Seven Hundred Twenty Thousand Dollars 
($14,720,000) together with interest on the principal balance hereof from time to time outstanding at the rate of 
5.28% per annum from the date such principal is advanced until payment in full thereof. The principal 
indebtedness evidenced hereby shall be payable on January 7, 2013. Borrower may prepay the principal amount 
hereof in whole or in part, without premium or penalty, at any time after the first anniversary of the date hereof. 
Any payment on this Note shall be applied first to accrued but unpaid interest until paid in full and second to the 
unpaid principal amount hereof. 

Interest shall be payable semi-annually in arrears on the first business day of June and December 
(commencing on June 1, 2006) and on the date on which the principal balance hereof is paid in full. Interest shall 
be calculated on the basis of a 365 day year for the actual number of days elapsed. Notwithstanding the foregoing, 
in no contingency or event whatsoever shall interest charged hereunder, however such interest may be characterized 
or computed, exceed the highest rate permissible under any law which a court of competent jurisdiction shall, in a 
final determination, deem applicable hereto. In the event that such a court determines that Lender has received 
interest hereunder in excess of the highest rate applicable hereto, Lender shall promptly refund such excess interest 
to Borrower. 

Borrower shall be in default hereunder if: (a) any amount payable to Lender under this Note is not 
paid within five (5 )  business days of the date it is due, @) Borrower shall make any assignment for the benefit of 
creditors, or (c) there shall be commenced any bankruptcy or insolvency proceedings by or against Borrower. 
Upon and after the occurrence of a default hereunder, this Note may, at the option of Lender, and without demand, 
notice or legal process of any kind, be declared, and thereupon immediately shall become, due and payable in full. 

Presentment, protest and notice of nonpayment and protest are hereby waived by Borrower. 

This Note has been delivered at and shall be deemed to have been made at Merrillville, Indiana, 
and shall be interpreted, and the rights and liabilities of the parties hereto determined, in accordance with the 
internal laws (as opposed to conflicts of law provisions) and decisions of the State of Indiana. Whenever possible 
each provision of this Note shall be interpreted in such manner as to be effective and valid under applicable law, but 
if any provisions of this Note shall be prohibited by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provision or 
the remaining provisions of this Note. Whenever in this Note reference is made to Lender or Borrower, such 
reference shall be deemed to include their respective representatives, successors and assigns. Notwithstanding 
anything herein to the contrary, Borrower may not assign or otherwise transfer any of its rights or obligations under 
this Note without the prior written consent of Lender. 

IN WITNESS WHEREOF, the undersigned has executed this Note on the issue date set forth 
above. 

COLUMBIA GAS OF KENTUCKY, INC. 

By: 

Title: 
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PROMISSORY NOTE 

$10,750,000 Issue Date: January 5,2006 
Due Date: January 5,2016 

FOR VALUE RECEIVED, the undersigned, Columbia Gas of Kentucky, Inc., a Kentucky 
corporation (“Borrower”), hereby unconditionally promises to pay to NiSource Finance Corp., an Indiana 
corporation (“Lender”), at such place as Lender may from time to time designate in writing, in lawful money of the 
United States of America, the principal sum of Ten Million Seven Hundred Fifty Thousand Dollars ($10,750,000) 
together with interest on the principal balance hereof &om time to time outstanding at the rate of 5.41% per annum 
from the date such principal is advanced until payment in full thereof. The principal indebtedness evidenced 
hereby shall be payable on January 5,2016. Borrower may prepay the principal amount hereof in whole or in part, 
without premium or penalty, at any time after the first anniversary of the date hereof. Any payment on this Note 
shall be applied first to accrued but unpaid interest until paid in full and second to the unpaid principal amount 
hereof. 

Interest shall be payable semi-annually in arrears on the frst business day of June and December 
(commencing on June 1, 2006) and on the date on which the principal balance hereof is paid in full. Interest shall 
be calculated on the basis of a 365 day year for the actual number of days elapsed. Notwithstanding the foregoing, 
in no contingency or event whatsoever shall interest charged hereunder, however such interest may be characterized 
or computed, exceed the highest rate permissible under any law which a court of competent jurisdiction shall, in a 
final determination, deem applicable hereto. In the event that such a court determines that Lender has received 
interest hereunder in excess of the highest rate applicable hereto, Lender shall promptly refund such excess interest 
to Bomwer. 

Borrower shall be in default hereunder iE (a) any amount payable to Lender under this Note is not 
paid within five (5) business days of the date it is due, (b) Borrower shall make any assignment for the benefit of 
creditors, or (c) there shall be commenced any bankruptcy or insolvency proceedings by or against Borrower. 
Upon and after the occurrence of a default hereunder, this Note may, at the option of Lender, and without demand, 
notice or legal process of any kind, be declared, and thereupon immediately shall become, due and payable in full. 

Presentment, protest and notice of nonpayment and protest are hereby waived by Borrower. 

This Note has been delivered at and shall be deemed to have been made at Merrillville, Indiana, 
and shall be interpreted, and the rights and liabilities of the parties hereto determined, in accordance with the 
internal laws (as opposed to conflicts of law provisions) and decisions of the State of Inctiana. Whenever possible 
each provision of this Note shall be interpreted in such manner as to be effective and valid under applicable law, but 
if any provisions of this Note shall be prohibited by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provision or 
the remaining provisions of this Note. Whenever in this Note reference is made to Lender or Borrower, such 
reference shall be deemed to include their respective representatives, successors and assigns. Notwithstanding 
anything herein to the contrary, Borrower may not assign or otherwise transfer any of its rights or obligations under 
this Note without the prior written consent of Lender. 

IN WITNESS WFEREOI?, the undersigned has executed this Note on the issue date set forth 
above. 

COLUMBIA GAS OF KENTUCKY, INC. 

By: 

Title: 
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PROMISSORY NOTE 

Issue Date: January 5,2006 
Due Date: January 5,2017 

FOR VALUE RECEIVED, the undersigned, Columbia Gas of Kentucky, Inc., a Kentucky 
corporation (“Borrower”), hereby unconditionally promises to pay to NiSource Finance Corp., an Indiana 
corporation (“Lender”), at such place as Lender may from time to time designate in writing, in lawful money of the 
United States of America, the principal sum of Four Million Two Hundred Ten Thousand Dollars ($4,210,000) 
together with interest on the principal balance hereof from time to time outstanding at the rate of 5.45% per annum 
from the date such principal is advanced until payment in full thereof. The principal indebtedness evidenced 
hereby shall be payable on January 5,2017. Borrower may prepay the principal amount hereof in whole or in part, 
without premium or penalty, at any time after the fust anniversary of the date hereof. Any payment on this Note 
shall be applied first to accrued but unpaid interest until paid in full and second to the unpaid principal amount 
hereof. 

Interest shall be payable semi-annually in arrears on the first business day of June and December 
(commencing on June 1,2006) and on the date on which the principal balance hereof is paid in full. Interest shall 
be calculated on the basis of a 365 day year for the actual number of days elapsed. Notwithstanding the foregoing, 
in no contingency or event whatsoever shall interest charged hereunder, however such interest may be characterized 
or computed, exceed the highest rate permissible under any law which a court of competent jurisdiction shall, in a 
final determination, deem applicable hereto. In the event that such a court determines that Lender has received 
interest hereunder in excess of the highest rate applicable hereto, Lender shall promptly refund such excess interest 
to Borrower. 

Borrower shall be in default hereunder if: (a) any amount payable to Lender under this Note is not 
paid within five (5) business days of the date it is due, (b) Borrower shall make any assignment for the benefit of 
creditors, or (c) there shall be commenced any bankruptcy or insolvency proceedings by or against Borrower. 
Upon and after the occurrence of a default hereunder, this Note may, at the option of Lender, and without demand, 
notice or legal process of any kind, be declared, and thereupon immediately shall become, due and payable in full. 

Presentment, protest and notice of nonpayment and protest are hereby waived by Borrower. 

This Note has been delivered at and shall be deemed to have been made at Menillville, Indiana, 
and shall be interpreted, and the rights and liabilities of the parties hereto determined, in accordance with the 
internal laws (as opposed to conflicts of law provisions) and decisions of the State of Indiana. Whenever possible 
each provision of this Note shall be interpreted in such manner as to be effective and valid under applicable law, but 
if any provisions of this Note shall be prohibited by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provision or 
the remaining provisions of this Note. Whenever in this Note reference is made to Lender or Borrower, such 
reference shall be deemed to include their respective representatives, successors and assigns. Notwithstanding 
anything herein to the contrary, Borrower may not assign or otherwise transfer any of its rights or obligations under 
this Note without the prior written consent of Lender. 

IN WITNESS WHEREOF, the undersigned has executed this Note on the issue date set forth 
above. 

COLUMBIA GAS OF KENTUCKY, INC 

By: 

Title: 





$12,375,000 
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PROMISSORY NOTE 

Issue Date: January 5,2006 
Due Date: January 5,2026 

FOR VALUE RECEIVED, the undersigned, Columbia Gas of Kentucky, Inc., a Kentucky 
corporation (“Borrower”), hereby unconditionally promises to pay to NiSource Finance Corp., an Indiana 
corporation (“Lender”), at such place as Lender may ftom time to time designate in writing, in lawful money of the 
United States of America, the principal sum of Twelve Million Three Hundred Seventy-Five Thousand Dollars 
($12,375,000) together with interest on the principal balance hereof from time to time outstanding at the rate of 
5.92% per annum from the date such principal is advanced until payment in full thereof. The principal 
indebtedness evidenced hereby shall be payable on January 5, 2026. Borrower may prepay the principal amount 
hereof in whole or in part, without premium or penalty, at any time after the first anniversary of the date hereof. 
Any payment on this Note shall be applied first to accrued but unpaid interest until paid in full and second to the 
unpaid principal amount hereof. 

Interest shall be payable semi-annually in arrears on the fist business day of June and December 
(commencing on June 1, 2006) and on the date on which the principal balance hereof is paid in full. Interest shall 
be calculated on the basis of a 365 day year for the actual number of days elapsed. Notwithstanding the foregoing, 
in no contingency or event whatsoever shall interest charged hereunder, however such interest may be characterized 
or computed, exceed the highest rate permissible under any law which a court of competent jurisdiction shall, in a 
final determination, deem applicable hereto. In the event that such a court determines that Lender has received 
interest hereunder in excess of the highest rate applicable hereto, Lender shall promptly refund such excess interest 
to Borrower. 

Borrower shall be in default hereunder if: (a) any amount payable to Lender under this Note is not 
paid within five (5) business days of the date it is due, (b) Borrower shall make any assignment for the benefit of 
creditors, or (c) there shall be commenced any bankruptcy or insolvency proceedings by or against Borrower. 
Upon and after the occurrence of a default hereunder, this Note may, at the option of Lender, and without demand, 
notice or legal process of any kind, be declared, and thereupon immediately shall become, due and payable in full. 

Presentment, protest and notice of nonpayment and protest are hereby waived by Borrower. 

This Note has been delivered at and shall be deemed to have been made at Memllville, Indiana, 
and shall be interpreted, and the rights and liabilities of the parties hereto determined, in accordance with the 
internal laws (as opposed to conflicts of law provisions) and decisions of the State of Indiana. Whenever possible 
each provision of this Note shall be interpreted in such manner as to be effective and valid under applicable law, but 
if any provisions of this Note shall be prohibited by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provision or 
the remaining provisions of this Note. Whenever in this Note reference is made to Lender or Borrower, such 
reference shall be deemed to include their respective representatives, successors and assigns. Notwithstanding 
anything herein to the contrary, Borrower may not assign or otherwise transfer any of its rights or obligations under 
this Note without the prior written consent of Lender. 

Ih’ WITNESS WHEREOF, the undersigned has executed this Note on the issue date set forth 
above. 

COLUMBIA GAS OF KENTUCKY, INC. 

By: 

Title: 
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PROMISSORY NOTE 

$16,000,000 issue Date: November 1,2006 
Due Date: November I, 2021 

FOR VALUE RECEIVED, the undersigned, Columbia Gas of Kentucky, Inc., a Kentucky 
corporation (“Borrower”), hereby unconditionally promises to pay to NiSource Finance Carp., an Indiana 
corporation (“Lender”), at such place as Lender may from time to time designate in writing, in lawful money of the 
United States of America, the principal sum of Sixteen Million Dollars ($16,000,000) together with interest on the 
principal balance hereof liom time to time outstanding at the rate of 6.015% per annum from the date such principal 
is advanced until payment in full thereof. The principal indebtedness evidenced hereby shall be payable on 
November 1, 2021. Bormwer may prepay the principal amount hereof in whole or in part, without premium or 
penalty, at any time after the first anniversary of the date hereof. Any payment on this Note shall be applied first to 
accrued but unpaid interest until paid in full and second to the unpaid principal amount hereof. 

Interest shall be payable semi-annually in arrears on the first business day of June and December 
(commencing on December 1,2006) and on the date on which the principal balance hereof is paid in full, Interest 
shall be calculated on the basis of a 365 day year for the actual number of days elapsed. Notwithstanding the 
foregoing, in no contingency or event whatsoever shall interest charged hereunder, however such interest may be 
characterized or computed, exceed the highest rate permissible under any law which a court of competent 
jurisdiction shall, in a final determination, deem applicable hereto. In the event that such a court determines that 
Lender has received interest hereunder in excess of the highest rate applicable hereto, Lender shall promptly refund 
such excess interest to Borrower. 

Borrower shall be in default hereunder if: (a) any amount payable to Lender under this Note is not 
paid within five (5) business days of the date it is due, (b) Borrower shall make any assignment for the benefit of 
creditors, or (c) there shall be commenced any bankruptcy or insolvency proceedings by or against Borrower. 
Upon and after the occurrence of a default hereunder, this Note may, at the option of Lender, and without demand, 
notice or legal process of any kind, be declared, and thereupon immediately shall become, due and payable in full. 

Presentment, protest and notice of nonpayment and protest are hereby waived by Borrower. 

This Note has been delivered at and shall he deemed to have been made at Merrillville, Indiana, 
and shall be interpreted, and the rights and liabilities of the parties hereto determined, in accordance with the 
internal laws (as opposed to conflicts of law provisions) and decisions of the State of Indiana. Whenever possible 
each provision of this Note shall be interpreted in such manner as to be effective and valid under applicable law, but 
if any provisions of this Note shall be prohibited by or invalid under applicable law, such provision shall be 
ineffective to the extent of such prohibition or invalidity, without invalidating the remainder of such provision or 
the remaining provisions of this Note. Whenever in this Note reference is made to Lender or Borrower, such 
reference shall be deemed to include their respective representatives, successors and assigns. Notwithstanding 
anything herein to the contrary, Borrower may not assign or otherwise transfer any of its rights or obligations under 
this Note without the prior written consent of Lender. 

I N  WITNESS WBEREOF, the undersigned has executed this Note on the issue date set forth 
above. 

COLUMBIA GAS OF KENTUCKY, INC. 

By: 

Title: 
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<TYPE>8-K 
<SEQUENCE>l 
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<TEXT> 

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM -8-K 

CURRENT REPORT 
PURSUANT TO SECTION 13 OR 15(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 

Date of report (Date of earliest event reported): November 6, 2002 

NISOURCE INC. 
(Exact Name of Registrant as Specified in Charter) 

Delaware 001-16189 
(State or Other (Commission File 
Jurisdiction of Number) 
Incorporation) 

35-2108964 
(IRS Employer 

Identification No.) 

NISOURCE FINANCE CORP. 
(Exact Name of Registrant as Specified in Charter) 

Indiana 333-49330-01 
(State or Other (Commission File 
Jurisdiction of Number) 
Incorporation) 

35-2105468 
(IRS Employer 

Identification No.) 

801 East 86th Avenue, 
Merrillville, Indiana 46410 

(Address and Telephone Number 
of Principal Executive Offices) 

(877) 647-5990 

ITEM 5. OTHER EVENTS 

On November 6, 2002, NiSource Inc. entered into a Terms Agreement 
with Banc of America Securities LLC, Credit Suisse First Boston 
Corporation, Dresdner Kleinwort Wasserstein Securities LLC, Salomon 
Smith Barney Inc., TD Securities (USA) Inc. and Wachovia Securities, 
Inc. with respect to the offering and sale of 36,000,000 shares of 
NiSource Inc. common stock at a price to public of $18.30 per share. 
The sale is scheduled to close on November 13, 2002. In connection 
with the offering, NiSource granted the underwriters a 30-day option 
to purchase up to an additional 5,400,000 shares of common stock to 
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cover over-allotments, if any. The Terms Agreement incorporates by 
reference an Underwriting Agreement of NiSource Inc. with respect to 
common stock, preferred stock and guaranties of debt securities and 
NiSource Finance Corp. with respect to debt securities, dated November 
6 ,  2002 (the "Underwriting Agreement") 

A copy of the Underwriting Agreement is filed as Exhibits 1.1 to 
this Report on Form 8-K, and is hereby incorporated by reference 
herein. 

ITEM 7. FINANCIAL STATEMENTS, PRO FORMA FINANCIAL INFORMATION 
AND EXHIBITS. 

(c) Exhibits 

The following exhibit is filed herewith: 

99.1 Underwriting Agreement, dated November 6, 2002 

SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 
1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned hereunto duly authorized. 

NISOURCE INC. 

Date: November 7 ,  2002 By: / s /  Jeffrey W. Grossman -____-__-_--__------------------ 
Name: Jeffrey W. Grossman 
Title: Vice President and Controller 

NISOURCE FINANCE CORP. 

Date: November 7, 2002 By: / s /  Jeffrey W. Grossman 

Name: Jeffrey W. Grossman 
Title: Vice President 

EXHIBIT INDEX 

Exhibit No. Description ____-__---- _--____--__ 

99.1 Underwriting Agreement, dated November 6, 2002 

</TEXT> 
</DOCUMENT> 
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Prospectus Supplement 

(To Prospectus Dated November 20,2000) 

36,000,000 Shares 

NiSource Inc. 

Common Stock 

Our common stock is listed on The New York Stock Exchange under the trading 
symbol “NI.” The last reported sale price on November 6,2002 was $18.30 per share. 

Investing in our common stock involves risks. See “Risk Factors” on page 5-6. 

Offering Price 

Discounts and 
Commissions to 
Undermiters 

Per Share Total 

$ 18.30 $658,800,000 

$ 0.549 $ 19,764,000 

Offering Proceeds to 
NiSource $17.751 $639,036,000 

Neither the Securities and Exchange Commission nor any state securities commission 
has approved or disapproved of these securities or determined if this prospectus 
supplement or the prospectus to which it relates is truthful or complete. Any 
representation to the contrary is a criminal offense. 



NiSource has granted the underwriters the right to purchase up to an additional 
5,400,000 shares of common stock to cover any over-allotments. The underwriters can 
exercise this right at any time within 30 days after the offering. The underwriters expect 
to deliver the shares of common stock to investors on or about November 13,2002. 

Joint Book-Running Managers 

Banc of America Securities LLC Credit Suisse First Boston 

Dresdner Kleinwort Wasserstein 

TD Securities 

Saiomon Smith Barney 

Wachovia Securities 

November 6,2002. 





This document is in two parts. The first is this prospectus supplement, which 
describes the specific terms of this common stock offering. The second part, the 
accompanying prospectus, gives more general information, some of which may not apply 
to this offering. 

If the description of the offering varies between this prospectus supplement and the 
accompanying prospectus, you should rely on the information in this prospectus 
supplement. 

You should rely only on the information contained in this document or to which we 
have referred you. We have not authorized anyone to provide you with information that is 
different. This document may only be used where it is legal to sell these securities. The 
information in this document may only be accurate on the date of this document. 
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INCORPORATION BY REFERENCE 

The SEC allows us to “incorporate by reference” information into this prospectus and 
prospectus supplement. This means that we can disclose important information to you by 
referring you to another document that NiSource has filed separately with the SEC. The 
information incorporated by reference is considered to be part of this prospectus and 
prospectus supplement. Information that NiSource files with the SEC after the date of this 
prospectus supplement will automatically modify and supersede the information included 
or incorporated by reference in this prospectus and prospectus supplement to the extent 
that the subsequently filed information modifies or supersedes the existing information. 
We incorporate by reference 

our Annual Report on Form 10-K for the fiscal year ended December 31,2001, filed 
February 22,2002; 

our Quarterly Reports on Form 10-Q for the fiscal quarters ended March 3 1,2002 
and June 30,2002; 

* our Current Reports on Form S-K filed May 21,2002 and November 1,2002; and 

any future filings wemake with the SEC under Sections 13(a), 13(c), 14 or 15(d) of 
the Securities Exchange Act of 1934 until we sell all of the securities offered by the 
prospectus supplement. 

You may request a copy of any of these filings at no cost by writing to or telephoning 
us at the following address and telephone number: Gary W. Pottorff, NiSource Inc., SO1 
East 86th Avenue, Merrillville, Indiana 46410, telephone: (877) 647-5990. 
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SUMMARY 

This summary highlights certain information appearing elsewhere in this document. 
This summary is not complete and does not contain all of the information that you should 
consider before purchasing the common stock. You should care@& read the “Risk 
Factors” section beginning on page S-6 of this prospectus supplement to determine 
whether an investment in our common stock is appropriate for you. Unless the context 
requires otherwise, references to “we, ’’ “us” or “our” refer collectively to NiSource and 
its subsidiaries. 

NiSource 

Overview 

NiSource is a super-regional energy holding company that provides natural gas, 
electricity and other products and services to 3.6 million customers located within the 
energy corridor that runs from the Gulf Coast through the Midwest to New England. 

We are the largest regulated natural gas distribution company, as measured by 
number of customers, operating east of the Rockies. Our principal subsidiaries include 
the Columbia Energy Group, a vertically-integrated natural gas distribution, transmission 
and storage holding company whose subsidiaries provide service to customers in the 
Midwest, the Mid-Atlantic and the Northeast; Northern Indiana Public Service Company, 
a vertically-integrated natural gas and electric company providing service to customers in 
northern Indiana; and Bay State Gas Company, a natural gas distribution company 
serving customers in New England. We derive substantially all our revenues and earnings 
from the operating results of our subsidiaries. Our primary businesses are: 

gas distribution; 

- gas transmission and storage; and 

electric operations. 

As discussed in “Recent Developments” below, we recently announced our intention 
to sell the operations of our exploration and production segment. 

Strategy 

We are focused on utilizing our core regulated gas and electric businesses to serve 
customers throughout the energy-intensive corridor that extends from the supply areas in 
the Gulf Coast through the consumption centers in the Midwest, Mid-Atlantic and 



Northeast. This corridor is home to 30% of the nation’s population and 40% of its energy 
consumption. The acquisition of Columbia Energy Group in November 2000 furthered 
this strategy by combining NiSource’s natural gas distribution assets in Indiana and New 
England with Columbia’s natural gas distribution and storage assets in Ohio and the Mid- 
Atlantic and Columbia’s interstate transmission assets. We are committed to maximizing 
our efficiency in our core regulated operations without compromising customer service 
and safety. 

Gas Distribution 

We are the nation’s second largest regulated gas distribution company based on 
volume of gas sales, with on average over 2.3 billion cubic feet per day. Through our 
wholly-owned subsidiary, Columbia Energy Group, we own five distribution subsidiaries 
that provide natural gas under the Columbia Gas name to approximately 2.1 million 
residential, commercial and industrial customers in Ohio, Pennsylvania, Virginia, 
Kentucky and Maryland. We also distribute natural gas to approximately 
765,000 customers in northern Indiana through three subsidiaries: Northern Indiana 
Public Service Company, Kokomo Gas and Fuel Company and Northern Indiana Fuel 
and Light Company, Inc. Additionally, our subsidiaries Bay State Gas Company and 
Northern Utilities, Inc. distribute natural gas to more than 327,000 customers in the areas 
of Brockton, Lawrence and Springfield, Massachusetts, Lewiston and Portland, Maine, 
and Portsmouth, New Hampshire. 
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Gas Transmission and Storage 

Our gas and transmission storage subsidiaries own and operate an interstate pipeline 
network of approximately 16,130 miles extending from offshore in the Gulf of Mexico to 
Lake Erie, New York and the eastern seaboard. Together, the companies serve customers 
in 17 northeastern, mid-Atlantic, midwestern and southern states, as well as the District 
of Columbia. In addition, Columbia Gas Transmission Corporation operates one of the 
nation’s largest underground natural gas storage systems, capable of storing 
approximately 670 billion cubic feet of natural gas. 

Columbia Gas Transmission is also participating in the proposed 442-mile 
Millennium Pipeline Project. As proposed, the project will transport approximately 
700 billion cubic feet of natural gas per day from the Lake Erie region to markets in New 
York and the northeast United States. The Federal Energy Regulatory Commission 
recently issued a certificate authorizing construction and operation of the pipeline. 

Electric Operations 

We generate and distribute electricity to the public through our subsidiary Northern 
Indiana Public Service Company. Northern Indiana provides electric service to 
approximately 434,000 customers in 21 counties in the northern part of Indiana. Northern 
Indiana owns and operates three coal-fired electric generating stations with a net capacity 
of 2,694 megawatts, three gas fired combustion turbine generating units with a net 
capacity of 186 megawatts and two hydroelectric generating plants with a net capacity of 
10 megawatts, for a total system net capacity of 2,890 megawatts. Northern Indiana is 
interconnected with five neighboring electric utilities. During the year ended 
December 31,2001, Northern Indiana generated 93.2% and purchased 6.8% of its electric 
requirements. 

Other Operations 

We provide energy-related services including gas marketing, electric transmission, 
bulk power and power trading, and participate in the development of merchant power 
projects. Through our subsidiary EnergyUSA-TPC Corp., we provide natural gas sales to 
industrial and commercial customers and engage in natural gas marketing activities. 
Through our subsidiary, Primary Energy, Inc., we develop, build, own, operate and 
manage industrial based energy projects. Primary Energy develops on-site, industrial- 
based energy solutions for large complexes having multiple energy flows, such as 
electricity, steam, by-product fuels or heated water. We participate in real estate, 
telecommunications and other businesses. We have built a fiber optics network for voice 
and data communication along our pipeline rights-of-way between New York and 
Washington D.C. 



Non-Core Divestitures 

On January 28,2002, we sold the stock of SM&P Utility Resources, Inc. to The 
Laclede Group, Inc. for $37.9 million, recognizing an after-tax gain of $12.5 million. The 
net assets of SM&P were reported as assets held for sale on the consolidated balance 
sheets as of December 3 1,2001. 

On April 30,2002, we sold the assets of the Indianapolis Water Company and other 
assets of IWC Resources Corporation and its subsidiaries to the City of Indianapolis for 
$540 million, resulting in an after-tax gain of $7.5 million. Also in April 2002, we sold 
our interest in White River Environmental Partnership, an IWC investment, to the other 
partners for $8 million, approximating book value. At March 3 1,2002 and December 3 1, 
2001, the water utilities’ operations were reported as discontinued operations. 

On July 1,2002, in order to scale back our energy trading portfolio, we sold our net 
obligations under a significant portion of our gas forward transaction portfolio, physical 
storage inventory and associated agreements to a third party. In accordance with the 
terms of the agreement, we paid $6.8 million to settle the net obligations. 

On October 11,2002, we announced our intention to sell Columbia Energy 
Resources, Inc. and its subsidiaries, including Columbia Natural Resources, Inc., our 
natural gas exploration and production business. 
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THE OFFERING 

Common stock offered 36,000,000 

Common stock to be 243,792,000 
outstanding after the 
offering 

Use of proceeds We will use the net proceeds from the sale of common stock to 
repay $281.5 million of Columbia Energy Group debentures due 
November 28,2002 and to repay short-term borrowings. 

New York Stock NI 
Exchange symbol 

The number of shares of common stock offered and to be outstanding immediately 
after this offering does not include: 

- shares of common stock that the underwriters have an option to purchase from us 
within 30 days of the date of this prospectus supplement; 

shares issuable upon the exercise of outstanding stock options held by our employees, 
executive officers and directors: and 

* shares issuable upon settlement of our Corporate Premium Income Equity Securities 
(PIES) or our Stock Appreciation Income Linked Securities (SAILS). 
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RISK FACTORS 

In deciding whether to invest in our common stock, you should consider carefully the 
following factors that could cause our operating results andfinancial condition to be 
materially adversely affected. Although we have tried to discuss key factors, please be 
aware that other risks may prove to be important in the future. New risks may emerge at 
any time, and we cannot predict those risks or estimate the extent to which they may 
affect our financial performance. You should also consider the information included in 
our Annual Report on Form IO-K for thefiscal year ended December 31,2001, as 
updated by our subsequent reports on Form IO-Q and Form 8-K. Each of the risks 
described below could result in a decrease in the value of our common stock and your 
investment therein. 

We have substantial indebtedness, which could adversely affect our fiiancial 
condition. 

We have a significant amount of indebtedness outstanding as a result of our 
acquisition of Columbia Energy Group. We had total consolidated indebtedness of 
approximately $7.7 billion outstanding as of November 1,2002. 

Our substantial indebtedness could have important consequences to you. For 
example, it could: 

limit our ability to borrow additional funds or increase the cost of borrowing 
additional funds; 

limit our ability to pay dividends at the current rate; 

reduce the availability of cash flow from operations to fund working capital, capital 
expenditures and other general corporate purposes; 

- limit our flexibility in planning for, or reacting to, changes in our business and the 
industries in which we operate; 

lead parties with whom we do business to require additional credit support, such as 
letters of credit, in order for us to transact such business; 

place us at a competitive disadvantage compared to our competitors that are less 
leveraged; 

result in a downgrade in our ratings; and 

increase our vulnerability to general adverse economic and industry conditions. 



Some of our debt obligations contain financial covenants related to debt-to-capital 
ratios and interest coverage ratios and cross-default provisions. Our failure to comply 
with any of these covenants could result in an event of default which, if not cured or 
waived, could result in the acceleration of our outstanding debt obligations. Any such 
acceleration would cause a material adverse change in our financial condition. 

Our strategy to improve our balance sheet is dependent on our ability to access 
capital markets. 

We have historically relied on commercial paper markets and fixed income capital 
markets as a source of liquidity for capital requirements not satisfied by the cash flow 
from our operations. 

In January 2002, Standard and Poor’s reaffirmed our BBB senior unsecured long- 
term credit rating and our A2 commercial paper rating with a negative outlook. However, 
on February 1,2002, Moody’s Investor Service downgraded our senior unsecured long- 
term credit rating to Baa3 and our commercial paper rating to P3 with a negative outlook. 
As a split-rated A2/ P3 commercial paper issuer, we have had our access to the 
commercial paper market significantly constrained and have met our liquidity needs by 
using our $500 million revolving credit facility, which expires in March 2003, and our 
$1.25 billion dollar facility, which expires in March 2004. As of November 1,2002, 
$473.0 million was available under these facilities. We expect to refinance a portion of 
our short-term borrowing requirements in the fixed-income capital markets. 

If we are not able to access capital at competitive rates, our ability to implement our 
strategy to improve our balance sheet will be adversely affected. This could result in a 
ratings downgrade. A further downgrade of our 
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credit rating will furfher adversely affect our ability to access one or more financial 
markets, which could negatively affect our financial results. 

Further credit ratings downgrades will increase our financing costs and the costs of 
maintaining certain contractual relationships. 

If our current ratings are downgraded, our borrowing costs will increase, as will the 
costs of maintaining certain contractual relationships. Additionally, if our ratings were to 
decline below investment grade, we would lose the ability to finance under certain 
receivables sales facilities. 

Columbia Energy Group’s current unsecured long-term credit is rated BBB by 
Standard & Poor’s and Baa2 by Moody’s. If either of these ratings were to decline below 
its current level, Columbia would be immediately required to post approximately 
$261 million in collateral (including letters of credit) to support an indemnity obligation 
relating to a forward sale of natural gas made by its exploration and production business. 
Posting collateral would adversely impact our liquidity. The exploration and production 
business is currently for sale. 

We will need additional capital to refinance indebtedness that is scheduled to 
mature and for other working capital purposes, which we may not be able to obtain. 

After this offering, we will be required to obtain significant additional capital in 2002 
and 2003 to execute our business plan, meet working capital needs and repay existing 
indebtedness scheduled to mature during the period. In particular, we will be required to 
repay, refinance or extend the following indebtedness: 

- $281.5 million of Columbia’s 6.61% Series B Debentures dueNovember 28,2002; 

- $300 million of NiSource’s 5 3/4% Notes due April 15,2003; 

$750 million ofNiSource’s 7 1/2% Notes due November 15,2003; and 

NiSource’s $500 million 364-day credit facility expiring March 20,2003. 

If we are unable to obtain additional capital to repay this debt, are unable to extend or 
renew our 364-day credit facility, are unable to remarket the securities underlying our 
PIES, or are unable to consummate the sale of our exploration and production segment in 
a timely manner, OUT operations could be materially adversely affected. 

The terms of our settlement with the Indiana Utility Regulatory Commission will 
result in credits to consumers. 



On September 23,2002, the Indiana Utility Regulatory Commission approved a 
settlement agreement that entitles electric customers of Northern Indiana Public Service 
Company to receive an amount intended to approximate $55.0 million each year in 
credits to their electric bills for 49 months. Northern Indiana’s electric customers, other 
than those on certain contract rates, will receive a credit of approximately six percent of 
the electric portion of their monthly Northern Indiana bill. The settlement was the result 
of months of negotiations among Northern Indiana, the Indiana Office of Utility 
Consumer Counselor, and a group of commercial and industrial customers. 

The Indiana Utility Regulatory Commission has denied a petition for reconsideration, 
and the approval of the settlement is currently being appealed. There can be no 
assurances that the appeal will not result in further proceedings before the Indiana Utility 
Regulatory Commission, or that such proceedings will not result in a further reduction in 
rates. 

Increased federal and state environmental regulation of NOx emissions will require 
us to incur large capital expenditures. 

The Environmental Protection Agency has recently approved Indiana state rules 
intended to reduce nitrogen oxide (NOx) levels from several sources, including industrial 
and utility boilers. The rules are part of a program 
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intended to reduce ozone levels in the eastern United States. Compliance with the NOx 
limits contained in these rules is required by May 3 1,2004. Capital estimates of our NOx 
control compliance costs range from $200 to $300 million over the next two years. 
Actual compliance costs may vary depending on a number of factors including market 
demandiresource constraints, uncertainty of future equipment and construction costs, and 
the potential need for additional control technology. 

A significant portion of the gas and electricity we sell is used for heating and air 
conditioning. Accordingly, our operating results fluctuate depending on the 
weather. 

Our energy sales are sensitive to variations in weather conditions. We forecast energy 
sales on the basis of normal weather, which represents a long-term historical average. 
Significant variations from normal weather could have, and have had, a material impact 
on energy sales. For example, record warm weather in our markets in the first quarter of 
2002 negatively affected basic earnings by 16 cents per share, when compared to the 
long-term historical average, and by 12 cents per share, when compared to the 
comparable period in 2001. 

Our electric operations are subject to economic conditions in certain industries. 

Our electric operations in northern Indiana have been and may continue to be 
adversely affected by substantial declines in sales to industrial customers, particularly to 
steel and steel related industries. While there recently has been some recovery in steel 
and steel related industries, there can be no assurances as to whether this trend will 
continue or, if so, whether sales will return to historical levels. 

Recent events that are beyond our control have increased the level of public and 
regulatory scrutiny of our industry. Governmental and market reactions to these 
events may have negative impacts on our business, financial condition and access to 
capital. 

As a result of the energy crisis in California during the summer of 2001, the recent 
volatility of natural gas prices in North America, the bankruptcy filing by Enron 
Corporation, recently discovered accounting irregularities at public companies in general 
and energy companies in particular, and investigations by governmental authorities into 
energy trading activities, companies in the regulated and unregulated utility business have 
been under a generally increased amount of public and regulatory scrutiny and suspicion. 
Recently discovered accounting irregularities have caused regulators and legislators to 
review current accounting practices, financial disclosures and companies’ relationships 
with their independent auditors. The capital markets and ratings agencies also have 
increased their level of scrutiny. We believe that we are complying with all applicable 
laws and accounting standards, but it is difficult or impossible to predict or control what 



effect these types of events may have on our business, financial condition or access to the 
capital markets. 

As a result of these events, Congress passed the Sarbanes-Oxley Act of 2002. It is 
unclear what additional laws or regulations may develop, and we cannot predict the 
ultimate impact of any hture changes in accounting regulations or practices in general 
with respect to public companies, the energy industry or our operations specifically. Any 
new accounting standards could affect the way we are required to record revenues, assets 
and liabilities. These changes in accounting standards could lead to negative impacts on 
reported earnings or increases in liabilities that could, in turn, affect our reported results 
of operations. 

Our Whiting merchant energy project is operating at a loss. 

Our Primary Energy subsidiary has developed a merchant energy facility at BP’s 
Whiting, Indiana refinery. This facility uses natural gas to generate electricity for sale in 
the wholesale markets and is expected, after plant modifications, to generate steam for 
industrial use. Recent developments in the wholesale power market have resulted in 
depressed wholesale power prices, which have substantially reduced revenues for 
participants in the market. We expect that the facility will operate at a loss in the near 
term based on the current market view of fonvard pricing for gas and electricity. We 
estimate that the after-tax loss for 2002 will be approximately $20.0 million. The 
profitability of the project in hture periods will depend on, among other things, 
prevailing prices in the energy markets and regional load dispatch patterns. 
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Your ability to recover from our former auditors, Arthur Andersen LLP, may be 
limited. 

On May 21,2002, the Board of Directors of NiSource, upon recommendation of its 
Audit Committee, dismissed Arthur Andersen LLP as the independent public accountants 
for NiSource and its subsidiaries, Columbia and Northern Indiana, and retained Deloitte 
& Touche LLP to serve as the independent public accountants of NiSource and its 
subsidiaries for 2002. 

Andersen completed its audit of NiSource’s consolidated financial statements for the 
year ended December 3 1,2001 and issued its report with respect to such consolidated 
financial statements on January 29,2002. Subsequently, Andersen was convicted of 
obstruction ofjustice for activities relating to its previous work for Enron Corp. and has 
ceased to audit publicly held companies. Because Andersen is unlikely to survive, 
purchasers of the common stock may not be able to recover against Andersen for any 
claims they may have under securities or other laws as a result of Andersen’s previous 
role as our independent public accountants and as author of the audit report for the 
audited financial statements incorporated by reference in this prospectus supplement. 
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RECENT DEVELOPMENTS 

Financial Results 

On October 28,2002, we reported our financial results for the quarter ended 
September 30,2002. For the third quarter of 2002, net income was $23.2 million, or 
$0.1 1 per share, compared to a net loss of $21.0 million, or a loss of $0.10 share, in the 
third quarter of 2001. For the nine months ended September 30,2002, we reported net 
income of $290.4 million, or $1.41 per share, compared to $149.3 million, or $0.73 per 
share, for the first nine months of 2001. All per share amounts are for basic shares. 

Proposed Sale of Exploration and Production Business 

On October 11,2002, we announced our intention to sell our natural gas exploration 
and production business, consisting of Columbia Energy Resources, Inc. and its 
subsidiaries, including Columbia Natural Resources, Inc. 

Adjustments to Minimum Pension Liability 

Due to the decline in the equity markets, the fair value of our pension fund assets bas 
decreased since September 30,2001. In addition, the discount rate used to measure the 
accumulated benefit obligation has decreased. These events have resulted in an increase 
in our estimated minimum pension liability. We recorded an additional minimum pension 
liability adjustment at September 30,2002. The adjustment resulted in a decrease to 
stockholders’ equity of $196.5 million after-tax. 

EITP Issue No. 02-3 

At meetings held in June 2002, the Emerging Issues Task Force (EITF) reached a 
consensus on Issue 1 of EITF Issue No. 02-3, requiring that all gains and losses on energy 
trading contracts and related physical transactions must be shown net in the income 
statement. The consensus was effective for financial statements issued for periods ending 
after July 15,2002. On October 28,2002, we reported our earnings for the three- and 
nine-month periods ended September 30,2002 and, in accordance with the EITF 
consensus, reflected all trading transactions on a net basis. The information in the press 
release regarding prior periods also was adjusted to reflect the new presentation. 

A summary of the EITF meeting held on October 25,2002, which was not made 
available until October 30, indicates that the EITF effectively superseded the consensus 
reached during the June meetings. The summary indicates that the requirement to present 
gains and losses on energy trading contracts on a net basis would be applicable to fiscal 
periods beginning after December 15,2002. We expect a draft of the minutes of the EITF 
meeting to be made available after November 7,2002. 



If the minutes are issued as expected, we will adopt the rules requiring net 
presentation effective January 1,2003 and will continue to report trading activities for 
physically-settled contracts on a gross basis, in accordance with our historical practice, 
through the end of 2002. If the information contained in our October 28,2002 press 
release had been presented in accordance with our historical practice, each of 
consolidated gross revenues and consolidated cost of sales for the three months ended 
September 30,2002 and 2001 would have been higher by $106.0 million and 
$621.2 million, respectively, and for the nine months ended September 30,2002 and 
2001 would have been higher by $870.9 million and $2,406.1 million, respectively. All of 
the increase is attributable to our merchant operations. Operating income for all periods 
would remain as reported in the press release. 
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USE OF PROCEEDS 

Our net proceeds from the sale of the 36,000,000 shares of our common stock in this 
offering after deducting underwriting discounts and commissions and estimated offering 
expenses payable by us will be $638,736,000 ($734,591,400 if the underwriters’ over- 
allotment option in this offering is exercised in fill). We expect to use approximately 
$290.8 million of the net proceeds from the sale of our common stock in this offering to 
repay all of Columbia’s outstanding 6.61% Series B Debentures due November 28,2002, 
and to advance the balance of the proceeds to NiSource Finance Corp. to repay short- 
term bank borrowings having an annual interest rate of 2.49% as of October 31,2002. 

CAPITALIZATION 

The following table shows our capitalization and short-term indebtedness at June 30, 
2002. The “As Adjusted” column shows our capitalization and short term indebtedness at 
June 30,2002, after giving effect to the sale of the common stock pursuant to this 
offering and the anticipated use of net proceeds, as described under the caption “Use of 
Proceeds.” This table should be read in conjunction with our audited consolidated 
financial statements and related notes for the year ended December 31,2001, 
incorporated by reference in this prospectus supplement and accompanying prospectus. 

June 30,2002 

Actual As Adjusted 

(in thousands) 

Long-term debt (excluding amounts due 
within one year) $ 5,930.5 $ 5,930.5 

Company-obligated mandatorily redeemable 
security of trust boldmg solely parent 
company debentures (PIES) 345.0 345.0 



Cumulative preferred stocks 86.1 86.1 

Common shareholders’ equity 3,579.7 4,218.4 

Total capitalization $ 9,941.3 $ 10,580.0 

Short-term borrowings (including current 
portion of long-term debt) (a) $ 1,693.5 $ 1,054.8 

(a) Excludes $43.0 million of preferred stock redeemed on October 14,2002 pursuant to 
mandatory redemption provisions. 
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PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY 

Our common stock is traded on the New York Stock Exchange under the symbol 
‘“1.” The following table sets forth, for the periods indicated, the range of high and low 
sale prices for our common stock. On November 6,2002, the last reported sale price for 
our common stock was $18.30 per share. 

Common Stock 

High Low 

Year Ended December 31, 
2000 

First Quarter 

Second Quarter 

Thud Quarter 

Fourth Quarter 

$21.69 

$19.31 

$26.56 

$31.50 

$12.75 

$16.13 

$18.13 

$23.56 

Year Ended December 31, 
2001 



First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Year Ended December 31, 
2002 

First Quarter 

Second Quarter 

Third Quarter 

$31.20 

$32.55 

$28.70 

$24.48 

$24.14 

$24.99 

$22.05 

$25.87 

$26.15 

$22.20 

$18.25 

$19.00 

$20.71 

$16.25 

Fourth Quarter (through 
November 6,2002) $18.52 $14.51 

As of October 31,2002, there were 47,743 holders of record of our common stock. 

Annual dividends paid in 2001 were $1.16 per share and paid or declared in 2002 
were $1.16 per share. Our board of directors declared the most recent dividend on 



August 27,2002, which will be paid on November 20,2002 to holders of record as of 
October 31,2002. Future dividends will be paid at the discretion of the board of directors 
and will be determined after consideration of various factors, including the earnings and 
financial condition of NiSource and its subsidiaries. 
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SELECTED HISTORICAL CONSOLIDATED FINANCIAL INFORMATION 

The following financial information is only a summary, and you should read it 
together with our historical consolidated financial statements and the related notes 
incorporated by reference in this document. 

Year Ended December 31, 
Six 

Gross 
revenues $3,273.5 

Operating 
income 

ntbs Ende 
1999(a) 2000(a) 2001 June 30,2002 

($ in millions) 

Income 
Statement 
Data 

Income from 
continuing 
operations 
lb) 

437.9 

153.9 

$6,030.7 

557.4 

141.1 

$9,458.7 

1,008.9 

212.1 

$3,582.0 

680.3 

262.7 

Cash Flow 



Informati 
on 

EBITDA (c) 

Cash 
interest, 
net of 
amounts 
capitalized 

Capital 
expenditur 
es 

Cash flows 
from 
operations 

Balance Sheet Data 

Total assets 

732.9 

152.7 

313.0 

418.1 

935.5 

244.5 

357.3 

(15.2) 

1,650.6 

518.0 

668.1 

1,042.6 

As of 
June 30,2002 

($ in millions) 

$16,757.2 

956.7 

223.7 

249.8 

876.1 



Short-term borrowings 1,693.5 

Capitalization: 

Long-term debt 5,930.5 

Company-obligated mandatorily redeemable preferred 
securities of subsidiary trust holding solely Company 
debentures 345.0 

Preferred stocks of subsidiaries 86.1 

Common stockholders’ equity 3,579.7 

Total capitalization 9,941.3 

(a) Results for 1999 and 2000 are not directly comparable to results for 2001 due to the 
acquisition of Columbia, which occurred on November 1,2000. 

(b) Includes our exploration and production operations, which we announced on 
October 11,2002 are for sale. 

(c) EBITDA is defined as operating income before depreciation and amortization 
(excludes other income and income taxes). EBITDA is not a measure of performance 
under GAAP. While EBITDA should not be considered as a substitute for net income, 
cash flows from operating activities and other income or cash flow statement data 
prepared in accordance with GAAP, or as a measure of profitability or liquidity, 
management understands that EBITDA is customarily used as a measure in evaluating 
companies. 
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MATERIAL UNITED STATES TAX CONSEQUENCES TO NON-UNITED 
STATES HOLDERS 

The following summary describes the material United States federal income and 
estate tax consequences of the purchase, ownership and disposition of common stock by a 
Non-United States Holder (as defined below) as of the date hereof. This discussion does 
not address all aspects of United States federal income and estate taxes and does not deal 
with foreign, state and local consequences that may be relevant to Non-United States 
Holders in light of their personal circumstances. Special rules may apply to certain Non- 
United States Holders, such as certain United States expatriates, “controlled foreign 
corporations,” “passive foreign investment companies,” “foreign personal holding 
companies,” corporations that accumulate earnings to avoid United States federal income 
tax, financial institutions, insurance companies, tax-exempt organizations, certain former 
citizens or former long-term residents of the United States, broker-dealers, traders in 
securities and Non-United States Holders that hold our common stock as part of a 
“straddle,” “hedge,” “conversion transaction,” “synthetic security” or other integrated 
investments, that are subject to special treatment under the Internal Revenue Code of 
1986, as amended (the “Code”). Such Non-United States Holders should consult their 
own tax advisors to determine the United States federal, state, local and other tax 
consequences that may be relevant to them. Furthermore, the discussion below is based 
upon the provisions of the Code and regulations, rulings and judicial decisions thereunder 
as of the date hereof, and such authorities may be repealed, revoked or modified so as to 
result in United States federal income and estate tax consequences different from those 
discussed below. 

If a partnership holds common stock, the tax treatment of a partner will generally 
depend on the status of the partner and the activities of the partnership. Persons who are 
partners of partnerships holding common stock should consult their own tax advisors. 

As used herein, a “United States Holder” means a holder of common stock that for 
United States federal income tax purposes is (i) a citizen or resident of the United States, 
(ii) a corporation created or organized in or under the laws of the United States or any 
political subdivision thereof or treated as a United States corporation under the Code or 
the United States Treasury regulations, (iii) an estate the income of which is subject to 
United States federal income taxation regardless of its source or (iv) a trust if (1) its 
administration is subject to the primary supervision of a court within the United States 
and one or more United States persons have the authority to control all substantial 
decisions of the trust or (2) it has a valid election in effect under applicable US.  Treasury 
regulations to be treated as a United States person. A “Non-United States Holder” is a 
holder that is not a United States Holder. 

An individual may be treated as a resident of the United States in any calendar year 
for United States federal income tax purposes, instead of a nonresident, by, among other 
ways, being present in the United States on at least 3 1 days in that calendar year and for 



an aggregate of at least 183 days during a 3-year period ending in the current calendar 
year. For purposes of this calculation, you would count all of the days present in the 
current year, one-third of the days present in the immediately preceding year and one- 
sixth of the days present in the second preceding year. Residents are taxed for United 
States federal income purposes in the same manner as United States citizens. Such Non- 
United States Holders should consult their own tax advisors for any United States federal 
income tax consequences arising pursuant to this calculation. 

IN CONSIDERING THE PURCHASE, OWNERSHIP OR DISPOSITION OF 
COMMON STOCK, YOU SHOULD CONSULT YOUR OWN TAX ADVISOR 
CONCERNING THE UNITED STATES FEDERAL INCOME TAX 
CONSEQUENCES IN LIGHT OF YOUR PARTICULAR SITUATION AS WELL AS 
ANY CONSEQUENCES ARISING UNDER THE LAWS OF ANY OTHER TAXING 
JURISDICTION. 

Dividends 

Dividends paid to a Non-United States Holder of common stock generally will be 
subject to withholding of United States federal income tax at a 30% rate or such lower 
rate as may be specified by an applicable income tax treaty. However, dividends that are 
effectively connected with the conduct of a trade or business by the Non-United States 
Holder within the United States, and, where a tax treaty applies, are attributable to a 
United States permanent establishment of the Non-United States Holder, are not subject 
to the withholding tax, but instead are subject to United States federal income tax on a net 
income basis at applicable graduated individual or corporate rates. Certain certification 
and disclosure requirements must be satisfied for effectively connected 
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income to be exempt from withholding. Any such effectively connected dividends 
received by a foreign corporation may be subject to an additional “branch profits tax” at a 
30% rate or such lower rate as may be specified by an applicable income tax treaty. 

A Non-United States Holder that wishes to claim the benefit of an applicable treaty 
rate (and avoid backup withholding as discussed below in “- Information Reporting and 
Backup Withholding Tax”) for dividends paid will be required (a) to complete Internal 
Revenue Service (“IRS”) Form W-8BEN (or other applicable form) and certify under 
penalties of perjury that such holder is not a United States person or (b) if the common 
stock is held through certain foreign intermediaries, to satisfy the relevant certification 
requirements of applicable U.S. Treasury regulations. Special certification and other 
requirements apply to certain Non-United States Holders that are entities rather than 
individuals. 

A Non-United States Holder eligible for a reduced rate of United States withholding 
tax pursuant to an income tax treaty may obtain a r e b d  of any excess amounts withheld 
by filing an appropriate claim for refund with the IRS. 

Gain on Disposition of Common Stock 

A Non-United States Holder generally will not be subject to United States federal 
income tax or any withholding thereof with respect to gain realized on a sale or other 
disposition of our common stock unless one of the following applies: 

The gain is effectively connected with the Non-United States Holder’s conduct of a 
trade or business in the United States or, alternatively, if an income tax treaty applies, 
is attributable to a permanent establishment maintained by the Non-United States 
Holder in the United States. In these cases, the Non-United States Holder will 
generally be taxed on its net gain derived from the disposition at the regular 
graduated rates and in the manner applicable to United States persons and, if the Non- 
United States Holder is a foreign corporation, the “branch profits tax” described 
above may aIso apply. 

The Non-United States Holder is an individual who is present in the United States for 
183 days or more in the taxable year of the disposition and meets certain other 
requirements. In this case, the Non-United States Holder will be subject to a 30% tax 
on the gain derived from the disposition. 

- Our common stock constitutes a United States real property interest by reason of our 
status as a “United States real property holding corporation,” or a “USRPHC,” for 
United States federal income tax purposes at any time during the shorter of the 5-year 
period ending on the date you dispose of our common stock or the period the Non- 
U.S. Holder held our common stock. We believe that we are not currently and will 



not become a USRPHC. The determination of whether we are a USRPHC depends on 
the fair market value of our United States real property interests relative to the fair 
market value of our other business assets, and there can be no assurance that we will 
not become a USRPHC in the future. As long as our common stock is “regularly 
traded on an established securities market” within the meaning of Section 897(c)(3) 
of the Code, however, such common stock will be treated as a United States real 
property interest only if you owned directly or indirectly more than 5 percent of our 
common stock during the shorter of the 5-year period ending on the date you dispose 
of such regularly traded common stock or the period you held our common stock and 
we were a USRPHC during such period. If we are or were to become a USRPHC and 
a Non-United States Holder owned directly or indirectly more than 5% of our 
common stock during the period described above or our common stock is not 
“regularly traded on an established securities market,” then a Non-United States 
Holder would generally be subject to United States federal income tax on its net gain 
derived from the disposition of our common stock at regular graduated rates. 

Federal Estate Tax 

Common stock owned or treated as owned by an individual who is not a citizen or 
resident of the United States for federal estate tax purposes at the time of death will be 
included in that individual’s gross estate for United States federal estate tax purposes, 
unless an applicable estate tax or other treaty provides otherwise and, 
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therefore, may be subject to United States federal estate tax. Estates of non-resident 
aliens are generally allowed a statutory credit that has the effect of offsetting the United 
States federal estate tax imposed on the first $60,000 of the taxable estate. 

Information Reporting and Backup Withholding Tax 

We must report annually to the IRS and to each Non-United States Holder the amount 
of dividends paid to that holder and the tax withheld from those dividends. These 
reporting requirements apply regardless of whether withholding was reduced or 
eliminated by an applicable tax treaty. Copies of the information returns reporting those 
dividends and withholding may also be made available to the tax authorities in tbe 
country in which the Non-United States Holder is a resident under the provisions of an 
applicable income tax treaty or agreement. 

Under some circumstances, United States Treasury regulations require backup 
withholding and additional information reporting on reportable payments on common 
stock. The gross amount of dividends paid to aNon-United States Holder that fails to 
certify its Non-United States Holder status in accordance with applicable United States 
Treasury regulations generally will be reduced by backup withholding at the applicable 
rate (currently 30%). 

The payment of the proceeds of the sale or other disposition of common stock by a 
Non-United States Holder to or through the United States office of any broker, United 
States or foreign, generally will be reported to the IRS and reduced by backup 
withholding, unless the Non-United States Holder either certifies its status as a Non- 
United States Holder under penalties of perjury or otherwise establishes an exemption. 
The payment of the proceeds of the disposition of common stock by a Non-United States 
Holder to or through a non-United States office of a non-United States broker will not be 
reduced by backup withholding or reported to the IRS, unless the non-United States 
broker has certain enumerated connections with the United States. In general, the 
payment of proceeds from the disposition of common stock by or through a non-United 
States office of a broker that is a United States person or has certain enumerated 
connections with the United States will be reported to the IRS and may be reduced by 
backup withholding at the applicable rate (currently 30%) unless the broker receives a 
statement from the Non-United States Holder that certifies its status as a Non-United 
States Holder under penalties of perjury or the broker has documentary evidence in its 
files that the holder is a Non-United States Holder. 

Backup withholding is not an additional tax. Any amounts withheld under the backup 
withholding rules from a payment to a Non-United States Holder can be refunded or 
credited against the Non-United States Holder’s US .  federal income tax liability, if any, 
provided that the required information is furnished to the R S  in a timely manner. These 
backup withholding and information reporting rules are complex and Non-United States 



Holders are urged to consult their own tax advisors regarding the application of these 
rules to them. 

S-16 



UNDERWRITING 

We are offering the shares of our common stock described in this prospectus 
supplement through a number of underwriters. Banc of America Securities LLC and 
Credit Suisse First Boston Corporation are acting as representatives of the underwriters. 
We have entered into an underwriting agreement with the underwriters. Subject to the 
terms and conditions of the underwriting agreement, we have agreed to sell to the 
underwriters, and each of the underwriters has severally agreed to purchase ikom us, the 
number of shares of common stock listed next to its name in the following table: 

Underwriter Number of Shares 

Banc of America Securities LLC 

Credit Suisse First Boston 
Corporation 

Dresdner Kleinwort Wasserstein 
Securities LLC 

Salomon Smith Barney Inc. 

TD Securities (USA) Inc. 

Wachovia Securities, Inc. 

Total 

13,500,000 

13,500,000 

2,250,000 

2,250,000 

2,250,000 

2,250,000 

36,000,000 



The underwriting agreement is subject to a number of terms and conditions and 
provides that the underwriters must buy all of the shares if they buy any of them. The 
underwriters will sell the shares to the public when and if the underwriters buy the shares 
from us. 

The underwriters will initially offer the shares to the public at the price specified on 
the cover page of this prospectus supplement. The underwriters may allow to selected 
dealers a concession of not more than $0.3294 per share. The underwriters may also 
allow, and any dealers may reallow, a concession of not more than $0.10 per share to 
selected other dealers. If all the shares are not sold at the public offering price, the 
underwriters may change the public offering price and the other selling terms. Our 
common stock is offered subject to a number of conditions, including: 

receipt and acceptance of our common stock by the underwriters, and 

the underwriters’ right to reject orders in whole or in part. 

We have granted the underwriters an option to purchase up to 5,400,000 additional 
shares of our common stock at the public offering price less the underwriting discounts 
and commissions. The underwriters may exercise this option solely for the purpose of 
covering any over-allotments made in connection with this offering. The underwriters 
have 30 days from the date of this prospectus supplement to exercise this option. If the 
underwriters exercise this option, they will each purchase additional shares 
approximately in proportion to the amounts specified in the table above. 

The following table shows, on a per share and total basis, the public offering price, 
underwriting discounts and commissions to be paid to the underwriters and proceeds 
before expenses to us, assuming both no exercise and full exercise of the underwriters’ 
option to purchase additional shares. 

Per Share No Exercise Full Exercise 

Public 
offering 
price $ 18.30 $658,800,000 $757,620,000 

Underwriting 
discounts 
and 
commission 
S $ 0.549 $ 19,764,000 $ 22,728,600 



Proceeds to 
NiSource $17.751 $639,036,000 $734,891,400 

We estimate that the expenses of this offering, not including the underwriting 
discounts and commissions, will be approximately $300,000. These expenses are payable 
by us. 

We have entered into a lock-up agreement with the underwriters. Under this 
agreement, we may not, without the prior written approval of the representatives, offer, 
sell, contract to sell or otherwise dispose of or hedge our common stock or securities 
convertible into or exchangeable for our common stock (other than issuances of common 
stock pursuant to the conversion or exchange of convertible securities or the exercise of 
warrants or options, grants of employee stock options or issuance of common stock 
pursuant to the exercise of such options). 
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These restrictions will be in effect for a period of 90 days after the date of this prospectus 
supplement. At any time and without notice, the representatives may, in their sole 
discretion, release all or some of the securities from this lock-up agreement. 

We will indemnify the underwriters against various liabilities, including liabilities 
under the Securities Act. If we are unable to provide this indemnification, we will 
contribute to payments the underwriters may be required to make in respect of those 
liabilities. 

Our common stock is listed on the New York Stock Exchange under the symbol 
‘“1.” 

In connection with this offering, the underwriters may engage in activities that 
stabilize, maintain or otherwise affect the price of our common stock, including: 

stabilizing transactions; 

* short sales; 

syndicate covering transactions; 

imposition of penalty bids; and 

purchases to cover positions created by short sales. 

Stabilizing transactions consist of bids or purchases made for the purpose of 
preventing or retarding a decline in the market price of our common stock while this 
offering is in progress. Stabilizing transactions may include making short sales of our 
common stock, which involves the sale by the underwriters of a greater number of shares 
of common stock than they are required to purchase in this offering, and purchasing 
shares of common stock from us or in the open market to cover positions created by short 
sales. Short sales may be “covered” shorts, which are short positions in an amount not 
greater than the underwriters’ over-allotment option referred to above, or may be “naked” 
shorts, which are short positions in excess of that amount. 

The underwriters may close out any covered short position either by exercising their 
over-allotment option, in whole or in part, or by purchasing shares in the open market. In 
making this determination, the underwriters will consider, among other things, the price 
of shares available for purchase in the open market compared to the price at which the 
underwriters may purchase shares pursuant to the over-allotment option. 



A naked short position is more likely to be created if the underwriters are concerned 
that there may be downward pressure on the price of the common stock in the open 
market that could adversely affect investors who purchased in this offering. To the extent 
that the underwriters create a naked short position, they will purchase shares in the open 
market to cover the position. 

The representatives may also impose a penalty bid on underwriters and selling group 
members. This means that if the representatives purchase shares in the open market in 
stabilizing transactions or to cover short sales, the representatives can require the 
underwriters or selling group members that sold those shares as part of this offering to 
repay the concession received by them. 

As a result of these activities, the price of our common stock may be higher than the 
price that otherwise might exist in the open market. If the underwriters commence these 
activities, they may discontinue them at any time. The underwriters may carry out these 
transactions on the New York Stock Exchange, in the over-the-counter market or 
otherwise. 

The underwriters and their affiliates have provided certain commercial banking, 
financial advisory and investment banking services to us and our affiliates for which they 
have received customary fees. Credit Suisse First Boston, a Swiss bank and an affiliate of 
Credit Suisse First Boston Corporation, is a lead arranger, syndication agent and a lender 
under our three-year revolving credit agreement. Citibank, N.A., an affiliate of Salomon 
Smith Barney Inc., and Toronto Dominion (Texas), Inc., an affiliate of TD Securities 
(USA) Inc., are co-documentation agents, and Bank of America, N.A., an affiliate of 
Banc of America Securities LLC, Citicorp USA, Inc., Toronto Dominion (Texas), Inc. 
and Wachovia Bank, National Association, formerly known as First Union National 
Bank, an affiliate of Wachovia Securities, Inc. are lenders, under our three-year revolving 
credit agreement. Bank of America, N.A., Credit Suisse First Boston, Citicorp USA, Inc., 
Toronto Dominion (Texas), 
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Inc. and Wachovia Bank, National Association are lenders under our 364-day revolving 
credit agreement. In addition, we have retained Credit Suisse First Boston Corporation as 
financial advisor in connection with our intended sale of Columbia Energy Resources and 
its affiliates, our natural gas exploration and production business. The underwriters and 
their affiliates may from time to time engage in future transactions with us and our 
affiliates and provide services to us and our affiliates in the ordinary course of their 
business. 

Approximately $170.2 million of the proceeds of this offering will be paid to 
affiliates of the underwriters to reduce borrowings under our three-year revolving credit 
agreement and our 364-day revolving credit agreement. Because more than ten percent of 
the proceeds of this offering, not including underwriting compensation, will be received 
by members or affiliates of members of the National Association of Securities Dealers 
participating in this offering, this offering is being conducted in compliance with the 
NASD Conduct Rule 2710(c)(8). Pursuant to that rule, the appointment of a qualified 
independent underwriter is not necessary in connection with this offering, as a bona fide 
independent market (as defined in the NASD Conduct Rules) exists for our common 
stock. 
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NOTICE TO CANADIAN RESIDENTS 

Resale Restrictions 

The distribution of our common stock in Canada is being made only on a private 
placement basis exempt from the requirement that we prepare and file a prospectus with 
the securities regulatory authorities in each province where trades of common stock are 
made. Any resale of our common stock in Canada must be made under applicable 
securities laws which will vary depending on the relevant jurisdiction, and which may 
require resales to be made under available statutory exemptions or under a discretionary 
exemption granted by the applicable Canadian securities regulatory authority. Canadian 
purchasers are advised to seek legal advice prior to any resale of our common stock. 

Representations of Purchasers 

By purchasing our common stock in Canada and accepting a purchase confirmation a 
purchaser is representing to us and the dealer from whom the purchase confirmation is 
received that 

the purchaser is entitled under applicable provincial securities laws to purchase the 
common stock without the benefit of a prospectus qualified under those securities 
laws; 

where required by law, that the purchaser is purchasing as principal and not as agent; 
and 

the purchaser has reviewed the text above under Resale Restrictions. 

Rights of Action - Ontario Purchasers Only 

Under Ontario securities legislation, a purchaser who purchases a security offered by 
this prospectus during the period of distribution will have a statutory right of action for 
damages, or while still the owner of the shares, for rescission against us in the event that 
this prospectus contains a misrepresentation. A purchaser will be deemed to have relied 
on the misrepresentation. The right of action for damages is exercisable not later than the 
earlier of 180 days from the date the purchaser first had knowledge of the facts giving 
rise to the cause of action and three years from the date on which payment is made for the 
shares. The right of action for rescission is exercisable not later than 180 days from the 
date on which payment is made for the shares. If a purchaser elects to exercise the right 
of action for rescission, the purchaser will have no right of action for damages against us. 
In no case will the amount recoverable in any action exceed the price at which the shares 
were offered to the purchaser and if the purchaser is shown to have purchased the 



securities with knowledge of the misrepresentation, we will have no liability. In the case 
of an action for damages, we will not be liable for all or any portion of the damages that 
are proven to not represent the depreciation in value of the shares as a result of the 
misrepresentation relied upon. These rights are in addition to, and without derogation 
from, any other rights or remedies available at law to an Ontario purchaser. The 
foregoing is a summary of the rights available to an Ontario purchaser. Ontario 
purchasers should refer to the complete text of the relevant statutory provisions. 

Enforcement of Legal Rights 

All of our directors and officers as well as the experts named herein may be located 
outside of Canada and, as a result, it may not be possible for Canadian purchasers to 
effect service of process within Canada upon us or those persons. All or a substantial 
portion of our assets and the assets of those persons may be located outside of Canada 
and, as a result, it may not be possible to satisfy a judgment against us or those persons in 
Canada or to enforce a judgment obtained in Canadian courts against us or those persons 
outside of Canada. 

Taxation and Eligibility for Investment 

Canadian purchasers of our common stock should consult their own legal and tax 
advisors with respect to the tax consequences of an investment in the common stock in 
their particular circumstances and about the eligibility of the common stock for 
investment by the purchaser under relevant Canadian legislation. 
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Relationship with Affdiates of Certain Underwriters 

We are in compliance with the terms of the indebtedness owed by us to affiliates of 
Credit Suisse First Boston Corporation, Banc of America Securities LLC, Salomon Smith 
Barney Inc., TD Securities (USA) Inc. and Wachovia Securities, Inc. The decision of 
Credit Suisse First Boston Corporation, Banc of America Securities LLC, Salomon Smith 
Barney Inc., TD Securities (USA) Inc. and Wachovia Securities, Inc. to distribute our 
shares of common stock was not influenced by their respective affiliates that are our 
lenders and those affiliates had no involvement in determining whether or when to 
distribute our shares of common stock under this offering or the terms of this offering. 
Credit Suisse First Boston Corporation, Banc of America Securities LLC, Salomon Smith 
Barney Inc., TD Securities (USA) Inc. and Wachovia Securities, Inc. will not receive any 
benefit from this offering other than the underwriting discounts and commissions paid by 
us. 

LEGAL MATTERS 

The validity of the common stock will be passed upon for us by Schiff Hardin & 
Waite, Chicago, Illinois. Peter V. Fazio, Jr., a partner of the firm who also serves as 
executive vice president and general counsel of NiSource, holds approximately 
11,400 shares of NiSource’s common stock. The underwriters have been represented by 
Dewey Ballantine LLP, New York, New York. 

EXPERTS 

The consolidated financial statements and schedules of NiSource incorporated by 
reference herein have been audited by Arthw Andersen LLP, independent public 
accountants, as indicated in their reports with respect thereto, and are incorporated by 
reference herein in reliance upon the authority of said firm as experts in giving said 
reports. 
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PROSPECTUS 

$2,500,000,000 

NiSource Inc. 

Common Stock 

Preferred Stock 
Guarantees of Debt Securities 

NiSource Finance Corp. 

Debt Securities 

Guaranteed as Set Forth in This Prospectus by NiSource Inc. 

NiSource Inc. may offer, from time to time, in amounts, at prices and on terms that it 
will determine at the time of offering, any or all of the following: 

* shares of common stock, including preferred stock purchase rights; 

shares of preferred stock, in one or more series. 

NiSource Finance Corp., a wholly owned subsidiary of NiSource, may offer from 
time to time in amounts, at prices and on terms to he determined at the time of the 
offering, one or more series of its debt securities. NiSource will fully and unconditionally 
guarantee the obligations of NiSource Finance under any debt securities issued under this 
prospectus or any prospectus supplement. 

We will provide specific terms of these securities, including their offering prices, in 
prospectus supplements to this prospectus. The prospectus supplements may also add, 
update or change information contained in this prospectus. You should read this 
prospectus and any prospectus supplement carefully before you invest. 

We may offer these securities to or through underwriters, through dealers or agents, 
directly to you or through a combination of these methods. You can find additional 



information about our plan of distribution for the securities under the heading “Plan of 
Distribution” beginning on page 19 of this prospectus. We will also describe the plan of 
distribution for any particular offering of these securities in the applicable prospectus 
supplement. This prospectus may not be used to sell our securities unless it is 
accompanied by a prospectus supplement. 

Neither the Securities and Exchange Commission nor any state securities 
commission has approved or disapproved these securities or determined if this 
Prospectus is truthful or complete. Any representation to the contrary is a criminal 
offense. 

The date of this prospectus is November 20,2000. 


