
JUL/I 1/2007/WED 05: 21 PI4 HURT, CROSBIE & MAY P, 301 

JUL 1 1  zoo7 TELECOPY COVER SHEET 
PUBLIC SERVICE 

THE EQUUS BUILDING 
127 W S T  MAIN STREET 

LEXINGTON, KENTUCKY 40507 
(859) 254-0000 

’ Pax (859) 2544763 

I3 there is a problem with tm~~~mission or if all pages are not received, 
please call (859) 254-0000 for retransmission. 

TO: FILINGS DIVISION FAX #: (502) 564-3460 

COWANY: Fublic Service C o d s s i o n  

FROM: Matthew Malone, Esq. DATE: July 11,2007 

RE: 

Number of pages including this cover page: &?- 
Case A b ,  2007-00008 /Apvlication of Columbia Gas ofKenfuckv, Inc.) 

This message is intended only for the use of the individual or entity to which it is addressed, and may contain 
information &at is PRIVILEGED, C0NFlDENTXA.L and exempt from disclosure under applicable law. If the 
reader of this message i s  no1 the intended recipient, or the employee or agent responsible for debvering t he  
message to the intended recipient, you are hereby notified that any djssemination, diseributioa or copying of this 
communication is strictly prohibited. If you have received this communication in m r ,  please norify us 
k e d i a t e l y  by telephone, and retuna ehe original IO us by mail without making a copy. Thank you. 
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(859) 254-0000 
Fac$Dmx (859) 254-4763 

July 11,2007 

ATTN: Filings Division 
Public Sewice Commission 
21 1 Sower Boulevard 
P.0. Box 615 
]Fr&f~d, K’Y 40602-06 15 

RE: Care No. 2007-00008 (2pplicaiion of Coluilzbia Gay of Kenfuciy, hzc.) 

Attached please find a copy o f  Interstate Gas Supply, h c . 3  response to the 
Commission’s data rapest. We are providing t h i s  facsimile copy to comply with the 
Commission’s order, however, we will be formally Klhg appropriate bound copies with 
tbe eOI3DJiSSion t O ~ O K O W  DO?Xhg. 

Thank. you for your attention to &is matter. Lf you have any questions, please call 
me. 

Regards, 

Matthew Malone 
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Public Service Commission's Data Request Set 1 
Question No. 1 

Interstate Gas Supply, Inc. Respondent: Scott White 

-___--- -BEFORE-THE PUBLICSERVICE COMMISSION OF.KENTUC~----------~- - 
PSC CASE NO. 2007-00008 

INFORMATION REQUESTED BY 
THE COMMISSION STAFF 

Question No. d 

Refer to the White Testimony, page 7. Mr. White states that bad debt 
expense should ba handled either by adjusting the discount that Columbia Gas of 
Kentucky, Inc. ("Columbia") charges to purchase a marketer's account receivables 
or by removing it from base rates and collecting it through the gas cost recovery 
("GCR") commodity costs. 

Explain how bad debt expense is a commodily cost that is appropriate a. 
to include the GCR commodity costs. 

b. If Columbia is purchasing IGS's account receivables and is then 
responsible for collecting or absorbing any bad debts in those receivables, explain 
how delinquent Choice customers are any different from Columbia's sales customers 
in terms of the bad debt expense. 

c. Mr. White recommends removing the monthly billing fee and the 10 
cent throughput fee. Are these fees charged to the marketers directly or are they a 
component of the customer's bill? 

d. I f  IGS is billed directly for the billing fee and the throughput fee, 
explain how IGS passes these costs through to its Choice customers. 

Response of Interstate Gas Supply inc.: 

a. Bad debt includes as a significant component billed gas commodity 
cost that is not paid by the customer. A billed gas commodity cost remains a gas 
commodity cost regardless of whether it is ultimately paid or not. As such, nothing 
changes the gas cost from being a gas cast simply because it is not paid by the 
customers and relabeled "bad debt'. Those billed gas costs that are considered part 
of the bad debt charge should remain in the GCR, since GCR customers are the 
only group that is part of the groupihat creates the cost Columbia is intending to 
recover and the unpaid costs remains a commodity charge for commodity used by 
the customer. 

_-._ ^ _ _ .  --.. "-.-...,"- ' 

! 
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Public Service Commission’s Data Request Set 9 
Question No. 4 (Cont’d) 

Interstate Gas Supply, Inc. Respondent: Scott White 

~ --------,-, .---*---.-.-el .-- - _  -___-I -.-..,- _-_ .-- ~ .___ ..-,- _-_ 
b. In response to IGS Data Request Set 1, Question l(a), Columbia 

stated the “‘ratio [for bad debt] does not include consideration for Choice marketer 
bad debt.” As such, Choice customer bad debt is a distinct and separate element 
than Sales customer bad debt, and Sales customers are in no way paying for the 
Choice customer bad debt experience, commodity or otherwise. However, inctuding 
bad debt expenses in base rates would require Choice customers to pay for Sales 
customers’ bad debt experience, as well as the bad debt experience of Chaice 
customers through the receivables discount. The inclusion of a receivables 
discount and inclusion of bad debt in base rates creates an inequity for Choice 
customers. Since the accounting and tracking of bad debt is separate betwoen 
Sales and Choice customers, the mechanism to recover the bad debt expense 
needs to be sepamte. If bad debt is going to be included in base rates, which 
Choice customers pay, a corresponding reduction in the receivables discount 
percentage needs to occur. 

i 

I 

c. The monthly billing fee of $0.20 per bill and the $0.40 per mcf 
throughput fee are charged to the marketer. 

d. The costs become part of our overall costs structure. Our cost 
structure is reflected in our commodity prices. 
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Public Service Commission’s Data Request Set 1 
Question No. 2 

Interstate Gas Supply, lnc. Respondent: Scott White 

.- 
-_____I- --BEFQRE-THE PUBLIC SERVICE COMMISSION OF KENTUCKY, -------,------ 

PSC CASE NO. 2007-00008 
INFORMATION REQUESTED BY 

THE COMMISSION STAFF 

Question No. 2 

Refer to the White Testimony, pages 12 through 15. 

a. Was Mr. White aware that the working capitai allowance of 
$48,222,713 includes amounts for materials and supplies and prepayments? 

b. Provide a schedule showing by month the volumes and dollar value 
of all gas injected into and withdrawn from storage by IGS for the months of 
September 2005 through September 2006 for its Choice program customers of 
Columbia. 

c. In the event that IGS fails to provide sufficient vohmes of natural gas 
for its Choice program customers, indicate who provides the natural gas to those 
customers on the Columbia system. 

Response of Interstate Gas Supply Inc.: 

a. it is Mr. White’s understanding from Mr. Miller’s testimony, gage 9 
lines 1-9 that $47.8 million of the $48.222 million of the working capital represents 
Columbia’s requested amount for gas in underground storage, which according to 
Mr. Miller is a result of gas in underground storage increase from $1 1.9 million to 
$47.8 million. It is Mr. White’s understanding from Schedule B-5.1 Sheet 1 of 4 from 
Witness Humrichhouse (work gaper Reference WPB 5.1) that total working capital 
allowances are $48,222,713 of which $47,790,396 are for Gas Stored Underground 
or approximately 99.1% of total working capital. The remaining $432,317 is made up 
of materials & supplies ($88,123) and Prepayments ($344,194). If is not clear what 
these items are or that Choice customers who are responsible for delivering their 
own gas to Columbia should be paying for these working capital items especially 
prepayments if those prepayments are related to gas supply 
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Public Setvice Commission's Data Request Set 11 
Question No. 2 (Cont'd) 

Interstate Gas Supply, Inc. Respondent: Scott White 

--------._- - -c .__._,_. iGS.. delivers all volumes - throughout -the -year.- as , required - by.--- - 
Columbia. If IGS were to default on a delivery as required by the program than 1GS 
is held financially responsible for such a default including replacement of gas and 
penalties. As part of the program IGS is charged a through put fee to reimburse 
Columbia for transportation and storage demand charges on upstream pipelines. Ira 
addition IGS is required to over deliver gas in the summer to so that gas is injected 
into the upstream so that Columbia will have gas available to deliver to IGS 
customers in the winter either as part of the program or in the event that IGS fails to 
provide sufficient deliveries for its choice customers. 
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Public Service Commission’s Data Request Set 1 
Question No. 3 

Interstate Gas Supply, Inc. Respondent Scott White 

-------- ---.- -.---. - BEFORE.THE .PUBLIC SERVlCE COMMISSION OF.KENTUCKY--. .___ ___, ___._____ _ _ _ _ _ _ _ .  - 

INFORMATION REQUESTED BY 
THE COMMlSSlON STAFF 

PSC CASE NO. 2007-00008 

Question No. 3 

Refer io the White Testimony, page 13. Mr. White discusses excess gas that 
is injected into storage during the summer for use in the winter. When IGS or other 
marketers inject gas into storage for the Columbia Choice customers, do they inject 
gas into Columbia’s storage system or do they inject it into another storage field not 
associated with Columbia? 

Response of interstate Gas Supply hc.: 

16s delivers natural gas to Columbia of Kentucky. IGS pays a balancing fee 
based OD the storage and transportation demand charges on upstream pipelines that 
Columbia has contracted for its sales customers. It is IGS‘s understanding that the 
over delivered gas is injected into and stored using Columbia Gas Transmission 
storage contracts held by Columbia Gas of Kentucky. 
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Public Service Commission's Data Request Set 1 
Question No. 4 

Interstate Gas Supply, Inc. Respondent: Scott White 
I 

I^.__. -._ ___--. -_________ - - BEFORE THE PUBLIC SERVICE COMMISSION OF_ KENTlJCJN __-_ .r.__^__.______. _.-_ __ _-_____ 
I PSC CASE NO. 2007-00008 
I INFORMATION REQUESTED BY 

THE COMMISSION STAFF I 
I 

I 

Question No. 4 

Refer to the White Testimony, page 15. Mr. White provides an estimate of 
$37 per Mcf as the credit for returning the working capital to suppliers who 
participate in the Choice program. 

a. Explain how IGS would return this charge to its Choice customers. 

b. Since Choice customers still receive one bill incorporating Columbia's 
delivery charge and IGS's gas cost, how would the credit be shown on the bill? 

c. Mr. White states that uncollectible expense is in essence the bad 
debt ~f sales customers for commodity sales. The bill for a Choice customer 
includes Columbia's minimum bill, Columbia's delivery charge, the marketer's gas 
cost, surcharges approved by the Commission and taxes. Explain how non-payment 
of a Choice bill would only be for the commodity cost and only for Columbia's sales 
customers. 

d. Identify States with Choice programs that allow collection of uncollecfible 
expense through the commodity cost 

Response of Interstate Gas Supply Inc.: 

a. There are various ways Po return the amount to Choice customers. 
The cleanest and liksly most appropriate manner to recover this cost is to remove it 
from base rates all together and include it as a component in the sales customers' 
gas commodity cost, through the GCR. This was recognized as appropriate recently 
in Ohio in the Vectren utility service territory, in a recent Management Performance 
Audit (05-220-GA-GCWO4-220-GA-GCR). Another alternative, although more 

--. --._ complex would be to create either a credit back through a rider to the customer, or 
provide a credit to t h ~ k ~ r ~ n s t t h e v a r i b u s c d s t s - ; a r g e a - b ~ C - d ( ~ ~ - - - - - - - - - - -  
including the 10 cent throughput charge, balancing charge and billing fee. 
Columbia's requested amount may be appropriate, given its sales customer costs, 
so it may also be necessary to take this into consideration if the credit back 
approach is considered, to ensure that Columbia continues to receive the full amount 
needed to compensate it for its working capital costs related to gas in storage, but 
from the appropriate customers. This would mean a charge back to Sales customers 
in the amount of the credit, most appropriately through the GCR, as this is a cost 
associated with providing commodity service. 
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Public Service Commission's Data Request Set I 
Question No. 4 (Conb'd) 

Interstate Gas Supply, Onc. Respondent: Scott White 

b. If the cost were included in the GCR instead of the base rates, no 
credit would be necessary. If the credit is provided to the marketer as a credit 
against the other charges that are assessed to the marketer, there would be no need 
to also show it on the bill, as the credit would offset some of the costs and would be 
reflected in the marketers overall costs structure. If a separate crediting mechanism 
was created, a separate line item could be included on the c ~ ~ t o m e r ~ '  monthly bills. 

I 

I 

e. Columbia filed for the recovery of bad debt for the commodity of sales 
customers, which would include the commodity costs, delivery charges, and 
surcharges approved by the Commission but would not include any of the bad debt 
commodity costs for Choice customers, as those costs are separately tracked by 
Columbia and recovered through the 2.5% discount. 

d. New York, specifically National Grid and Central Hudson, include bad 
debt as part of the sales customers commodity cost recovered through the GCR. 
Central Hudson and National Grid purchase marketer receivables at a discount of 
less than 1 % (currently 0.96% (CH) and 0.987% (NGD)) as compared to Columbia's 
2.5%. The Ohio Commission recognized the inequity that exists when bad debt is 
included in base, rates and has instituted a bad debt tracker, where all bad debt is 
recovered equally from all choice eligible customers. This enables the utilities in 
Ohio to purchase receivables at a zero percent (0%) discount. 

I 



P, 311 
i 

I 

I 

Public Service Commission’s Data Request Set 1 
Question No. 5 

Interstate Gas Supply, Inc. Respondent: Scott White 

5EFORE,THE PUBLIC SERVICE COMMISSION ,gF KENTUCKY - . -.- ---- .--..- -.*_. ......________ _-_. .- I--..---.- ---____ .- .- 
BSC CASE NO. 2007-00008 

INFORMATlQN REQUESTED BY 
THE COMMISSION STAFF 

Question No. 5 

Refer to the White Testimony, page 16. 

a. 
customers are paying ‘to IGS. 

Describe in detail the bad debt or uncollectible expense Choice program 

b. 
collection, or does IGS still have that risk? Explain the response. 

When Columbia purchases the supplier receivables, does it assume all risk of 

e. 
component to recover the 2.5 percent receivables discount from its customers? 
Explain the response. 

Does IGS include in i t s  commodity pricing to Choice program customers a 

Response of BnterstateGas Supp9y Inc.: 

a. Columbia has not provided the exact bad debt experience that it has had for 
Choice customers, but the 2.5% discount is intended to reimburse Cofumbia for the 
bad debt experience of Choice customers. The discount is part of IGS’ overall cost 
structure and is part of the formula for calculating offers. 

b. Columbia does not assume any risk for bad debt of Choice customers up to 
the 2.5% discount. Bad debt for Choice customers in excess of 2.5% is born by 
Columbia. Columbia has not provided the bad debt rate for Choice customers. BGS 
believes that the bad debt rate for Choice customers is analogous to the bad debt 
rate for sales customers, which is significantly less than 2.5%. 

c. 
cakuiating offsrs. 

The discount is patT of IGS’ overail cost structure and is part of the formula for 
--- -- -.- - I -  .- - 

---.---.----I--------._-.-_----- ---. -- ---_--_--_ I -.-_C_.----__--__--_-...______” ______._ 

i 
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Public Service Commission's Data Request Set I 
Question No. 6 

Braterstate Gas Supply, Ine. Respondent: Scott White 
.-.....I ._..-,- -.-._ ~ --__ ~ ._ -I_-_.-- --. - __.___ 

BEF61%EwT~E PUBbC SEdVlCE C6MMISSION"OF K!%JTUc-w 
INFORMATION REQUESTED BY 

PSC CASE NO. 2007-00808 

I THE COMMISSION STAFF 

i Question No. 6 

Refer Po the White Testimony, page 17. Mr. White states that currently 
Choice customers must pay an additional fee to include their supplier's commodity 
costs on their monthly invoice. 

a. Provide the dollar amount of the fee that 96s passes onto its Choice 
customers for this service. 

i 

b. The Small Volume Gas Transportation Service section of 
Columbia's tariff does no€ include a fee for including the supplier's commodity cost 
on the monthly bill. Explain further what fee Mr. White is referring to and haw this fee 
is assessed to Choice customers. 

c. Explain the basis for the conclusion that the invoice belongs to the 
customer. 

d. Provide a listing of the other non-commodity related services that 
are included on the invoice that Columbia does not charge an additional fee t~ 
provide. 

e. Explain the basis for Mr. White's opinion that Columbia does not 
require a fee for these other non-commodity related services. 

f. If the 10 cent throughput fee were eliminated, explain in detail why 
this would not result in all Columbia customers bearing the incremental costs of 
providing the Choice program, regardless of whether the customer was a particlpant 
in the program. In addition, explain why this is a reasonable approach for rate- 
making purposes. 

a. 
the overall IGS cost structure. 

The monthly billing fee is $0.20 per bill, which as stated previously is part of 

b. It is IIG3 understanding that the monthly billing fee is part of the 2005 
settlement stipulation (Case No. 2004-00462) and is not cost justified, rather was an 
amount included in the 2004 filing, as approved by the Commission. 

c. 
base rate charges, administrative fees and billing fees, and as such, the bill belongs 
to the customer. 

All base rate customers have paid over time for the billing systems through 
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Public Service Commission's Data Request Set 1 
Question No. 6 (Cont'd) 

interstate Gas Supply, Inc. Respondent: Scott White 

,-,..-..----. - - _ - -  ..--_ I_____ _ _ _ _  _ , _ _ _ _ _ _  __-_ _.. d. . It is IGS' understanding that Columbia includes warranty charges on the 

Partners, which it is IGS' understanding is owned by Utility Service Partners, a 
company unrelated to Columbia. It is also IGS' understanding that Columbia has an 
affiliated company that also includes warranty product charges on customers' bills. 

, customers' bills for products and services being provided by Columbia Service 
I 

I- 

e. 
for other services, no amount was included for that account. Therefore, it is IGS' 
understanding that no revenue is received for billing other serwices. 

Based upon the Columbia filed list of accounts, one of which was revenues 

a. 
recovered. The 10 cent charge was not costs based (see Columbia response to IGS 
Data Request Set 1, Question No. 18, stating "the marketer charge is not cost 
based") Therefore, IGS does not believe that there are any incremental costs 'to be 
recovered that have not already been recovered by payment of the fee over the past 
several years. In addition, Columbia has not requested any amaunt for such costs 
and, therefore, the costs, if any would not be recovered from anyone, Choice or 
Sales if the fee was eliminated. 

Columbia has not demonstrated that there are any incremental casts to be 


