DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

1. Please refer to the company’s answer to PSC 2-46. Would the company agree that its loss of
$867,900.00 in acct no. 1.823.0000, Storage Gas Losses, is not a normally recurring
expense? If not, please explain in detail.

Response:

Please refer to PSC-2, Item 46 and PSC-3, Item 15.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

2. Please refer to the company’s answer to PSC 2-6. With regard to increase in Outside
Services — Accounting costs, please indicate the portion of these costs that are recurring
and the portion that are non-recurring. In responding to this question, please provide
these costs for the last five years.

Response:

The method change is discussed in PSC-3, Item 16. Delta has filed a different method change in
each of its three most recent tax years. The costs incurred for the method change under IRC 162
have already proved beneficial to the customer by accelerating tax deductions which reduced rate
base in this case by approximately $3,200,000. The amounts charged to Outside Services —
Accounting for the last five years are as follows:

2009 - $397,000
2008 - $258,000
2007 - $262,000
2006 - $265,000
2005 - $310,000

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

3. Please refer to the company’s answer to PSC 2-6. With regard to increase in medical
coverage expenses, please provide these costs for the last five years, breaking out
separately the expenses associated with medical coverage and stop loss premiums.

Response:
The following are the calendar year medical coverage expenses:

2009 — $1,526,852
2008 — $1,427,000
2007 —$1,574,000
2006 — $985,000

2005 — $1,348,000

The above includes the following stop-loss premiums:

2009 — $293,000
2008 — $265,000
2007 — $204,000
2006 — $193,000
2005 - $181,000

Sponsoring Witness:

Matthew D. Wesolosky






Response:

a.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION

DATED JUNE 21, 2010

Please refer to the company’s answer to AG 1-24. With regard to Delta works orders 525-
484, 525-490, 525-528 and 525-579, these projects are described as being necessary to
increase Delta’s off-system transportation capacity.

a.

How much of the expenses associated with these projects are to be recovered
through Delta’s Off-System Transportation tariff?

Does Delta believe that these expansions provide benefits to its other ratepayer
classes? If so, please describe those benefits in detail for each class.

With regard to Mr. Seelye’s testimony Page 17, Lines 1-4. Does the rate increase
proposed for the Off-System Transportation tariff fully recover the costs of these
expenses? If not, please explain in detail why not.

Referring to your answer to part C of this question. If the costs of these expansions
are not fully covered by the increase proposed in the Off-System Transportation
tariff, would Mr. Seelye agree that the other classes of ratepayers are subsidizing the
Off-System Transportation customers? If not, please explain in detail why not.

What is the effect of the expansions for off-system transportation capacity upon
Delta’s proposed depreciation rates?

If the costs of these expansions were excluded, what would be the effect on Delta’s
pro forma depreciation expense? If the company declines to perform the necessary
calculations, please provide the relevant information necessary to perform these
calculations as part of your response.

Please refer to Seelye Exhibit 6, Page 20. Given that the expansions referenced
herein were specifically for off-system transportation customers, why are no
depreciation expenses included in the allocation for unit cost?

It is evident from the increase in plant in service allocated to Off-System Transportation
from Case No. 2007-00089 to Case No. 2010-00116 that essentially all of the costs
associated with work orders 525-484, 525-490, 525-528 and 525-579 were allocated to
Off-System Transportation. In the cost of service study submitted in Case No. 2007-
00089, $15,991,076 of transmission-related plant in service was allocated to Off-System
Transportation. (See Case No. 2007-00089, Seelye Exhibit 6, page 1.) In the cost of
service study submitted in Case No. 2010-00116, $23,496,637 of transmission-related
plant in service was allocated to Off-System Transportation. (See Case No. 2010-00116,



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

Seelye Exhibit 6, page 1.) Therefore, the increase in plant in service allocated to Off-
System Transportation from Case No. 2007-00089 to Case No. 2010-0011 was
$7,505,561 ($23,496,637 - $15,991,076 = $7,505,561).

Yes.  Although these projects were largely driven by growth in Off-System
Transportation and are supported by increased revenue from Off-System Transportation
customers, these work orders were for system upgrades or replacement of transmission
facilities used by all customers. Specifically, Delta's transmission facilities are used to
deliver natural gas from its storage operations and interstate transmission lines to the
distribution system, from which all customer classes derive some benefit.

Yes.

Not applicable. See response to c.

The expansions did not affect the proposed depreciation rates. They have not been in
service for a sufficient amount of time to affect the average service life for any account in

the depreciation study.

The Company has not prepared the requested analysis. Please see response to AG 1-24
and the Seelye Exhibit 11 for the information necessary to perform the analysis.

Depreciation expenses related to the projects are included in the allocation for purposes
of calculating the unit costs.

Sponsoring Witness:

William Steven Seelye






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION

DATED JUNE 21, 2010

5. Please refer to the Seelye testimony, Page 13, Line 12. With regard to the Special
Contracts customers, please provide.

a. A breakdown of revenue from each special contract customer by customer and
month for the last five year.

b. A breakdown of the throughput (usage) of each special contract customer by
customer and month for the last five years.

c. Please provide a copy of the contract for each special contract customer, including
the inception and expiration dates of the contract.

d. Do the contracts Delta has with its special contracts customers contain any price
escalation clauses? If so, please provide the relevant language, by customer, for
each special contracts customer.

€. Given that the rate of return listed in Seelye Exhibit 6, Page 16 indicates that the
Special Contracts customer class is only returning 0.79% to the company, please
explain in detail the company’s reasoning behind its decision to exclude Special
Contract customer from any increase.

Response:

a. See attached.

b. See attached.

c. & d. Contracts are confidential and are on file with the PSC.
e. Please refer to Item 7 of this request

Sponsoring Witness:

Matthew D. Wesolosky
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DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

6. Please refer to the Seelye testimony, Page 19, Lines 6-18. With regard to the projects
listed in the response to AG 1-24, concerning expansions necessary to increase Delta’s
off-system transportation capacity:

a.  Please indicate how these costs were allocated under Mr. Seelye’s cost of service
study.

b. Please indicate where in Exhibit 5 & 6 these costs can be found.

Response:

a. As with all transmission-related plant in service, costs associated with work orders 525-
484, 525-490, 525-528 and 525-579 are allocated on the basis of the maximum demand
for each rate class.

b. Costs associated with work orders 525-484, 525-490, 525-528 and 525-579 are included
in the row labeled "325-371 Transmission" on page 1 of Seelye Exhibit 5 and are

included in the row labeled "Demand" under the heading "Transmission" on page 1 of
Seelye Exhibit 6.

Sponsoring Witness:

William Steven Seelye






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

7. Please refer to the Seelye testimony, Page 13, Lines 2-3. As the increases in revenue
proposed by the company allocate no increase to the Special Contracts customers, would
Mr. Seelye agree that as a result of this treatment, the Special Contracts customers are
being subsidized by the other customer classes? If not, please explain in detail why not

Response:

No. Without the special contracts, the special contract customers would have bypassed Delta's
system, used other fuels, or not located on Delta's pipeline facilities. Thus the revenues earned
from them are incremental to Delta's system and benefit Delta's other customers by providing
annual revenues that would otherwise not be collected, thereby reducing the revenue requirement
from other customer classes. The special contracts for those customers were negotiated to obtain
as much revenue as possible from them. Another significant goal was to attract industry and jobs
to Delta’s service area and to be able to be competitive with other alternatives that the potential
customers were considering. This helped Delta promote economic development and job creation
in Kentucky. Due to the fixed nature of the special contract rates, they were not proposed to be
adjusted in this rate filing. This is consistent with the treatment in Delta’s prior rate cases.

Sponsoring Witness:

William Steven Seelye






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

8. Please refer to the Blake testimony, Page 14, Lines 16-20. Dr. Blake notes that Delta is
about 54.5% debt financed based on its capital structure in this case. Would Dr. Blake agree
that the company, rather than its ratepayers, controls the amount of debt assumed by the
company? If not, please explain in detail why not.

Response:

Dr. Blake responds with a qualified yes. Although Delta is the entity that actually arranges for
and incurs the debt, there are a number of factors which are outside of Delta’s control that affect
the level of debt that Delta assumes. Thus, Dr. Blake would not agree with the statement that
Delta has complete control over the amount of debt assumed by the Company. These factors
include the return on equity and return on capital allowed by the Commission in previous rate
cases, the price of natural gas, and efficiency measures adopted by customers. Delta requires
sufficient funds to meet the expenses that it incurs in providing safe, reliable service to its
customers, which is quantified as its revenue requirement. The majority of the costs of running a
natural gas distribution system are fixed costs with the notable exception of the natural gas
commodity itself. Any under recoveries of natural gas commodity costs are financed with debt
until these costs can be recovered later through the GCR. Since natural gas prices are clearly
outside of Delta’s control, Dr. Blake believes that the debt incurred to meet any under recoveries
is outside of Delta’s control, and thus the level of debt necessary to fund these under recoveries
on the natural gas commodity is outside of Delta’s control. Additionally, at the present time,
Delta recovers no interest expense on these under recoveries. An insufficiently low rate of return
combined with unanticipated expenses can also result in the need to incur debt in order to have
sufficient funds to provide safe, reliable service. Both the authorized rate of return and
unanticipated expenses are outside of Delta’s control. Reduced usage per customer combined
with a rate design that collects fixed costs through the volumetric charge could also result in
insufficient funds that require debt financing. Although Delta has some control over the debt that
it assumes, there are a host of other factors that also impact on debt levels.

Sponsoring Witness:

Martin J. Blake






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

9. Please refer to the Blake testimony, Page 27, Lines 7-12. Please list all cases in which Dr.
Blake’s recommendation of a size premium was adopted by the relevant jurisdictional
authority. As part of this answer, please provide the case number, state, and the date of
the decision.

Response:

Dr. Blake used a size premium in recommending a return on equity in KPSC Case No. 2004-
00067, a prior Delta rate case. In this proceeding, the Commission allowed a 10.5% return on
equity which was above the ROE recommended by the AG and below the ROE recommended by
Delta. In its Order dated November 10, 2004, the Commission stated that “we are of the opinion
that Delta has risks that should be recognized, such as its small size and its equity position
(emphasis added). The Commission finds that the AG's recommended ROE does not fully reflect
these risks, and that Delta's recommended ROE overstates them.” This statement is recognition
by the Commission that a size premium is appropriate and the issue is the appropriate magnitude
of the size premium. Use of a size premium for small companies is based on recent advances
described in the finance literature and is described in detail in the book, 2010 Ibbotson Stocks,
Bonds, Bills and Inflation Valuation Yearbook published by Morningstar, Inc.

Sponsoring Witness:

Martin J. Blake






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

10.  Please refer to the Blake testimony, Page 2, Lines 9-12. Regarding Dr. Blake’s testimony
in Delta’s prior rate cases, please indicate the return on equity recommended by Dr.
Blake in those cases.

Response:

Dr. Blake recommended the following returns on equity in Delta’s previous rate cases in
Kentucky:

a) Case No. 99-046 — Dr. Blake recommended a 13.9% return on equity if Delta’s actual
capital structure with 30% equity was used and recommended an 11.9% return on equity
if an imputed capital structure with 43.5% equity was used.

b) Case No. 2004-00067 - Dr. Blake recommended a 12.5% return on equity.
c) Case No. 2007-00089 — Dr. Blake recommended a 12.1% return on equity.

Sponsoring Witness:

Martin J. Blake






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

11. Please refer to Tab 27, Schedule 8. Please provide the monthly balances and cost rates for
both long term and short term debt for the last five years.

Response:

See attached.

Sponsoring Witness:

John B. Brown



000'6v6'85 $ | 000'6v68E $ | 000 726'8€ § | D00'VO0'6E $ | COO'FPED'SE $ | 000'990'6E $ | 000'0FL'6E § | 000°0¥L'6E $ | 000°08L°65 $ | 000°05Z'6€ $ | 000'S0£'6€ $ | 000°88E'6E $ | SeION AuenenD %62°S
000°0L5'6¢ $ | 000'SES'6L $ | 000°Z56'61 $ | 000°/8S'61 $ | 000'26G'61 $ | 000°'219'6L § | 000'659'6L $ [ 000'¥99'61 $ | 000'629'61 & | 000'6£9'61 $ | 000'689'6L § | 000'cEL'6L § seinuagad %/
60-220 60-AON 60390 60-dog 60-bny 60-inp 60-unp 60-Aen 60-1dy 6018 60-994 60-uep
000'C0S'6E $ | 000'SZS'6E § | 000°Z5S'6E $ | 0002096 $ | 000'209°6E & | 000°/29'6E $ | 000°Zr9'6E $ | 000°259'6€ $ | 000'229°6E $ | 000°2L9'6€ $ | 000°229'6E § | 000°229'6E § | SOION AUSMEND %G5S
000'092'61 $ | 000°022°61 $ | 00001861 $ | 000'0+8'6L $ | 000°9.8'61 $ | 000'9.8'61 $ | 000°9/8'61 $ | 000°068'61 $ | 000'526'61 $ | 000'526'6L $ | 000'SZ6'6L $ | 000'GZ6'61 § sainjueqaq %,
80-22Q 80-AON 80-1°0 g0-dog g0-bny so-inp go-unp 80-Ae g0-1dy 80-1eW 80-994 go-uep
000296 § | 000'602'6E $ | 000°LGL'6E $ | 000'SZL6E $ | 000°028'6€ $ | 000'S¥E'6E § | D00'SYR'6E $ | 000'SG8'6E $ | 000'SS8'6E § | D0D'GS8'6E $ | 000°'5S8'6€ $ | 000'658°6E $ | SION AudLEND %5L'G
000'Gz6'61 $ | 000'2E6'6L § | 000'2E6'61 $ | 000°ZE6'6L $ | 000'2€6'61 $ | 000°2E6'6L $ | 000°086'61 $ | 000'066'61 $ | 000'066'6L $ | 000'066'61 $ | 000°066'61 $ | 000'066'61 $ saunueqad %/
10-93Q L0-AON 10320 Lo-deg L0-bny Lo-Inp 0-unp 10-Ae 10-1dy L0-1el 10-924 Lo-uep
000'088'6E $ | 000'G.6'6E $ | 000°000°0F § | 000°000'0Y $ | 000°000°0¢ $ | 000°000°0% $ | 0000000 $ | 000°000°0% $ | 000'000°0V $ SSJON ApBLeNnD %G/'G
000'066'61 $ | 000'066'61 ¢ | 000°066'61 $ | 000'066'61L $ | 000°066'61 $ | 000'066'61 $ | 000'066'6L $ | 000°066'61L $ | D00°066'6L $ | 000'066'61 $ | 000'066'61 $ | 000'066'61 $ saimuagaq %/
- $ 1 000229'c2$ | 000'229'c2$ | 000°'2/9'c2$ | 000'189'€C $ | saInuagad %S L
- ¢ | 000'691'0L$ | 000'691°0L$ | 000'691'0L$ | 000°0LL'0L $ | S8Imuegaq %5299
90-99¢ 90-AON 90-320 g0-deg go-bny go-inp gg-unp 90-Aely 90-1dy 90-1e 90-q994 90-uefr
sojoN ApsHend %5/°G
000'066'61 $ | 000°000'02 $ | 000°000'02 $ | 000°000'02 $ | 000°000°02 $ | 000°000'0Z $ | 000°000°0Z $ | 000°000'0Z $ | 000°000°0Z $ | 000°000°0Z $ | 000°000'0Z $ | 000'000'02 $ sainjusgad %/
000°189'c2$ | 000'189°c2$ | 000'902°€2$ | 000'902'c2$ | 000'evL'ezs | 000'892'c2$ | 000'892°€2$ | 000'G2L'€2$ | 000'28L°€2$ | 000'28L°€2$ | 000°282°€2$ | 000°282°€C $ | seImuegad %SL°L
000'021'01$ { ooo'ggL'oL$ | 000'981°01$ | 000'6£5°0LS | 000°6/5'GL$ | 000'P2Z5°0LS | 000'685°0L$ | 000°'965°0L% | 000'965'0L$ | 000'909°0L$ | 000'009°'0L$ | 000'989°0L $ | Saimuegag %5299
50-990Q S0-AON $0-1°0 Go-dog 50-bny so-inp so-unp so-Aew Go~1dy S0-1e S0-094 go-uep jgoQq uusj-buo
199 wis} Hoyg pue wa) Buo
10} sajey }3$09 pue sasuejeg A[YJuonw
Z 10 | abed 91100-010Z 'ON 9seD
L} woll -ou ‘Auedwo)  ~ jeamieN ejd2Qq




212'v86'/c$ | EvL'626'228 | 159'1¥6'828 | 09L'vOV 0SS | 90E'S8Y'ZES | GSE'9E0°GES | 268'0vE'0E § | 082'8¥9'6E $ | 068'196'GE 298'1ve'62$ | £1£°698°02 $ | 0G5L'€8G'EL $ | auil pasnun souejeg
%05Z1°0 %0SZ1°0 %0§21°0 %0G2L°0 %0SZL0 %0SZL°0 %06Z1°0 %0G24°0 %0G21°0 %0620 %0G2Z1°0 %0521°0 8UlT PasNUA §0 103

8Z.'GL0CLS | 158'020°CL S | 6VE'CSO'LLS | OVB'SES'6 $ | ¥69'vLG'. $ | S¥O'E96'y $ | €0L'ese'e $] 022168 $ | OLL'SE0Y €EL'859°0L$ | £89°'PEL'6L $ | 058'9LY'9Z ajqehed 8joN
%9veL’L %GEVL L %9S¥.°L %29S.L°L %EBLL'L %2908} %2908’} %EPOL’L %052’ L %2ove L %E691°} %298L°'L  geQ ulaL-Hoys JO 150D
60-902Q 60-AON 60320 60-das 60-bny 60-inr eo-unp 60-Aeiy 60-1dy 60-1eN 60-994 60-uep

Syz'Lye'LL$ | 961°20E'6 $ | 96¢'915'21$ | 999°10€'SL$ | 916'GLO'81$ | 852°0z9'62$ | 602121 EE ¢ | 000'000°0V $ | 000°000'0Y 8L8'z1.'9¢e$ | 9285’62 $ | ¥62'608'L $ | Bl pesnun soueleq
%06Z1°0 %052L°0 %0S21°0 %0SZL'0 %06ZL°0 %0G21°0 %0521°0 %052ZL°0 %0821 °0 %0S24°0 %06Z1°0 %0G21°0 aul pasnuf Jo 180D

§52°259'8¢$ | ¥08'169'08$ | ¥0S'S8Y' /2% | PEE'869'72S | ¥BO'VBE LCS | eye'ele'vIS | 162'828°0 S - $]- zslizag'e $ 1 v29'Lvb'0L $ | 902°069'8L a|qeded ajoN
%2992 %ZLEEE %GeSL 'Y %8GET'E %00L2°¢ %ZLLZE %G202°E %0LEY'E %005¥'€ %9098°€ %CL68'E %00SE'S  hgaQ uue-Houg Jo 1509
80-09Q 80-AON 80190 go-dog g0-bny g0-Inf go-unp 80-Aely g0-idy 20-1eIN 80-994 g0-uep

£58'L02°91$ | 801'2P9°9L$ | 022'2SZ'02¢ | 995°0Ly Lz | S29'590°52$ | 888°L¥2'08S | 280°0L8'GE $ | 000'0000F $ | 000°000°0F 99£'961°98$ | L9522 L€ $ | 8v6'508'92 $ | Bur pesnun souejeg
%0621°0 %0S2L'0 %0SZ1'0 %0SZL°0 %06ZL'0 %0521 0 %0520 %0S2L°0 %0520 %0824'0 %0621°0 %0G21°0 auf7 pasnuf Jo 1509

y1'862°cz$ | 268°LG€'€TS | 082°LV.'6LS | ¥EV'685'8LS | SLE'vEE' VLS | 2LL'2SL'e $ | a16'B8L'Y |- $]- ¥E9'€08°C $ | cev'225'8 $ | 2so'vel'El $ s|qeAed 310N
%2986'S %SLEV'S %9028°S %0022°9 %G/2¢'9 %00ZE'9 %002€°9 %002€'9 %002E'9 %00ZE'9 %002€°9 %802E'9  pgaQ uLe L-HoYS J0 150D
L0-98Q L0-AON 10320 Lo-dag Lo-Bny Lo-inp Lo-unp L0-Aely 20-1dy L20-1e 10-994 Lo-uep

¥59'c58'ce$ | £6'G18'GZ$ | BYO'E0V'G2$ | £82'22v'GeS | 225'Y16'828 | $66'626°LES | 995°856'ZE $ | L12'L9Z'9E $ | DDO'DOO'OY 6YH'0£E°L28 | ¥92°720'02% ) L2L'609'yL $ | aui pasnup souejeqy
%0621°0 %0620 %0821°0 %0G2L°0 %0S2L'0 %06ZL°0 %0S21°0 %0521°0 %05¢1'0 %08Z1°0 %0SZL'0 %0G21°0 aulq pasnun Jo 1s0D

9vE'gyL'ZLE | €90'VBL'PLS | 256'965°FLS | 192°2.6 VLS | £2F'680°L1S | S00'P20'8 $ | vEP'OVD'. S 682°982°L ¢ - 165'699°'71$ | 982'Z26'6L $ | 622°06£°G2 3 sjqeded ajoN
%005£°9 %002€'9 %81ZE'9 %00€E'9 %006€°9 %EVEE'D %E6ZL'9 %0070'9 %EBZ8'S %00V9'S %90.5°S %006E'S  jged WLs1-HoYS JO 1S0D
90-28Q 90-AON 90-°0 gp-dog 90-Bny 90-inp gp-unp 9p-Aepy 90-1dy 90-1e 90-qo4 gQ-uep

£.9'596'L $ | 2Ev'065'cL$ | S0L'8ST'6LS | e5e' ey vES | vPE289'828 | v28'p2L'CeS | 828'0v0'vE ¢ | 980'262°98 $ | Sev'zeL'SE 00£'10.'2¢$ | 909'265'82 $ | 026°L66'€Z § | Bur pasnun souejeg
%0SZ1°0 %0SZL0 %0SZ1L°0 %0520 %0GZ1L°0 %000€°Q %000€"0 %000€E°0 %0000 %000£°0 %000£°0 %0000 auj pasnup 10 1s0D

125'vE0'2ES | £95'60¥'92% | 568'LY2 028 | Lv2'805'GL$ | 959'zoe’L1$ | 9z1'6/8'L $| 22L'BS6'S $ | ¥16°202'E $ | G5 /08 00€'862°L $ | ¥BE'ZHY 1L $ | 084'800°9L $ sjqeded ajoN
%ELLE'S %0060°G %4€98'Y %Z9LLY %LEES Y %00VE 'V %00¥L ¥ %2880t %0029°S %002.°¢ %0085°E %000F'E  hgeq uus]-Hoys jo 150D
50-09( G0-AON 50-390 G0-deg S0-Bny so-inp Sg-unp S0-Aep 50-1dy S0~ S0-99d gg-uer jgaQg uus-poys

1qaQg uuaj-Joyg pue uiaj-buon
10} sajey 3s0 pue sasuejeq A|yjuoy
Z jo Z obed 91100-010¢ 'ON 9se)
11 wey *ouj ‘Auedwon |einyeN ejeg







DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

12. Please refer to Tab 27, Schedule 4, Line 18, Account No. 352 — Storage Wells. In Delta’s
last rate case (2007-00089) this accounts balance was $360,583.00, the current rate case
lists this balance as $2,876,146.00. Please provide a description, in detail, explaining the
increase in the account balance including the customer classes affected by the increase.

Response:

The increase is attributable to work orders 525-559 and 525-570 further discussed in AG-1,
Item 24.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

13.  Please refer to Tab 27, Schedule 4, Line 28, Account No. 3651 — Land & Rights. In
Delta’s last rate case (2007-00089) this accounts balance was $56,999.00, the current rate
case lists this balance as $140,670.00. Please provide a description, in detail, explaining
the increase in the account balance including the customer classes effected by the increase.

Response:

Investment in land and rights includes the purchases of land to be used for compressor sites
($84,000.00).

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

14. Please refer to Tab 27, Schedule 4, Line 31, Account No. 366 — Structures &
Improvements. In Delta’s last rate case (2007-00089) this accounts balance was
$182,239.00, the current rate case lists this balance as $250,172.00. Please provide a
description, in detail, explaining the increase in the account balance including the customer
classes effected by the increase.

Response:

Investment in transmission structures and improvements from 2007 through 2009 includes the
installation of metal buildings/sheds at compressor sites ($35,000) and fencing and
improvements to these sites ($34,000). Amount of investment was partially offset by

retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

15. Please refer to Tab 27, Schedule 4, Line 32, Account No. 367 — Transmission Mains. In
Delta’s last rate case (2007-00089) this accounts balance was $41,447,022.00, the current
rate case lists this balance as $42,032,176.00. Please provide a description, in detail,
explaining the increase in the account balance including the customer classes effected by
the increase.

Response:

Investment in transmission mains from 2007 through 2009 includes installation of new mains
($528,000) and replacements of existing mains ($517,000). Amount of investment was partially
offset by retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21,2010

16. Please refer to Tab 27, Schedule 4, Line 33, Account No. 368 — Compressor Station
Equipment. In Delta’s last rate case (2007-00089) this accounts balance was
$2,463,406.00, the current rate case lists this balance as $7,576,006.00. Please provide a
description, in detail, explaining the increase in the account balance including the
customer classes affected by the increase.

Response:

The majority of the increase is attributable to work orders 525-528 and 525-579 further discussed
in AG-1, Item 24.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

17.  Please refer to Tab 27, Schedule 4, Line 34, Account No. 369 — Measuring & Regulating
Station Equipment. In Delta’s last rate case (2007-00089) this accounts balance was
$2,665,648.00, the current rate case lists this balance as $3,384,707.00. Please provide a
description, in detail, explaining the increase in the account balance including the
customer classes effected by the increase.

Response:

Investment in measuring & regulating equipment from 2007 through 2009 includes new
measurement stations ($575,000), enhancements to existing stations ($15,000) and equipment to
remove liquids from the pipeline ($134,000). Amount of investment was partially offset by

retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

18. Please refer to Tab 27, Schedule 4, Page 2, Line 4, Account No. 376 — Distribution
Mains. In Delta’s last rate case (2007-00089) this accounts balance was $61,423,134.00,
the current rate case lists this balance as $66,875,341.00. Please provide a description, in
detail, explaining the increase in the account balance including the customer classes
affected by the increase.

Response:
Investment in distribution mains from 2007 through 2009 includes main extensions ($2,176,000)
and relocations/replacements ($3,857,000). Amount of investment was partially offset by

retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

19. Please refer to Tab 27, Schedule 4, Page 2, Line 7, Account No. 380 — Services. In
Delta’s last rate case (2007-00089) this accounts balance was $12,658,475.00, the current
rate case lists this balance as $13,709,008.00. Please provide a description, in detail,
explaining the increase in the account balance including the customer classes effected by
the increase.

Response:

Investment in services from 2007 through 2009 includes new and replaced service lines
($1,589,000). Amount of investment was partially offset by retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.
Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

20. Please refer to Tab 27, Schedule 4, Page 2, Line 8, Account No. 381 — Meters. In Delta’s
last rate case (2007-00089) this accounts balance was $8,917,576.00, the current rate case
lists this balance as $9,302,928.00. Please provide a description, in detail, explaining the
increase in the account balance including the customer classes affected by the increase.

Response:

Investment in meters from 2007 through 2009 includes the purchase of additional meters
($201,000) and measurement devices ($349,000). Amount of investment was partially offset by
retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

21. Please refer to Tab 27, Schedule 4, Page 2, Line 10, Account No. 383 — House
Regulators. In Delta’s last rate case (2007-00089) this accounts balance was
$3,093,300.00, the current rate case lists this balance as $3,478,550.00. Please provide a
description, in detail, explaining the increase in the account balance including the
customer classes affected by the increase.

Response:

Investment in regulators from 2007 through 2009 includes the addition of regulators ($316,000)
and valves and filters ($162,000). Amount of investment was partially offset by retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

22. Please refer to Tab 27, Schedule 4, Page 2, Line 16, Account No. 392 — Autos & Trucks.
In Delta’s last rate case (2007-00089) this accounts balance was $3,868,757.00, the
current rate case lists this balance as $4,201,697.00. Please provide a description, in
detail, explaining the increase in the account balance including the dates on which any
new equipment was placed in service.

Response:

Investment in autos and trucks from 2007 through 2009 includes vehicles ($1,620,000) and
trailers ($108,000). Amount of investment was partially offset by retirement ($1,395,000).

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the

various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21,2010

23. Please refer to Tab 27, Schedule 4, Page 2, Line 4, Account No. 396 — Power Operated
Equipment. In Delta’s last rate case (2007-00089) this accounts balance was
$2,779,542.00, the current rate case lists this balance as $3,294,567.00. Please provide a
description, in detail, explaining the increase in the account balance including the dates
on which any new equipment was placed in service.

Response:

Investment in power operated equipment from 2007 through 2009 includes the purchase of
heavy machinery (backhoes & bulldozers $503,000), drilling and boring machines ($168,000)
and air compressors ($50,000). Amount of investment was partially offset by retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.
Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

24. Please refer to Tab 27, Schedule 4, Page 2, Line 25, Account No. 3992 — Computer
Software. In Delta’s last rate case (2007-00089) this accounts balance was $2,525,991.00,
the current rate case lists this balance as $3,720,474.00. Please provide a description, in
detail, explaining the increase in the account balance including the customer classes
affected by the increase and the dates on which any new software was placed in service.

Response:

Investment in computer software from 2007 through 2009 includes installation of new systems
($1,184,511) and upgrades to existing systems ($241,000). Installation of new systems include
systems utilized for work order management, fixed asset accounting, income tax depreciation,
income tax provision, property taxes, accounting workflow, gas measurement and gas
accounting. Amount of investment was partially offset by retirements.

Refer to the cost of service study performed by Mr. Seelye for allocations of utility plant to the
various customer classes.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

25. Please refer to Tab 27, Schedule 6, Line 5, Gas In Storage. In Delta’s last rate case (2007-
00089) the 13 month average balance was $9,879,627.00, the current rate case lists this
balance as $3,777,901.00. Please provide a description, in detail, explaining the decrease
in the account balance including the customer classes affected by the decrease.

Response:

In 2006 the average MCF in storage was 1,237,973 with an average cost of $7.98 per Mcf. In
2009 the average MCF in storage was 651,393 with an average cost of $5.80 per Mcf.

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

26. Please refer to Tab 27, Schedule 6, Line 6, Unamortized Debt Expense Per Books. In
Delta’s last rate case (2007-00089) the balance was $5,704,177.00, the current rate case
lists this balance as $4,542,382.00. Please provide a description, in detail, explaining the
decrease in the account balance including the customer classes affected by the decrease.

Response:

The decrease in unamortized debt expense is due to the monthly amortization recorded over the
life of the debt. A detail of the decrease in each account is listed below:

Balance 12-09 Balance 12-06 Decrease

1.181.07 Unamortized Debt Expense Due 2-1-23 7% $ 534,000 3 655,671 §  (121,671)
1.181.071 Loss on Extinguishment of Debt 2-1-23 7% 741,380 910,299 (168,919)
1.181.08  Unamortized Debt Expense Due 2021 5.75% 1,755,722 2,223,918 (468,196)
1.181.081 Loss on Extinguishment of Debt 2021 5.75% 1,511.280 1.914.289 | (403.009)

Totals $ 4,542,382 § 5,704,177 § (1,161,795)

Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

27. Please refer to Tab 27, Schedule 6, Line 1, Total Utility Plant in Service Per Books. In
Delta’s last rate case (2007-00089) the balance was $182,191,296.00, the current rate
case lists this balance as $199,027,425.00. Please provide a description, in detail,
explaining the increase in the account balance including the customer classes affected by
the increase.

Response:

Refer to responses for Item 12 through 24 and 28 for details related to the changes in total utility
plant.

Additionally, refer to the cost of service study performed by Mr. Seelye for allocations of utility
plant to the various customer classes.
Sponsoring Witness:

Matthew D. Wesolosky






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

28. In Delta’s 2001 Annual Report the company stated that it had “Gas Utility Plant” at a cost
of $147,792,390 and had 38,983 total retail customers. From the company’s June 30,
2009 10-K filing, Delta states that it serves approximately 37,000 customers and lists its
Total Utility Plant in the application at $199,027,424.00.

a. Please explain in detail why Delta has invested approximately $51 million in
additional Plant since 2001 while losing approximately 2000 of its customers?

b. Is Delta of the opinion that it is to be compensated by its ratepayers for its
investments in Plant even if those investments generate no customer growth or
increased sales?

c. Please explain in detail how the additional $51 million investment in Plant since
2001 has benefitted Delta’s customers.

Response:
a., b, andc.

Delta each year invests in assets as required to operate its system safely, effectively and reliably.
Delta’s capital spending to do this averaged over $7 million per year from fiscal 2001 to 2009.
Capital investments are made in all aspects of Delta as required, including general plant,
computers and IT systems, vehicles, equipment, meters, regulators, service lines, storage fields,
compressor stations, transmission and distribution mains.

Delta's net plant (cost less depreciation) in its 2001 annual report was $102 million. Delta's
similar net plant at December 31, 2009, used in this current rate filing was $128 million. This is
a critical component of rate base, on which a return and rates are based. Net plant increased
only about $26 million during that 8+ year period, an average annual increase of about $3
million.

Delta's investments in its transmission/distribution system are for new business/economic
growth and to upgrade or replace portions as required. A portion of Delta’s mains and service
lines require replacement each year to provide continued safe and reliable service. Therefore,
they represent an important and necessary component of rate base.

Delta's customer numbers declined due to drastically increasing gas prices since 2001. Such
decline, similar to that experienced by other LDCs, was due to customers switching to other
energy sources, particularly electric in Kentucky. Expenditures to install new mains and service
lines and to replace existing facilities must be done each year despite a small decline in the
number of customers. This is necessary to be able to serve new customers in Delta's service
areas and to ensure the continuation of safe, reliable service to all customers. Delta’s capital



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

expenditures are made to replace assets as necessary and to meet the changing needs on Delta’s
system in order to fully utilize Delta’s system facilities.

Sponsoring Witness:

Glenn R. Jennings






29.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

In Delta’s June 30, 2006 10-K filing, Delta states that it serves approximately 38,000
customers and lists its Total Utility Plant at $182,155,110.00. From the company’s June
30, 2009 10-K filing, Delta states that it serves approximately 37,000 customers and lists
its Total Utility Plant in the application at $199,027,424.00.

Please explain in detail Delta’s rationale for investing approximately $17 million in
additional Plant since 2006 while losing approximately 1000 of its customers?

Does Delta believe that its shareholders should be responsible for any of these
investments? If so, please explain in detail how?

Please explain in detail how the additional $17 million investment in Plant since 2006 has
benefitted Delta’s customers even though these it appears that these investments
generated no customer growth or increased sales.

Response:

The June 30, 2006 balance sheet indicates net gas plant of $120 million. The June 30, 2009
balance sheet indicates $128 million, an increase of about $8 million, or about $2.7 million per
year. This rate base investment is necessary to continue to operate Delta’s system effectively,
safely and reliably.

See response to Second AG Request Number 28.

Sponsoring Witness:

Glenn R. Jennings






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

30.  Please refer to the company’s answer to AG 1-24. With regard to Delta works orders 525-
484, 525-490, 525-528 and 525-579, the answer states that the economic feasibility of
these expansion projects were evaluated by company management. Please describe in
detail Delta’s economic feasibility evaluation process and provide copies of all
documents related to the economic feasibility studies of the referenced projects.

Response:

Delta's system has historically existed primarily to serve its firm residential and commercial
customers as well as industrial customers, primarily interruptible, on its system. Delta's storage
facility was developed to meet firm customer needs, especially during the winter heating season.
Delta’s system has developed over the years in some natural gas production areas of the state.
Therefore, it has become possible to transport gas through Delta’s system on an interruptible
basis. Such gas is transported from producers to interconnected pipelines. The revenues from
such transportation have increased and this has helped to provide some offset against revenues
requirements from other customers. This ability to utilize Delta's system to transport Kentucky
production has been a benefit in economic development by helping to stimulate drilling in
Kentucky.

Delta continuously reviews its system needs and considers current and planned production of
producers and interconnected pipelines. The goal is to keep Delta’s complete system adequate
for current as well as future needs of all customers, and Delta continuously considers where its
system needs replacement and improvement to enhance the use of all of Delta's system. These
particular projects were undertaken with this in mind. They were undertaken after discussions of
the specific projects by Delta's management. Delta does not utilize a formal, specific process for
evaluation or documentation of such projects as it is a smaller company with frequent and
effective communication between and among senior management. Capital expenditures needs
and project feasibilities are reviewed and discussed by Delta’s management as projects are
considered, but there is no requirement for specific documentation. When such reviews result in
facilities being upgraded or added, then verbal approvals are given, plans are made and work
proceeds. The experience and knowledge of management, as well as its understanding of Delta’s
system capabilities and future needs, guides the decision-making process. Management makes
plans and takes steps to replace assets and add assets in order to provide maximum utilization of
Delta's system to transport and distribute natural gas. Future revenues from projects are
considered along with capital expenditure costs.

The work orders that are the subject of this data request total about $7.8 million, of which work
orders 525-484 and 525-490 were completed in 2006 and thus were included in rate base in
Delta’s prior rate case using a December 31, 2006 test year. Thus about $4.1 was expended since
Delta’s last rate case on work orders 525-528 and 525-579, which added compression to Delta’s
system. Delta’s off-system revenues increased by $931,000 when comparing the 2009 test year



DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

revenues to the amounts in the 2006 test year in Delta’s last rate case. On a simple payback
approach, considering the incremental revenues during the test year this produces a payback of
over 22%. These investments in plant and corresponding revenues are all reflected in Delta’s
financial statements included in this current rate filing.

Delta believes that these capital expenditures were all necessary and that the decisions for the
capital expenditures were made consistent with meeting Delta’s system needs and maintaining its
total system capabilities. Work orders 525-484 and 525-490 provided replacement capacity for
an older portion of Delta’s system while also accessing more production. Work orders 525-528
and 525-579 added compression to facilitate the use of Delta’s system and to meet required
needs for capacity.

Delta's continuing efforts to maintain and improve its total system and meet all its customers’
needs have resulted in expanding Delta’s off-system transportation business as production and
drilling has occurred. As a result, annual off-system transportation revenues exceeded $3.4
million in 2009 as compared with about $ .5 million in 2000.

Delta's efforts to fully utilize its entire system have resulted in significantly increased
transportation of natural gas from Kentucky producers. In Delta's fiscal year 2000, such annual
off-system transportation volumes were 1,672,000 Mcf. By fiscal 2005, this had increased by
330% to 7,194,000 Mcf annually. By 2009, this had increased to 10,642,000 Mcf annually, an
increase of 536% since 2000. Through this thorough utilization of its system, the revenues from
such increased transportation business help to provide some of Delta’s revenue requirements
from sources other than residential and commercial customers.

Delta's cost of service study, set forth in Steven Seelye's direct testimony in this rate case,
included all Delta's plant and costs, appropriately allocated to classes of service. This resulted in
Delta's request to increase the off-system rate from $.27 to $.29 per Mcf. Thus, Delta's plant
investments are properly allocated and appropriately reflected in Delta's proposed rates in this
rate case to the appropriate customer classes.

Sponsoring Witness:

Glenn R. Jennings






31.

DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

Please refer to the Application Section 10(1)(a)l, Second Paragraph, where it is stated
that “ Delta has been unable to earn the return authorized in its last rates case in 2007 due
in large part to reduced consumption by its customers.”

Please explain in detail whether Delta believes that its rate of return as been exclusively
harmed by the reduced consumption of its customers? If not, please list any other factors
Delta believes affects its ability to earn its authorized return.

Please explain in detail what effect, if any, Delta believes that its investment of $51
million in additional Plant since 2001, while losing approximately 2000 customers, has
had on its rate of return? Did this investment increase Delta’s return?

In light of Delta’s claim that its customers have reduced their consumption, has Delta
considered reducing its investments in Plant unless those investments expand its sales or
its customers? If not, please explain in detail why not?

Response:

a.

Filing requirement 807 KAR 5:001 Section 10(1)(a)1, filed under Tab 2 in this rate case,
addressed this. Other factors than reduced consumption were addressed there. Delta's
reduced customer consumption hampered Delta's ability to earn its return, as did a
reduction in number of customers. Plant additions to replace and, in some cases expand,
Delta's system had an impact, as did increased operating costs since Delta's last rate case.

Capital expenditures to replace as well as add assets resulted in increased plant. Where
this provided additional revenue (new customers and increased deliveries) it helped.
Where replacements were made, this did not help Delta's return but it did help to ensure
system integrity, safety and reliability.

Delta invests in plant to replace existing assets that need replacing and to increase its
ability to serve customers and to provide for deliveries of Kentucky production to
markets. Replacement of assets is not optional and is done as needed to maintain system
safety and reliability as well as to meet customers’ needs.

Sponsoring Witness:

Glenn R. Jennings






DELTA NATURAL GAS COMPANY, INC.
CASE NO. 2010-00116

ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION

DATED JUNE 21, 2010
32.  Please refer to the company’s answer to AG 1-24 and the Seelye testimony, Page 26,

Table 2 and Seelye Exhibit 3 Page 1. In the answer to AG 1-24, the company states that

Delta works orders 525-484, 525-490, 525-528 and 525-579 were done primarily to

increase off-system transportation capacity. It appears that the total cost for these projects

is $7,804,047, leaving approximately $9.2 million ($17 million increase in Plant minus
$7.2 for off-system transportation projects) in plant projects for the remaining customer

classes since 2006.

a. In Seelye Exhibit 3, Page 1, the company proposes to collect an additional
$253,030.00 from the Off-System Transportation class on an annual basis. Please
explain in detail the company’s rationale for collecting only 4.7% of the proposed
$5.3 million dollar increase from the class of customers that consumed 48% of its
capital budget since 20067

b. In Seelye Exhibit 3, Page 1, the company proposes to collect an additional
$3,538,987.00 from the Residential class on an annual basis. Please explain in
detail the company’s rationale for collecting the bulk (67%) of the proposed $5.3
million dollar increase from the class of customers that consumed only a little
over half (54%) of its capital budget since 20067

c. Referring to Table 2 on Page 26 of the Seelye testimony, it appears that the Off-
System Transportation rate has a proposed increase of only 1.67%, while the
proposed Residential rate increases by 4.75%. Assuming those rates are approved,
Does Mr. Seelye believe it is in the best interest of Delta’s residential customers
for the company to continue to its off-system transportation capacity? If so, why?
Does Mr. Seelye believe that Delta’s residential customers are subsidizing the
costs for the increases to Delta’s off-system transportation capacity? Please fully
explain your answers.

Response:
a. In developing the proposed allocation of the revenue increase to the customer classes,

Delta was guided by the class cost of service study. The rate of return for Off-System
Transportation was higher under the current rates than other rate classes, particularly
Residential. As explained in response to AG2-5, essentially all of the costs associated
with work orders 525-484, 525-490, 525-528 and 525-579 were allocated to Off-System
Transportation. Thus, in the determination of the rate of return in the cost of service
study, these costs were taken into consideration. It is also important to note that the
increase due to these projects is not the only factor that is taken into consideration in the
determination of the class rates of return. For example, increases in net revenue from
Off-System Transportation customers have off-set much of the increased carrying
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charges associated with these projects. In Case No. 2007-00089, there were $2.5 million
in test-year revenues for Off-System Transportation; but in Case No. 2010-00116, there
were $3.4 million in test-year revenues for Off-System Transportation. (See Case No.
2007-00089, Seelye Exhibit 6, page 15, and Case No. 2010-00116, Seelye Exhibit 6,
page 15.)

b. In developing the proposed allocation of the revenue increase to the customer classes,
Delta was guided by the class cost of service study. The rate of return for the Residential
class is 3.44%, which supports a higher percentage increase than other rate classes. As
explained in response to AG2-5, essentially all of the costs associated with work orders
525-484, 525-490, 525-528 and 525-579 were allocated to Off-System Transportation.

C. Revenues from Off-System Transportation customers provide recovery of fixed costs
which, in the absence of these customers, would have to be borne by other customers,
including residential customers. Furthermore, residential customers are not subsidizing
Off-System Transportation customers. The rate of return for the Residential class is only
3.44%, whereas the rate of return for the Off-System Transportation class is 5.59%,
which is above the total system rate of return. This is one of the reasons that the
Company is proposing a lower percentage increase for the Off-System Transportation
class.

Sponsoring Witness:

William Steven Seelye
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33.  Referring to Table 2 on Page 26 of the Seelye testimony, assuming the increases
proposed are approved, it appears that the Delta’s Total Transportation rates will provide
only $8,067,973.00 in revenue to the company. Does Mr. Seelye believe it was a cost
effective use of Delta’s capital to increase its Off-System Transportation Plant by
$7,804,047 since 20067 If so, why? Please fully explain your answer.

Response:

Yes. Attached is a cost benefit analysis comparing (i) the present value revenue requirements
associated with a plant investment of $7,804,047 to (ii) the present value of an annual revenue
stream of $8,067,973. As can be seen from this analysis, the estimated present value revenue
requirement (Present Value Cost) of the investment is $14,188,467, whereas the present value of
the annual revenue stream (Present Value Benefit) is $87,926,349. This indicates a benefit to
cost ratio of 6 to 1.

Another, more basic way to evaluate the investment is in terms of a simple payback calculation.
In terms of simple pay back, to maintain an annual revenue stream of $8,067,973, an investment
of $7,804,047would pay for itself in less than a year ($7,804,047 + $8,067,973 = 0.97 years).

Sponsoring Witness:

William Steven Seelye
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Delta Natural Gas Company

Present Value Cost Benefit Analysis

Capitat Structure:
Weighted
Cost of
Percent Rate Capital
Debt 55.51% 6.01% 3.34%
Preferred Equity 0.00% 0.00% 0.00%
Common Equity  44.49%  12.00% 5.34%
100.00% 8.68%

Tax Depreciation Table (MACRS)

5
20.000%
32.000%
19.200%
11.520%
11.520%

0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%

10
10.000%
18.000%
14.400%
11.520%

9.220%
7.370%
6.550%
6.550%
6.560%
6.550%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%

16
5.000%
9.500%
8.550%
7.700%
6.930%
6.230%
5.900%
5.900%
5.910%
5.900%
5.910%
5.900%
5.910%
5.900%
5.910%
2.950%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%

20
3.750%
7.219%
6.677%
6.177%
5.713%
5.285%
4.888%
4.522%
4.462%
4.461%
4.462%
4.461%
4.462%
4.461%
4.462%
4.461%
4.462%
4.461%
4.462%
4.461%
2.231%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%
0.000%

Attachment to AG 2-33
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Delta Natural Gas Company
Present Value Cost Benefit Analysis

Assumptions:

Annual Revenue $ 8,067,973
Investment $ 7,804,047
Book Life 35
Tax Life 20
Compaosite Tax Rate 37.96%
Property Tax Rate 0.95%
Levelized Revenue Requirement Years 35
O&M as Percent of Investment 5.72%
Weighted Cost of Capital 8.68%
Results:
Present Value of Annual Revenue Stream (PV Beneft) $ 87,926,349
Present Value Revenue Requirement (PV Cost) $ 14,188,467
Levelized Revenue Requirement $1,301,910
Levelized Carrying Charge Rate 16.68%
Accumulated
Book Residual Tax Residual Deferred Deferred
Year Investment Depreciation Plant Depreciation Plant  Income Tax Income Tax
0 % 7,804,047
1 $ 222973 $ 7,581,074 §$ 292,652 § 7,511,395 $ 26,450 $ 26,450
2 222973 7,358,101 563,374 6,948,021 129,216 155,667
3 222,973 7,135,129 521,076 6,426,945 113,160 268,827
4 222,973 6,912,156 482,056 5,944,889 98,348 367,175
5 222,973 6,689,183 445,845 5,499,044 84,602 451,777
6 222,973 6,466,210 412,444 5,086,600 71,923 523,700
7 222,973 6,243,238 381,462 4,705,138 60,162 583,863
8 222,973 6,020,265 352,899 4,352,239 48,320 633,183
9 222,973 5,797,292 348,217 4,004,022 47,543 680,725
10 222,973 5,574,319 348,139 3,655,884 47,513 728,238
11 222,973 5,351,347 348,217 3,307,667 47,543 775,781
12 222,973 5,128,374 348,139 2,959,529 47,513 823,294
13 222,973 4,905,401 348,217 2,611,312 47,543 870,836
14 222,973 4,682,428 348,139 2,263,174 47,513 918,349
15 222,973 4,459,455 348,217 1,914,957 47,543 965,892
16 222,973 4,236,483 348,139 1,566,819 47,513 1,013,405
17 222,973 4,013,510 348,217 1,218,602 47,543 1,060,947
18 222,973 3,790,537 348,139 870,463 47,513 1,108,460
19 222,973 3,567,564 348,217 522,247 47,543 1,156,003
20 222,973 3,344,592 348,139 174,108 47,513 1,203,515
21 222,973 3,121,619 174,108 0 (18,549) 1,184,966
22 222,973 2,898,646 - 0 (84,640) 1,100,326
23 222,973 2,675,673 - 0 (84,640) 1,015,686
24 222,973 2,452,700 - 0 (84,640) 931,045
25 222,973 2,229,728 - 0 (84,640) 846,405
26 222,973 2,006,755 - 0 (84,640) 761,764
27 222,973 1,783,782 - 0 (84,640) 677,124
28 222,973 1,560,809 - 0 (84,640) 592,483
29 222,973 1,337,837 - 0 (84,640) 507,843
30 222,973 1,114,864 - 0 (84,640) 423,202
31 222,973 891,891 - 0 (84,640) 338,562
32 222,973 668,918 - 0 (84,640) 253,921
33 222,973 445,946 - 0 (84,640) 169,281
34 222,973 222,973 - 0 (84,640) 84,640
35 222,973 0 - 0 (84,640) (0)

Attachment to AG 2-33
Page 2 of 4
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Delta Natural Gas Company
Present Value Cost Benefit Analysis

Assumptions:

Annual Revenue $ 8,067,973
Investment $ 7,804,047
Book Life 35
Tax Life 20
Composite Tax Rate 37.96%
Property Tax Rate 0.95%
Levelized Revenue Requirement Years 35
O&M as Percent of Investment 5.72%
Weighted Cost of Capital 8.68%
Results:
Present Value of Annual Revenue Stream (PV Benefit)
Present Value Revenue Requirement (PV Cost)
Levelized Revenue Requirement
Levelized Carrying Charge Rate
Rate Base Interest Equity O&M
$ 7554624 $§ 252201 § 403,326 $ 446,170
7,202,435 240,444 384,524 446,170
6,866,302 229,223 366,578 446,170
6,544,981 218,496 349,423 446,170
6,237,406 208,228 333,003 446,170
5,942,510 198,383 317,259 446,170
5,659,375 188,931 302,143 446,170
5,387,082 179,841 287,606 446,170
5,116,567 170,810 273,163 446,170
4,846,081 161,780 258,723 446,170
4,575,566 152,749 244,280 446,170
4,305,080 143,720 229,840 446,170
4,034,565 134,689 215,397 446,170
3,764,079 125,659 200,957 446,170
3,493,564 116,628 186,514 446,170
3,223,078 107,598 172,074 446,170
2,952,563 98,568 157,631 446,170
2,682,077 89,538 143,191 446,170
2,411,562 80,507 128,748 446,170
2,141,076 71477 114,308 446,170
1,936,652 64,653 103,394 446,170
1,798,320 60,035 96,009 446,170
1,659,988 55,417 88,623 446,170
1,621,655 50,799 81,238 446,170
1,383,323 46,180 73,853 446,170
1,244,991 41,562 66,468 446,170
1,106,658 36,944 59,082 446,170
968,326 32,326 51,697 446,170
829,994 27,708 44,312 446,170
691,662 23,080 36,926 446,170
891,891 29,775 47,616 446,170
668,918 22,331 35,712 446,170
445,946 14,887 23,808 446,170
222,973 7,444 11,904 446,170
0 0 0

§ 87,926,349
$ 14,188,467
$1,301,910
16.68%

Property
Taxes

$ 72,219
70,095
67,970
65,846
63,722
61,598
59,474
57,350
55,226
53,102
50,978
48,854
46,730
44,606
42,482
40,357
38,233
36,109
33,985
31,861
29,737
27,813
25,489
23,365
21,241
19,117
16,993
14,869
12,744
10,620

8,496
6,372
4,248
2,124

Income
Taxes

246,781
235,276
224,296
213,799
203,752
194,119
184,870
175,975
167,139
158,303
149,466
140,630
131,794
122,958
114,121
105,286
96,449
87,613
78,776
69,941
63,263
58,744
54,225
49,707
45,188
40,669
36,150
31,631
27,113
22,594
29,135
21,851
14,567
7,284

0

Annual
Revenue
Requirement

1,643,670 $
1,599,481
1,557,210
1,516,708
1,477,848
1,440,502
1,404,561
1,369,915
1,335,481
1,301,051
1,266,617
1,232,187
1,197,753
1,163,322
1,128,889
1,094,458
1,060,024
1,025,594
991,160
956,730
930,190

Present
Value
interest
Factor

0.846688
0.779085
0.716880
0.659642
0.606974
0.558511
0.513917
0.472884
0.435128
0.400386
0.368417
0.339002
0.311835
0.287029
0.264111
0.243024
0.223620
0.205765
0.189336
0.174219
0.160309
0.147509
0.135731
0.124894
0.114922
0.105746
0.097303
0.089534
0.082385
0.075807
0.069755
0.064185
0.059060
0.054345

Present
Value
Revenue
Requirement

$ 1,512,434
1,354,261
1,213,200
1,087,298

974,851
874,347
784,463
704,023
631,528
566,123
507,135
453,959
406,040
362,880
324,023
289,059
257,611
229,343
203,946
181,144
162,057
146,128
131,710
118,663
106,860
96,185
86,534
77,810
69,928
62,808
59,446
52,693
46,640
41,218
12,117

$ 14,188,467

Attachment to AG 2-33
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Delta Natural Gas Company

Present Value Cost Benefit Analysis

Assumptions:

Annual Revenue

Investment
Book Life
Tax Life

Composite Tax Rate

Property Tax Rate

Levelized Revenue Requirement®
O&M as Percent of Investment
Weighted Cost of Capital

Resuits;

Present Value of Annual Revenue Stream (PV Bene $

8,067,973

Present Value Revenue Requirement (PV Cost)
Levelized Revenue Requirement
Levelized Carrying Charge Rate

Annual
Revenue

$ 8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973
8,067,973

Present
Value
Annual
Revenue

$ 7,423,797
6,831,055
6,285,639
5,783,772
5,321,975
4,897,049
4,506,052
4,146,272
3,815,219
3,510,598
3,230,300
2,972,381
2,735,056
2,516,679
2,315,739
2,130,842
1,960,708
1,804,158
1,660,108
1,627,559
1,405,593
1,293,365
1,190,099
1,095,077
1,007,642

927,188
853,158
785,039
722,359
664,683
611,612
562,779
517,845
476,498
438,453

$ 87,926,349
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DATED JUNE 21, 2010

34.  Referring to Table 2 on Page 26 of the Seelye testimony, assuming the increases
proposed are approved, it appears that the Delta’s Total Retail rates provide
$43,017,469.00 in revenue to the company. Does Mr. Seelye believe it was a cost
effective use of Delta’s capital to increase its Plant for its remaining customer classes by
approximately $9.2 million since 2006? If so, why? Please fully explain your answer.

Response:

Delta has an obligation to provide safe and reliable service to residential, commercial and
industrial customers irrespective of whether an investment necessary to provide such service is
"cost effective” at current rate levels. As a public utility, Delta cannot refuse to provide service
to customers whenever the incremental revenues collected from customers happen to be less than
the carrying costs on the incremental investment necessary to provide service.

Sponsoring Witness:

William Steven Seelye
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ATTORNEY GENERAL'S SECOND REQUEST FOR INFORMATION
DATED JUNE 21, 2010

35.  Please provide a table indicating the taxable compensation (breaking out base salary and
including any bonuses, fringe benefits such as company cars, stock plans, etc.) of all of
the corporate officers of Delta since 2000.

Response:

See attached.

Sponsoring Witness:

Matthew D. Wesolosky
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