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CERTIFICATION 

DECLARATION OF STEVEN SHTJTE 

I, Steven Shute, am a Member of Kentucky Frontier Gas, LLC, the Applicant in the 

referenced matter. I have read the Responses and I have full authority to sign this 

declaration. The facts set forth therein are true and correct to the best of my knowledge, 

information and belief. 

Pursuant to KRS 523.020-040, I cerbfy under penalty of false swearing that the foregoing 

is true and correct. 

Dated this 16th day of October, 2012. 

Steven Shute 

Member, Kentucky Frontier Gas, LLC 





1. Refer to page 2 of Frontier’s Application, specifically, the fourth full 

sentence from the top of the page, which reads, “It acquired the assets of Cow Creek 

Gas Company (formerly Sigma Gas Company) and Dema Gas Company in Case 2010- 

0076.” Frontier’s February 22, 201 0 Application and the Commission’s May 7, 201 2 

Final Order in Case No. 2010-00076 state that Frontier was acquiring the stock, not the 

assets, of Cow Creek Gas, Inc. (“Cow Creek”) and Dema Gas Company, Inc. (“Dema”). 

a. Confirm that the fourth full sentence on page 2 of the Application is 

in error in stating that Frontier acquired the assets of Cow Creek and Dema. 

h. In a stock purchase, the entity whose stock is acquired remains in 

existence and the acquirer becomes its shareholder. Confirm that the Cow Creek and 

Dema acquisitions were treated as stock purchases and that they continue to exist as 

the utilities providing service to their customers. 

Witness: Shute 

a. Frontier acquired the stock of Cow Creek and Dema. 

b. Yes, see response 16 





2. In addition to Cow Creek and Dema, Frontier acquired Auxier Road Gas Company 

(“Auxier Road”) via a stock purchase, which was approved in Case No. 2009-00442. In 

that proceeding, Frontier received approval to acquire 94.29 percent of the stock of 

Auxier Road and its November 3, 2009 term sheet indicated that it intended to acquire 

the remainder of the stock at some point in the future. Explain whether Frontier has 

acquired the other 5.71 percent of the stock of Auxier Road. 

Witness: Shute 

Frontier acquired the remaining 5.71% of Auxier stock from Bill Branham in a 

transaction at the same time as the larger transaction. 





3. Refer to the Prefiled Testimony of Robert Oxford (“Oxford Testimony”). In the first 

two sentences of the response to Question 8, Mr. Oxford states, “We have eliminated 

several offices by consolidating all operations into the former Auxier Road Gas 

Company office. We have reduced administrative staff and the related costs of 

duplicative employees.” Provide the following information regarding the office closings 

and staff reductions. 

a. identify each affected office, the date the office was eliminated or 

closed, and what was done with the property. 

b. The number of employees in each office that was eliminated or closed 

during the test year or since the end of the test year and the related personnel 

costs including salaries and wages and fringe benefits of the employees. 

c. The savings that have been realized for each office that was 

eliminated or closed during the test year or since the end of the test year, including but 

not limited to: (1) reduced payroll and fringe benefit costs; (2) reduced rent expense; 

and (3) reduced utilities costs. 

Witness: Oxford 

Frontier acquired no real property with any of the utility purchase transactions, since no 

utility held property in its rate base or legal entity. Only 2 entities had full-time 

employees. In chronological order of acquisition: 

e EKU was operated in Prestonsburg out of an office rented from the family that 

operated EKU for Floyd County. EKU had 2 field operators and 1 office staff; all 

of those jobs continue at the present location. 



Mike Little had an office and shop in half of the post office building in Melvin, 

owned by the family that owned MLG. There was no designated full-time 

operator for MLG for years, just family members filling in as needed. The single 

office worker retired just as the utility was sold. 

Belfry was operated out of the Kinzer Drilling HQ and production offices in Allen, 

with several Kinzer people assigned to various tasks of system operations, meter 

reading, billing and DOT compliance, in addition to other Kinzer work. Those 

folks are still employed by Kinzer in production-oriented tasks. 

e Cow Creek-Dema-Sigma were operated out of the Interstate Gas HQ and 

production offices near Pikeville, with several Interstate staff assigned to various 

utility tasks, in addition to production work. Those folks continued to work for 

Interstate in production-oriented tasks until Interstate’s dissolution last year. 

Frontier hired one worker with the best knowledge of these systems. 

0 Auxier was operated out of the present Frontier office, which is owned by the 

former Auxier owner, who retired when the utility was sold. Auxier’s 2 operators 

and 2 other office positions continue with Frontier today. 

0 Peoples Gas in Phelps was operated out of a contractor’s yard and office in 

Betsy Layne, with various non-utility workers doing tasks. 

0 BTU Gas was operated out of the former owner’s personal home, with at least 3 

people assigned to various utility tasks. BTU and its owners filed for bankruptcy. 

Frontier hired I of its operators. 

0 Blaine was run out of its town office, with nobody assigned to gas system 

operations and billing done with other town tasks. 



Frontier has no estimate for the actual costs of the former operations, hut the current 

operation from a single office with single systems for billing, accounting, emergency 

response and DOT compliance are necessarily more efficient and effective than the 

random, scattered former operations by the original 10 entities. 

Only 2 of these utilities had full-time, dedicated and trained Utility Operators and office 

staff. Frontier’s 

centralized, standardized, qualified oversight of the consolidated utilities is a significant 

improvement for most of Frontier’s customers. 

Frontier’s only business and sole focus is gas utility operations. 

d. If the office elimination or closing occurred during the test year or post-test 

year, identify where that was reflected in Exhibit 5 of the Application, in the 

section headed “Revenue Requirements.” 

N/A. 





4. Refer to the Prefiled Testimony of Steve Shute (“Shute Testimony”). At 

roughly the mid-point of the response to Question 7 Mr. Shute states, 

“Frontier is proposing to acquire and install an automated metering reading 

system (AMR) and to replace existing meters with temperature compensating 

meters (TC). Regarding the proposed metering programs, provide the 

following; 

a. A detailed explanation for why Frontier has chosen to go with AMR meters 

rather than Advanced Metering Infrastructure (“AMI”) meters. 

Witness: Shute 

Nearly all major gas utilities have converted to AMR for most gas meters, to both 

reduce meter reading time and human error. The AMI or “Smart Meter” technology 

has the remote read element but more capability. AMI is used primarily on electric 

meters for load-shedding in peak periods, like afternoon AC spikes. For customers 

that are willing, the utility can selectively turn off loads like a water heater or AC unit 

for a short time, to shave the peak requirements. Smart Meter customers help lower 

demand charges from suppliers, so they get a lower electricity rate. 

Load shedding for electric utilities is an almost instantaneous, hour-by-hour process. 

Gas utility peaks are usually 3-4 days with cold winter storms, where the furnace and 

water heater cannot be practically be interrupted. Frontier does not pay Demand 

Charges on any of its tiny systems. Smart Metering is of no added value for Frontier, 

and probably not for gas utilities in the foreseeable future. 

a. A detailed explanation of the benefits of Frontier using TC meters to provide 

service to its customers. 

See the discussion at Steven Shute’s pre-filed testimony with the application at Q14: 



“The TC meter corrects the reading back to 60°F standard temperature. Colder gas 

is denser and will not register as many cubic feet as warmer gas. The average 

December-January temperatures will cause a 5% reduction in metered gas on about 

36% of the year’s sales, or a 1.8% annual loss in just two months’ use.” 

The use of nan-TC meters is an antiquated practice stretching from the time when 

gas BTUs had little value. Frontier intends to follow the trends of progressive gas 

utilities to change several practices, like changing First-Next MCF billing to Monthly 

Charges, upgrading gas measurement and eventually Therm billing. 

The main intent of the AMR-TC program is to upgrade gas measurement. The 

utilities consolidated by Frontier have many flavors of meters, many of which are 

outdated and discontinued and not worth the cost of continued testing & repair. 

Frontier will work to upgrade its meters and testing program in general, with a 

secondary project to implement AMR. All new or refurbished Frontier meters will be 

3-4 models of a single brand, all compatible with AMR. All meters will eventually be 

TCed in this process, but that’s the third priority of the metering project. 





5. Refer to the Shute Testimony, specifically, the response to Question 12, 

where the last item listed among the benefits of installing AMR meters is 

reduced meter reading costs. Based on Frontier’s anticipated schedule for 

beginning the installation of AMR meters, explain when a reduction in meter 

reading costs will begin to be realized. 

Witness: Shute 

Frontier has prioritized AMR installation by difficulty-to-read. The first AMRs will he on 

far-flung farm taps and isolated utility systems that require long driving times, 4WD 

travel and even long walks in the woods to read single meters. Frontier plans to change 

out meters and install 60 AMRs per month. The effects will he seen immediately in 

reduced meter reading time and mileage. These man-hours will be re-directed to other 

utility activities. 





6. Refer to the Shute Testimony, specifically, the response to Question 15, in 

which the total cost of the meter upgrade plus the AMR Program is identified 

as approximately $400,000 to he spread over eight years. Provide the 

following information. 

a. An explanation of how Frontier plans to account for the $1.00 per meter 

surcharge amounts it receives, including the specific accounting entries. 

Witness: Shiite 

a. An explanation of how Frontier plans to account for the $1.00 per 

meter surcharge amounts it receives, including the specific 

accounting entries. 

The meter surcharges collected will he treated much like Contributions in Aid of 

Construction, as an offset against the capital cost of purchasing and installing the 

meters and AMR equipment. 

b. The accounting or journal entries Frontier intends to make to reflect 

the purchases of the AMR meters and the TC meters. 

New and rebuilt meters will be capitalized into the 381 Meters account as they are 

purchased (Credit Cash, Debit 381). The AMR meter transmitters or ERTs will he 

treated the same. 

c. The accounting or journal entries Frontier intends to make to reflect 

the installation of the AMR meters and the TC meters. 

Frontier has not attributed any installation cost to the Meter Upgrade project, since most 

of the installation work will be in conjunction with regular utility work. Most ERTs will be 



attached to new or rebuilt meters that are installed to replace meters changed out for 

testing or retirement, for which labor & materials are expensed under 878 Meter 

expense. Any labor & materials for a new installation of a meter and ERT will be 

capitalized under 382 Meter installation. 

d. After the AMR eight-year implementation period is complete, 

explain whether Frontier anticipates having any investment in AMR 

meters or TC meters that will be reflected in its rate base. 

The investment in meters and AMR will be offset by surcharges collected from 

customers. Each month, the AMR surcharges will Debit Cash, Credit 381 Meters. Any 

net increase (or decrease) in Plant will be caused by timing of charges vs investments. 

Frontier will likely do these projects sooner than later, so that the net change to 381 will 

always be positive. Depending on cash flow from utility operations and capital needs, 

Frontier may elect to end the PRP and AMR surcharges early and retain the net positive 

increase in rate base. 





7. Refer to the Shute Testimony, specifically, the response to Question 17, in 

which the proposed acquisition “[aldjustment for the recovery of costs 

associated with the purchase of assets of Belfry Gas, BTU Gas, People’s Gas 

and East Kentucky Utilities and stock of Auxier Road Gas, Cow Creek Gas, 

Dema Gas and Mike Little Gas.” is discussed. 

a. Confirm that the Mike Little Gas acquisition was treated as an asset 

purchase. rather than a stock purchase. 

Witness: Shute 

a. Confirm that the Mike Little Gas acquisition was treated as 

an asset purchase rather than a stock purchase. 

Mike Little was an asset purchase. 

b. Provide the amounts of the acquisition adjustments for each 

acquisition and the calculations, documentation, workpapers, 

etc. supporting how the amounts were derived. 

Journal entries are shown on the attached spreadsheet. [GenlJrnl tab] See tab 22. All 

computations and calculations were derived from company books provided by previous 

owners at the time of sale. In some cases like BTU, we used the most recent PSC 

annual report with help from the PSC staff. 





8. Refer to the Shute Testimony, specifically, the response to Question 30, in 

which he discusses how the Pipeline Replacement Program (PRP) Rider will 

be allocated to customer classes. Provide all supporting calculations which 

support the annual per customer fee of $15, billed at $1.25 monthly. 

Witness: Shute 

From the pre-filed testimony of Steven Shute at (227: 

“Frontier plans to replace these corroding and leaky pipelines over the next 10 to 12 

years. The expected cost of replacement is about $4.00 per foot using company forces. 

Frontier will replace about 12,500 foot per year for about $50,000.’’ 

There are about 3300 utility customers of Frontier, so this PRP will cost about $15 per 

year per meter or about $1.25 per month. The PRP rider will apply to all customers 

equally. Frontier proposes to create a new Large Commercial class of customers for the 

2 largest users, which are on a nearly-new section of the Auxier system. All other 

Frontier customers are on older systems which could have sections subject to 

replacement, so the PRP is proposed to apply to all users equally, as a flat monthly fee 

rather than as a volumetric charge. Another method would be to allocate the PRP costs 

only among the aprx 1250 customers of the Belfry, Mike Little and BTU systems that are 

in the worst condition. In this case the PRP would be about $40 per year or $3.33 per 

month charged only to Belfry-BTU-MikeLittle customers. 





9. Refer to the Shute Testimony, at the first paragraph of the response to 

Question 34, and to Exhibit 5 of the Application. The testimony states that 

“For its rate calculations, Frontier used consolidated financials for the fiscal 

and calendar year ending 12/31/11.” However, the second part of Exhibit 5, 

which contains two pages with the heading “Revenue Requirements,” reflects 

expenses for the period identified as “FY Ended 06/30/11” which, according to 

the second column on page 1 of this portion of the exhibit, is identified as the 

“Test Year Actual.” 

a. Clarify whether Frontier intends for its test year to be the 12 months ended 

June 30,201 1 or the 12 months ended December 31,201 1. 

Witness: Shute 

The Test Year is Calendar 2011. 

spreadsheet; when BTU was added the Test Year was set to Calendar 201 1. 

The header was “old DNA’ from the original 

b. Clarify whether the “Annual Use Mcf” of 285,000 shown on page 1 of the 

portion of Exhibit 5 headed “Cost of Service by Class” reflects sales volumes 

for the 12 months ended June 30, 2011 or the 12 months ended December 

31,2011. 

As above, Calendar 201 1. 

c. The calendar year 2011 Mcf sales volumes reported in the annual reports 

of Frontier, Auxier Road, Cow Creek, Dema and BTU Gas Company, Inc. 

(“BTU”) filed with the Commission sum to approximately 309,000 Mcf. 

Explain the discrepancy between this level of sales and the 285,000 Mcf 



sales volumes shown in the portion of Exhibit 5 headed ‘Cost of Service by 

Class.” 

The 309,000 figure included farm tap gas volumes but no BTU or Blaine. The calendar 

201 1 Test Year included an unusually cold and lingering winter, where 2012 has had 

several of the warmest months in recorded history. The 285 estimate includes an 

estimate of full-year BTU and Blaine volumes, and attempt to normalize the past 2 years 

for “average” weather in an ever-changing climate. Frontier submits the underlying 

Excel spreadsheet file for Staff analysis. [MCF tab] 





I O .  Refer to the Shute Testimony, specifically, the second paragraph of the 

response to Question 34, which discusses the operation of BTU. The first 

sentence in the paragraph states that Frontier began operating BTU in August 

2011 while the second sentence states that operating costs for BTU are 

included “[iln the consolidated financials for the last half of 201 1 .” 

a. Clarify the number of months, five or six, in which BTU’s operations are 

reflected in calendar year 201 1. 

Witness: Shute 

a. Clarify the number of months, five or six, in which 

BTU’s operations are reflected in calendar year 201 I. 

Frontier operated BTU for 5 months of 201 1. 

b. Provide the monthly revenues and expenses for BTU 

for the period of time it was operated by Frontier in 

calendar year 201 1. 

BTU P&L spreadsheet is attached [BTU tab]. 

c. Provide the monthly revenues and expenses for BTU 

for the first six months of calendar year 2012. 

BTU P&L spreadsheet is attached. None of these BTU financials reflect what 

Frontier believes will be reality for long-term operations. Frontier started 

operating a system with 60% L&U (eg Sales were only 40% of the Purchased 

gas volume), and has made progress in finding & fixing leaks, metering error, 

non-paying “free gas” users (mostly the former owners’ friends, political 



contacts, churches) and outright theft from both suppliers and customers. 

The extreme effort in manpower and resources to resuscitate BTU will not 

continue forever, and eventually the system will approach the normalcy of 

most gas utilities. 





11. Paragraph I of the Application states that Frontier acquired the Blaine 

miinicipal gas system August 1, 2012. Explain whether any adjustments 

were made to the test year revenues and expenses to reflect the addition of 

the Blaine gas system. 

Witness: Shute 

Very little historic information was available, and it’s not very helpful. Volumes (thus 

revenues) are only about 4000 MCF or 1.5% of the total combined Frontier volume, 

which is less than the expected margin of error of volume forecasts. The Blaine system 

will be operated with existing personnel and will not add materially to operating costs, 

except postage as described herein. 





12. Refer to page 1 of the portion of Exhibit 5 of the Application which has the 

heading “Revenue Requirements.” 

a. Provide supporting schedules, workpapers, etc. which show the derivation 

of each known and measurable adjustment. Include narrative descriptions or 

explanations, which identify the effective dates of each adjustment for which a 

date is not shown on the page. 

Witness: Shute 

Frontier used Calendar 201 1 as the Test Year. Frontier has provided an Excel version 

of the Test Year calculations and work papers for Staff to verify these figures - Tab 22. 

0 Gas Cost is adjusted to zero for these calculations; 

0 Frontier added an Operator on June 6, 201 1 for general needs. This adjustment 

normalizes for an entire year, and was allocated 88% to Utility and 12% to Farm 

Taps in the farm tap rate case; [Labor tab] 

0 The next line normalizes the additional Operator’s truck, based on average use 

and 88Yo utility; 

0 Frontier added an Operator in February 2012, mostly for BTU Gas operations; 

this entry normalizes for a full year; the Operator (with truck) was not included in 

the Farm Tap case so comes in at 100%; 

0 Operators: Frontier had 6 for the full year of 201 1 before additions in Junl 1 and 

Febl2; this entry is for known & measurable wage increases for these 6 workers 

from the calendar Test Year; loaded for average overtime and payroll taxes and 

at 88% utility allocation; 



Office Supplies to add Blaine and BTU Gas, mostly for postage for bills; using a 

ratio of additional meter count; 

Customer Records has 2 entries for measurable staff salary increases vs the 

Test Year; and an additional clerk starting May 2012, primarily due to the 

addition of BTU Gas; loaded for average overtime and payroll taxes; 2 workers 

are at 88% utility allocation and the new addition is at 100%; 

Pensions & Benefits includes additions for medical insurance (projected vs actual 

2011, at 88%); 

0 Frontier also started a Simplified Employee Pension or SEP payable at 3% of 

Base Pay (no OT), for wages paid starting July I, 2012; 

0 Property Insurance includes Liability, which will increase proportionally to Payroll 

increases; 

Depreciation is reduced; the old figures were carried forward from past records 

and likely included some faster Tax Depreciation vs Book depreciation 

applicable to rates. The adjusted figure is based on 30-year depreciation of 

mains & services, 20-year amortization of acquisition adjustment, and 7-1 0 year 

lives for vehicles and equipment. Frontier is working on a detailed compilation of 

depreciation which will be filed as a supplement to this case. 

e. Several of the proposed expense adjustments include a reference to 

“BTU” or “Blaine.” Explain why, given when Frontier acquired those 

systems, there are no adjustments to reflect the additional Mcf sales and 

related revenues resulting from a full 12 months’ operations of those 

systems . 



Full-year BTU volume is estimated and included in the 285k figure. The Blaine system 

records are ambiguous, but Frontier expects volume of 4000 MCF per year. This is only 

about 1.5% of Frontier's annual sales, which is within the margin of error of Frontier's 

estimated total volume. The Blaine system will be operated with existing personnel and 

will not add materially to operating costs. Billing postage is estimated above. 





13. Refer to the portion of Exhibit 6 identified as “Nonrecurring Charge Cost 

Justification.” Provide the following; 

a. An explanation and support for the hourly wage rates and the time to 

perform the function used in the calculation of the nonrecurring charges. 

Witness: Shute 

f. An explanation and support for the hourly wage rates and the time to 

perform the function used in the calculation of the nonrecurring charges. 

Field Expense: 

Hourly charges at $35 per hour for work outside the office: 

0 2012 average Technician base rate per is about $14.50 per hour 

0 Average overtime was about 8 hrs per week or $4.35 per hr added to base pay 

0 Payroll taxes, workers comp and payroll-based liability insurance add 20.1 50/0 

0 SEP is 3%; total wage-based charges are about $23.20 per hour 

0 Medical insurance is about $3600 per man-year (Frontier pays first $300/mo) 

0 Unemployment insurance is $330 per man-year (Fed+KY) 

0 Vehicle cost is estimated at about $13,500 per man-year for truck costs (fuel, 

maintenance, insurance and depreciation) 

0 Annual charges $17,430 add $8.38 /hr to the base labor rate (2080 hrs/year) 

Total actual average costs are $31.58 /hr + 10% Supervision loading gives 

$34.74 /hr, which is rounded up to $35.00 /hr. 

The “Special Meter Reading Charge”, “Turn on Fee”, “Service Charge (special trip to 

collect delinquent bills)”, “Meter Resetting Charge” and “Reconnection Fee” are all 



based on 1 hour travel time (average customer round-trip mileage of 40 miles), plus 1 

hour onsite at customer location for a total of 2 hours charged to the customer. 

Clerical and Office Expense: 

Most of these non-recurring tasks require a clerk to prepare a Service Order and the 

office manager or accountant to do the billing-collections-accounting. 

A Service Order takes about 0.5 hour of Clerical at $22.85 /hr ($14.00 /hr base 

rate + $3.1 5 /hr OT + $3.95 /hr taxes-WC-liability-SEP + $1.75 /hr medical-UTA); 

... and 1 hour of accounting at $28.90 /hr ($18.00 /hr average base + adders 

above). 

The total office labor is about $40.33 per transaction, plus 10% management 

loading or $44.36. 

0 With 2 hours of field work at $35 /hr, the total cost of these non-recurring 

activities is about $1 15 each. 

g. An explanation and support for the miscellaneous expenses used in the 

nonrecurring charges such as excavator costs, mileage used in the 

transportation costs, meter shop testing fees and any other costs used in 

arriving at the proposed nonrecurring charges. 

Excavator Costs: 

The excavator rate is $22.50 per hour and requires a heavy duty truck and trailer for 

transport to the site at $24.50 per hour, totaling $47 per hour. 

Transportation Costs: 



The area served by KFG covers 65 miles east to west and 45 miles north to south. 

Average roundtrip distance from the office to a customer location is abaut 40 miles, 

estimated at the IRS standard mileage allowance of $0.555 per mile. (Frontier hasn’t yet 

established a firm history on “normal” vehicle costs, but indications are close to this 

figure.) 

Meter Shop Testing Fee: 

When a customer formally requests a meter test, especially an old meter or one several 

years out from testing, Frontier will likely replace the existing meter with a new or tested 

meter, and hold the customer’s meter with the next batch for testing. Meters are tested 

and calibrated at a certified meter shop in Clay City, about 80 miles from the company 

shop. If the customer presses for an immediate meter test, Frontier would incur about 1 

hour of labor to remove and reinstall the meter, and 4 hours and 200 miles of travel to 

the meter shop, including 20 miles from Frontier’s shop to the average customer 

location. The meter shop charges about $1 8.00 per meter for testing. 





14. Refer to Exhibit 5, the portion headed “Cost of Service by Class.” Explain 

why $401,400, or 52.49 percent of $766,063, is proposed to be collected 

through monthly meter charges, as opposed to 50 percent of $766,053 as 

indicated by the note. 

Witness: Shute 

The COS by Class model is very dense, and an Excel file is provided to Staff for review and 

verification of the formulas. This is a brief explanation: 

0 The total calculated Revenue Requirement is $1,532,126 is divided into 2 halves of 

$766,063 under the Atlantic Seaboard cost allocation method. 

One half (including the Depreciation component) is allocated by each customer’s acfual 

demand on the System. Since different customers have different Peak requirements, this 

Demand component is allocated by the Peak Monthly Demand. The largest 

Commercials use 25.1% of the annual load but only 19.3% of the Peak load, so their 

Demand component is slightly less per MCF than the smaller Residentials / 

Com m ercial s. 

The other half is allocated to every customer on an equal basis: some is allocated to 

Monthly Charges levied to every customer every month, since the cost of meter reading 

and billing and operations are about the same for every customer. The largest 

commercials have more elaborate meter facilities and pay a higher monthly cost. 

The rest of that Equal half is allocated by MCF of usage. In this case, without any target 

in mind, the Monthly charges are about 52% and the MCF charges about 48% of this 

half of the revenue. 

e 

0 

0 





15. Provide Frontier’s consolidated number of customers and volumes of Mcf 

sales for each of the years 2009, 2010, and 201 1. If such information is not 

available for a particular system, such as BTU, explain the basis for any 

estimates of sales. 

Witness: Shute 

Not including Kinzer and Interstate farm taps: 

Frontier ended 2009 with about 1,224 utility Customers and 118,559 Mcf in sales. 

This included EKU and Mike Little Gas for the entire year and Belfry for 11 

months. 

0 Frontier ended 2010 with about 1,843 utility Customers and 202,658 Mcf in sales. 

This included the original three utilities plus Auxier Road for the entire year 

(operated under contract before closing purchase in April); Cow Creek, Dema 

and CC Sigma for about 8 months, and Peoples for about 10 months. 

0 Frontier ended 201 1 with about 3,062 utility Customers and 277,636 Mcf in sales. 

This included BTU for 5 months. 





16. Refer to Exhibit 6, Proposed Tariffs. 

a. Given that Frontier has separate farm tap tariffs on file with the 

Commission, explain why farm tap rates and tariff provisions are included as 

part of its proposed gas utility tariff. 

Witness: Shute 

The farm tap tariffs were intended to consolidate all tariffs for the various farm tap 

systems acquired by Frontier. However, Frontier understands that the farm tap services 

should be segregated from general utility services. Frontier will remove the farm tap 

provisions from the proposed general tariffs. At the conclusion of the general rate case, 

Frontier will file a separate farm tap tariff to mirror any changes in terms and Other 

Charges. 

b. The text at the top of the first page of the proposed tariffs indicates that the 

tariff will apply to “[alll customers served by Kentucky Frontier Gas 

operations.” 

1) Given that Frontier serves roughly 630 farm tap customers 

and recognizing that farm tap systems are not legally defined as utilities, explain 

whether the reference text should be revised to read “[a]Il utility customer served . . . ‘ I  

The tariff will be changed to refer to all “utility customers”. 

2) According to its Application, Frontier intends to have one set 

of tariffs for all of its utility operations. Based on the nature of its various acquisitions 

from 2008 to the present time, Frontier is currently operating four different utilities: (1) 



Frontier, which consists of all of the systems for which it acquired the utility’s assets; 

and (2) Auxier Road; (3) Cow Creek and (4) Dema, the three systems for which Frontier 

acquired the corporation’s stock. Explain how Frontier envisions conducting business in 

the future for the latter three utilities. 

Frontier currently operates these utilities listed as 10 different entities (Auxier-Belfry- 

Blaine-BTU-CowCreek-Dema-EKU-MikeLittle-Peoples-CCSigma) with separate gas 

supply and GCR, rates and billing routes. Accounting is mostly still separate. Frontier 

proposes to serve gas through all of these systems as one consolidated utility, with all 

customers branded as Frontier. 

Subject to legal and tax constraints, Frontier proposes to merge the three companies, 

which were stock acquisitions - Dema, Cow Creek and Auxier Road Gas into a single 

corporation with Auxier being the survivor. This consolidated company will be operated 

as Auxier Road Gas Company, d/b/a/ Kentucky Frontier Gas, LLC. Because this is a 

merger of companies currently owned by Frontier, there is no change of control or 

ownership as specified in KRS 278.020. Frontier believes that this action falls within the 

provisions of KRS 278.020(7)(b), which allows reorganization of commonly owned or 

controlled entities. If additional approval of this stock consolidation is required, Frontier 

specifically requests such approval. 

After consolidation of the stock companies, they will be operated for management, 

service and rates as Kentucky Frontier Gas, LLC. For financial and regulatory reporting, 

separate financial records will be maintained. 





17. Refer to Frontier's proposed tariff, I. RATES AND CHARGES, C. OTHER 

CHARGES. Explain why Frontier is proposing a monthly PRP rate of $1.50 in 

addition to an AMR surcharge of $1 .OO per customer per month. 

Witness: Shute 

Frontier proposes a $1.25 per month PRP and $1.00 per month AMR-metering 

surcharge. These are separate projects of a similar nature, in that these affect nearly 

every customer equally (farm tap customers won't pay the PRP), and these system- 

wide upgrades are necessary but not something Frontier could easily finance through its 

lender. 





18. Refer to Frontier's proposed tariff, VII. PIPELINE REPLACEMENT 

PROGRAM (PRP). Explain why the proposed tariff does not include a 

provision for reductions for savings in operations and maintenance expenses, 

a provision included in the PRP tariffs of all jurisdictional gas utilities with 

existing PRP tariffs. 

Witness: Shute 

Frontier now capitalizes most of its pipe replacement costs, as substantial sections of 

corroding bare steel pipe are replaced with long-lasting PE pipe. Most gas losses in 

Belfry and Mike Little are believed to be caused by corrosion & leakage. Frontier has to 

make up the shortfall caused by gas losses that are far in excess of 5% allowed in the 

GCR process. Any savings in repair and maintenance will come near the end of the 

PRP, as the leaks and repairs become smaller and less frequent, and the replacements 

become shorter and more like simple repairs. 





19. Confirm that Frontier is proposing to charge the PRP and AMR 

surcharges to all classes of utility customers. 

Witness: Shute 

The AMR-metering surcharge will apply to all customers. The PRP will apply to all but 

Farm Tap customers. 





20. Provide the calculation of the proposed $1 .OO per customer monthly AMR 

surcharge. 

Witness: Shute 

Frontier will replace-upgrade-test meters and implement AMR over the next 8 years at a 

cost of about $400,000. The annual cost of about $50,000 works out to about $12 per 

meter per year or $1 .OO per month. 





21. Confirm whether Frontier intends to include farm tap customers in the 

PRP and AMR program and whether they will be assessed the proposed 

surcharges. 

Witness: Shute 

The AMR program will apply to the farm tap customers. PRP does not apply to farm tap 

customers. 
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Exhibit __ Kentucky Frontier Gas LLC 
Revenue Requirements 

ialendar & FY 2011 Test Year Known-Meas 
Income Statement Actual Adjustments Adjusted Tyr Known & Measurable Change 

0 P E RAT1 N G R EVE N U ES: 
Gas Sales Revenues $ 
Other Revenues $ $ - minimal & not predictable 

TOTAL REVENUES $ - $  

0 P E RAT I N G EX P E N S ES : 
Natural Gas Purchases 
Maintenance Expense $ 

Office Supplies $ 
Outside Services $ 
Customer Records, etc $ 

Meter Reading Labor 
Admin Salaries 
Pensions & Benefits 

Property Insurance $ 
Other/Misc Expenses $ 
Depreciation $ 
Tax Expense - Other $ 
Income Tax Expense $ 

TOTAL OPERATING EXPENSE $ 1,054,380 $ 163,326 $ 1,217,706 Known & Measurable changes 

302,703 $ 
$ 
$ 
$ 
$ 

50,797 $ 
66,595 

124,610 $ 
$ 

40,849 
156,124 
25,046 $ 

33,191 $ 
2,312 

185,352 $ 
60,496 

6.306 

$ 

$ 
19,252 
5,854 

40,560 
15,120 
21,822 $ 
8,128 $ 

$ 

30,401 $ 
$ 
$ 

13,435 

7,385 
9,768 $ 
7,964 $ 

(16,364) $ 
$ 

$ 
$ 

- balanced to zero with GCAs 
add 1 Operator J i m 1 1  (partial yr) 
add 1 truck (partial yr) 
add 1 Operator Febl2 for BTU 
add 1 truck for BTU 

405,311 6 Operators incr in Mayll+Ju112 
58,925 add BTU+Blaine 
66,595 

office staff incr in Mayl l+Jul l2 
168,447 add 1 clerk May12 for BTU 
40,849 al l  addl labor in Mtce Expense 

156,124 
incr med ins, s t  pension contribs 

42,199 SEP pension contributions 
41,155 incr liability insiir for labor+trks 

2,312 

60,496 al l  payroll changes incl above 
6,306 

168,988 consolidated schedule 

Test Year is based on Fiscal & Calendar Year 2011. 
frontier started operating BTU Gas in August 2011 under contract with Trustee. 
Other Revenues in 201 1 were mostly accrued Ops charges to BTU Trustee. 
Frontier added 2 employees specificallyfor BTU Gas in 2012, 

these were not allocated to FTs and come in at 100% of cost. 
For simplicity, added labor costs are all in Mtce Exp & Customer Records, 
and not allocated into Meter Reading or Tax Expense (for payroll taxes). 

Frontier started a Simplified Employee Pension pgm in Jull2 .for all employees. 

PSC G R l 2  exh Test Year 08/01/12 



Exhibit - 

Revenue Reauirement 

Pro Forma Operating Costs 
divide by Operating Ratio 

Revenue to cover Operating Ratio 

less Ops Costs = Net Ops Income 
Multiply by Grossup for taxes 
Net Ops Income before Income Taxes 

Add: Pro Forma Ops Costs 
Interest Expense 
Imputed Income Taxes 

Kentucky Frontier Gas LLC 
Revenue Requirements 

using Operating Ratio 

$ 1,217,706 
0.88 

$1,383,757 

$ 166,051 
1.000 

$ 166,051 

$ 1,217,706 
148,369 

Test Yr with Known & Meas chgs 
set by PSC 

no income tax  allowed by PSC 

see Loans exhibit 
no income tax  allowed by PSC 

Total Revenue Requirement $ 1,532,126 to Cost of Service exhibit 

PSC G R l 2  exh Test Year 08/01/22 



Exhibit - Kentucky Frontier Gas LLC 
Cost of Service by Class 

L .omer Classes Rates 

Average Annual Peak 
# Meters Use MCF Month 

Residential & Commercial 3,330 213,500 44,835 80.7% 

Large Commercial 3 71,500 10,725 19.3% 

Totals 3333 285,000 55,560 

Costs allocated by Demand Annual Allocation Rates 

Depreciation $168,988 
Operating Costs (partial) $597,075 

$766,063 by peak demand month 

Residential & Commercial 80.7% $618,186 per MCF 

Large Commercial 19.3% $147,877 
$766/063 

per MCF 

Costs allocated by Meter 81 Volume Annual Allocation Rates 

Revenue Requirement 

other Operating Costs 
less Demand Costs -$766,063 

$766,063 by monthly meter charges & annual volume 

Monthly Meter Charges $401,400 26% by meter fees 

Residential & Commercial $399,600 per Month 

Large Commercial $1,800 per Month 

$364,663 24% by annual volume 

Residential & Commercial 

Large Commercial 

$273,177 

$91,486 

per MCF 

per MCF 

PSC G R l 2  exh COS 

$766/ 063 

08/01/12 



Exhibit __ Kentucky Frontier Gas LLC 
Cost of Service by Class 

c . Allocation Summary Demand Mtr / M C F  Allocation Rates 

Residential & Commercial $399,600 / mtr $399,600 per Month 
$618,186 $273,177 / mcf $891,364 per MCF 

Large Commercial $1,800 / mtr $1,800 per Month 
$147,877 $91,486 / mcf $239,362 per MCF 

50% 50% $1,532,126 100% 

Revenue Requirement is calculated with Operating Ratio. 
Rev Req is allocated between Customer Classes using the Atlantic Seaboard method. 
50% of RevReq is allocated based on Monthly Charges & Annual MCF volume. 
50% of RevReq is allocated based on Monthly MCF usage vs Annual volume. 

PSC G R l 2  exh COS 



Exhibit - Kentucky Frontier Gas LLC 
Cost of Service by Class 

60 MCF/yr average use 

Monthly Service Charge $10.00 per month 

Volumetric Charge 
Gas Cost 

$4.18 perMCF 
$5.25 per MCF commodity (projected) 
$9.43 perMCF 

$ 685.80 total proposed annual bill $ 57.15 permonth 

current wtd ave annual hill $ 49.75 permonth 
14.9% average customer increase 

PSC G R l 2  exh COS 08/01/12 
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KENTUCKY FRONTIER GAS LLC 
JOURNAL ENTRIES 

ACCT # 

131 

367.2 
369.2 

376.2 
380.2 
381.2 
383.2 

389.2 
392.2 
394.2 
396.2 

108.2 
114.2 

131 

365.3 
367.3 

381.3 

108.3 
114.3 

131 

374.1 
376.1 
378.1 
381 .I 
383.1 

MIKE LITTLE GAS: 
CASH 
TRANSMISSION PLANT. 

MAINS 
MEASURE & REGULATING STATION EQlJlP 

TOTAL TRANSMISSION PLANT 
D I S TRI B U TI ON PLANT: 

MAINS 
SERVICES 
METERS 
HOUSE REGULATORS 

TOTAL DlST RlBUTlON PLANT 
GENERAL PLANT: 

LAND RIGHTS 
TRANSPORTATION EQUIPMENT 
TOOLS, SHOP & GARAGE EQUIP 
POWER EQlJlPMENT 

ACCU M U LATED DEPREC I A T  I ON 
GAS PLANT ACQUISITION 

TOTAL GENERAL PLANT 

TOTALS 

BELFRY GAS INC: 
CASH 
'TRANSMISSION PLANT: 

LAND & LAND RIGHTS 
MAINS 

TOTAL TRANSMISSION PLANT 
DISTRIBUTION PLANT: 

TOTAL DISTRIBUTION PLANT 
METERS 

ACCUMULATED DEPRECIATION 
GAS PLANT ACQUISITION 

TOTALS 

EAST KENTUCKY UTILITIES INC: 
CASH 
DISTRIBUTION PLANT: 

LAND & LAND RIGHTS 
MAINS 
MEASURE & REGLJLATING STATION EQlJlP 
METERS 
HOUSE REGULATORS 

TOTAL DISTRIBUTION PLANT 
GENERAL. PLANT: 

DEBIT 

$1 6,268.00 
$8,229.00 

$24,497.00 

$170,244.00 
$31,899.00 
$6,510.00 

$18,779.00 
$227,432 "00 

$569.00 
$58,577.00 
$2,579 .00 
$3,535.00 

$65,260.00 

$481,045.00 

$798,234.00 

$4,498.00 
$270,168.00 
$274,666.00 

$83,619.00 
$83,619.00 

$480,342.00 

$838,627.00 

$10,936.00 
$993,848.00 
$17,643.00 
$19,484.00 
$45,860.00 

$1,087,771 .OO 

CREDIT 

$463,378.00 

$334,856.00 

$798,234.00 

$353,000.00 

$485,627.00 

$838,627.00 

$9451 35.00 

* 

PSC GR12 exh GenlJrnl IGS 10/11/12 



KENTUCKY FRONTIER GAS LLC 
JOURNAL ENTRIES 

ACCT # 

394.1 
TOTAL GENERAL PLANT 

108.1 
114.1 GAS PLANT ACQlJlSlTlON 

TOOLS, SHOP & GARAGE EQUIP 

ACC U MU LAT E D DEPRECIATION 

TOTALS 

KINZER FARM TAPS 
131 CASH 

114.4 GAS PLANT ACQUISITION 

PEOPLES GAS 

DISTRIBUTION PLANT: 
131 CASH 

376.8 MAINS 
392.8 VEHICLES 

108.8 ACCUMULATED DEPRECIATION 
114.8 GAS PLANT ACQUISITION 

TOTAL DISTRIBUTION PLANT 

114.81 GAS PLANT ACQlJlSlTlON - KFG 

TOTALS 

131 CASH 
123.1 INVESTMENT AUXIER 
123.2 INVESTMENT COW CREEK 
123.3 INVESTMENT DEMA 
123.4 INVESTMENT INTERSTATE FARM TAPS 

DEBIT 

$4,025.00 
$4,025 "00 

$955,370.00 

$2,047,166.00 

$250,000.00 

$82,917.00 
$25,000.00 

$1 07,917.00 

$7,785.00 
$6,420.00 

$1 22,122.00 

$1,695,459.00 
$530,000.00 
$10,000.00 
$10,000.00 

CREDIT 

$1,102,031 "00 

$2,047,166.00 

$250,000.00 

$20,000.00 

$1 02,122.00 

$1 22,122.00 

$2,245,459.00 

PSC GR12 exh GenlJrnl IGS 10/11/12 
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