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RE: Application of Community Initiative for a Certificate of Public Convenience and 
Necessity to Provide Natural Gas Services in Certain Areas of Macon County, Tennessee 
(including within the City of Red Boiling Springs); to Approve the Transfer of Certain 
Assets and Customers of RBS Gas Utility, Inc.; to Approve Franchise fiom The City of 
Red Boiling Springs; to Confirm Cancellation of Special Contract of RBS Utility, Inc.; 
and to Set Rates and Approve Tariff 

Docket No.: 06-00281 

Dear Chairman Kyle:. 

Enclosed for filing is the Pre-Filed Testimony of William H. (Hal) Novak. 

Community Initiative published Notice of the upcoming TRA hearing just as soon as it learned 
that the hearing would take place on January 8. Thus, enclosed for filing is a copy of the Notice, as 
published in the Tennessean. The Tennessean 's circulation covers Macon County (including Red Boiling 
Springs), and CI published in it in order to get the Notice out promptly, since the local Macon County 
newspapers only publish weekly. Further, enclosed for filing is a copy of the Notice, as published in the 
Macon County Chronicle. 

As you will note, there is an original and fourteen copies of each of these enclosures. Please 
stamp one copy of all of the documents "filed" and return it to me for my files. 

Should you have any questions with respect to this filing, please do not hesitate to contact me. 

Enclosures 

300680.3 
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CERTIFICATE OF SERVICE 

I hereby certify that I have served a copy of the foregoing document, together with the 
enclosures, upon the City of Red Boiling Springs, Tennessee, c/o Jon A. Wells, Esq., city 
attorney, 206 Court Square, P. 0. Box 116, Lafayette, Tennessee 37083-01 16; Macon County, 
Tennessee, c/o County Mayor Shelvy Linville, Room 201 Macon County Courthouse, Lafayette, 
Tennessee 37083; the City of Lafayette, Tennessee, c/o Jon A. Wells, Esq., city attorney, 206 
Court Square, P. 0. Box 116, Lafayette, Tennessee 37083-0116; the Consumer Advocate 
Division, Tennessee Attorney General's Office, Attn.: Timothy Phillips, Esq., Senior Counsel, 
425 Fifth Avenue North, Nashville, Tennessee 37243-0491; J. Graham Matherne, Esq., attorney 
for Receiver of RBS Gas Utility, Inc., Wyatt, Tarrant & Combs LLP, Suite 1500,2525 West End 
Avenue, Nashville, Tennessee 37203-1423; John A. Gupton 111, Esq., attorney for Nestle Waters 
North America, Baker, Donelson, Bearman, Caldwell & Berkowitz, P.C., 21 1 Commerce Suite, 
Suite 1000, Nashville, TN 37201, by depos 
first class mail, postage prepaid, this 291h day of Decembe 



BEFORE THE TENNESSEE REGULATORY AUTHORITY 

Nashville, Tennessee 

1 --. 
IN RE: APPLICATION OF COMMUNITY INITIATIVE FOR A CER~IFIGATE 

OF PUBLIC CONVENIENCE AND NECESSITY TO PROVIDE 
NATURAL GAS SERVICES IN CERTAIN AREAS OF MACON'COUN-TY, 
TENNESSEE (INCLUDING WITHIN THE CITY OF RED BOILING 
SPRINGS); TO APPROVE THE TRANSFER OF CERTAIN ASSETS AND 
CUSTOMERS OF RBS GAS UTILITY, INC.; TO APPROVE FRANCHISE 
FROM THE CITY OF RED BOILING SPRINGS; TO CONFIRM 
CANCELLATION OF SPECIAL CONTRACT OF RBS UTILITY, INC.; 
AND TO SET RATES AND APPROVE TARIFF 

Docket No.: 06-00281 

PRE-FILED TESTIMONY OF WILLIAM H. NOVAK 



Would you state your name, business address and occupation for the record, 

please? 

My name is William H. Novak. My business address is 19 Morning Arbor Place, 

The Woodlands, TX, 77381. I am the owner of WHN Consulting, a utility 

consulting and expert witness services company. I was engaged by AUI to assist 

it and Community Initiative ("CI" or "the Company") with this filing. 

Please provide a summary of your background and professional experience. 

I have both a Bachelors degree in Business Administration with a major in 

Accounting, and a Masters degree in Business Administration from Middle 

Tennessee State University. I am also licensed to practice as a Certified Public 

Accountant in Tennessee. 

My work experience has centered around regulated utilities for over 24 years. 

Before establishing WHN Consulting, I was Chief of the Energy & Water 

Division of the Tennessee Regulatory Authority where I had either presented 

testimony or advised the Authority on a host of regulatory issues for over 19 

years. In addition, I was previously the Director of Rates & Regulatory Analysis 

for two years with Atlanta Gas Light Company, a natural gas distribution utility 

with operations in Georgia and Tennessee. I also served for two years as the Vice 

President of Regulatory Compliance for Sequent Energy Management, a natural 

gas trading and optimization company in Texas. 

What is the purpose of your testimony in this proceeding? 

The purpose of my testimony is to present to the TRA the underlying support for 

the rates and charges proposed by CI in its application to the TRA for a Certificate 

of Public Convenience and Necessity. 

What is the basis for the proposed rates that were included in the Company's 

filing? 
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Because the historical books and records from the previous owner of RBS Gas 

Utility could not be relied upon, the Company was forced to prepare a long-term 

financial forecast for each of the next five (5) years as shown on Company Exhibit 

WHN- 1, Schedule 1. 

Please explain how the Company's revenue forecast was prepared. 

We began with a forecast of base rate revenues for 2007 as shown on Company 

Exhibit WHN-1, Schedule 2. To calculate the pro forrna 2007 revenues, we used 

the expected sales volumes and customer counts and then applied them to both the 

current and proposed rate structures. The Company's proposed rate structure will 

produce an increase in revenues of approximately $144,000 from the base rates 

currently being charged by the Receiver. Most of this revenue increase 

(approximately $1 10,000) will come from the Industrial customer class which 

includes only one (1) customer that was previously being served under a special 

contract that has recently expired. 

To calculate revenues for the remainder of the five-year budget as shown on 

Company Exhibit WHN-1, Schedule 1, we increased the pro forma 2007 

Residential and Commercial revenues under the proposed rates by ten percent 

each year for the remainder of the five-year budget in order to match the 

Company's expected new investment in utility plant. Industrial revenues were left 

unchanged at the 2007 pro forma amounts for the remainder of the five-year 

budget. 

How were the Company's pro forma operating expenses shown on Company 

Exhibit, Schedule 1 were forecasted? 

We began with a forecast of salary and wages. We expect the 2007 salary and 

wage expense to be approximately $192,000. Because the expected time and 

attention necessary to initially set the policy and procedures of running the day-to- 

day operations should decrease after the first year, we have reduced the annual 
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forecast for salary and wages by $70,000 for each of the remaining years of the 

five-year forecast. 

To calculate depreciation expense, we applied a 10% depreciation rate to the 

average balance of plant in service for each year of the five-year forecast. A 10% 

depreciation rate was used because the Company determined that the expected 

remaining life of the existing plant in service was approximately 10 years. 

The Company forecasted $21,120, $3,116, $25,000 and $2,7 15 respectively for 

the annual Office Expense, Repair & Maintenance Expense, Insurance Expense 

and Licenses & Permits Expense. These forecasts were based on the anticitpated 

costs of these services, and the same amounts were used for each year of the five- 

year forecast. 

For Professional Services, the Company included $50,000 as the first year cost of 

preparing, filing and defending this case before the TRA. This cost was reduced 

to $15,000 for the remaining periods of the five-year budget. 

After considering each of the adjustments mentioned above, the total operating 

expenses were forecast and ranged from a low of approximately $23 1,000 in 2008 

to a high of approximately $361,000 in 201 1. In addition, the net revenue and 

expense forecasts produce an annual net operating income ranging from a loss of 

approximately $-21,000 in 2007 to a high of approximately $83,000 in 2008. 

Please explain the Company's rate base forecast as shown on Company 

Exhibit WHN-1, Schedule 1. 

We began with the purchase price of $250,000 that the Company will pay the 

Receiver for the assets of RBS Gas Utility in 2007. We then added $1.7 million 

to this amount over the remaining four years of the five-year budget that the 

Company expects to invest for inspection, mapping and system expansion. 

We next calculated accumulated depreciation by totaling up the depreciation 

expense for all years and taking the average of the beginning and ending balances. 
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Finally, we calculated an amount for working capital by taking one eighth (118) to 

the total operating expenses. 

After considering each of the adjustments mentioned above, the total rate base 

forecast was calculated and ranged from a low of approximately $278,000 in 2007 

to a high of approximately $1,558,000 in 201 1. 

What rate of return has the Company forecast on this projected rate base? 

As shown at the bottom of Company Exhibit WHN-1, Schedule 1 the Company's 

projected overall rate of return forecast under proposed rates would be as follows: 

2007 -7.67% 

2008 14.38% 

2009 6.52% 

2010 2.96% 

201 1 1.02% 

Average 3.82% 

As can be seen, for 2007 the Company expects to incur a loss primarily due to the 

one-time incremental costs of transitioning the utility from the Receiver. 

Thereafter, the Company expects to operate at a positive rate of return. The 

average expected rate of return for the entire five-year budget is 3.82%. 

Does this conclude your testimony? 

Yes, it does. 
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STATE OF TEXAS 1 

COUNTY OF MONTGOMERY ) 

I swear that the foregoing testimony is true and correct to the best of my knowledge. 

WILLIAM H. NOVAK 

C, 
Sworn to and subscribed before me this a@ day of December, 2006. 

My Commission Expires: 10 - / b - 0 



Community Initiative 
Income, lnvestment and Rate of Return Analysis of Red Boiling Springs Gas Company Acquisition 

Ehlb l t  WHN-I 
Schedule 1 

Base Revenues: 
Residential 
Commercial 
IndustriaVSpecial Contract 

Total Base Revenue 

Operatlng Expenses: 
Salaries (L Wages 
Depreciation Expense 
Oflice Expense 
Repair 8 Malntenance 
Professional Services 
Insurance Expense 
Licenses (L Permits Expense 

Total Operatlng Expenses 

Net Opentlng Income 

Rats Base (Avenge): 
Plant in Service 
Accumulated Depreciation 
Working Capital 

Rate Base 

Rate of Return 

2007 2008 2009 2010 2011 Avenge 

Al See Sheet 2. 
BI First year expense of $43,535 for Field Labor; $28,080 for Clerical Lam and $120,OW for Management Labor. 
CI Average Plant in Service ' 10%. 
Dl Management assumptions based on anticipated costs. 
El Initial Investment for purchase. 
FI  One half (112) of Depreciation Expense. 
GI One eighth (118) of Total Operating Expenses. 
HI Ten percent (10%) increase over previous year due to plant expansion. 
I1 Post first year expense of $43,535 for Field Labor; $28,080 for Clerical Labor; and $50,000 for Management Labor. 
JI Average of current and previous year plant in service @ 10%. 
KI Previous Year Plant in Service + $100.000 for inspectionlmapping and $250,000 for system expansion. 
U Previous Year Balance of Accumulated Depreciation + Current Year Depreciation Expense. 
MI Previous Year Plant in Service + $450.000 for system expansion and reserve. 



Community Initiative 
Revenue Analysis of Red Boiling Springs Gas Company Acquisition 

Exhibit WHN-1 
Schedule 2 

Resldentlal: 
Mcf Volumes 

Customers (Blils): 
Winter 
Summer 

Total Residential 

Commerclal: 
Mcf Volumes 

Customers (Bills): 
Winter 
Summer 

Total Commercial 

MC~~DM Exlstlng Proposed Exlstlng RBS Proposed AUI 
Determinant A1 RBS Rate D l  AUl Rate El Revenues Revenues Difference 

24,000 B1 $4.29 $5.00 $102,960 $120,000 $17,040 

Industrial 8 Special Contract: 
Mcf Volumes 24,000 BI $0.50 

Customers (Bills): 
Winter 
Summer 

Total Industrial8 Special Contract 

Total Base Rate Margin 

A/ For simplicity, we assume in this analysis that 1 M d  = 1 Dkt. 
BI Customer charges assumes 185 residential. 4 commercial and 1 industrial customer. 
CI Mcf Volumes of 24,000 each customer dass closely approximates current usage. 
Dl RBS Tariff Sheets less $3.21/Mcf of gas cost in base rates. 
El Proposed tariff sheets induded in Company's Petition. 


