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. History of the Proceedings

On June 29, 2001, Consumers Energy Company (CECo or the Company) filed an
gpplication in the captioned case. The gpplication requested the Michigan Public Service
Commisson (MPSC or Commission) to find that the Company's rates are unreasonably low and
inadequate, to increase the Company's rates for gas trangportation, storage, and distribution
sarvice to produce additiona gas revenues, to gpprove modificationsto rates, rules, and
regulations described in testimony and exhibits submitted by the Company, and to grant partia
and immediate rate relief.

The Commission issued a notice of hearing, and Adminigrative Law Judge (ALJ) Danid
E. Nickerson, Jr. conducted a prehearing conference. ALJ Nickerson granted intervention by
Attorney Genera Jennifer M. Granholm (the Attorney Generd), the Midland Cogeneration
Venture Ltd. Partnership (MCV), Mr. Thomas C. DeWard, the National Energy Marketers
Association (NEM), the Association of Businesses Advoceting Tariff Equity (ABATE), and the
Metrobureau Services Group (1 T 7). The ALJ aso established a schedule for further
proceedings (1 T 11-15).

The Commission issued an Opinion and Order dated December 20, 2001, and granted
partid and immediate rate relief in the annual amount of $15,380,000 -- subject to bond and
potentiad refund.

CECo's witnesses supporting its request for final rete relief were cross-examined on
November 15-28, 2001 (5 T 388 through 9 T 1457). The Staff and Intervenorsfiled testimony
and exhibits on December 14, 2001, and various partiesfiled rebuttal testimony and exhibits on

January 4, 2002. The Staff and Intervenor witnesses and rebuttal witnesses were cross examined



from January 28, 2002, through January 31, 2002 (10 T 1458 through 13 T 2361). The record

conssts of 189 exhibits and 2,361 pages of transcript.

[1. OQutlineof the Evidence

Theissuesin this case involve severd generd subjects. First, CECo presented historica
2000 test year ratebase datain Exhibit A-2 (SBW-4 & 5 and EWC-1) and presented proposed
changes to those historicd ratebase results for the year 2002 in Exhibit A-8 (MAT-14 & 15
revised and EWC-2 revised). Second, CECo presented historica rate of return data for the year
2000 in Exhibit A-4 (SBW-12, SBW-13revised, SBW-14, and SBW-15) and presented proposed
changesto higtorica rate-of-return results for the year 2002 in Exhibit A-10 (NAV-6 revised).
Third, CECo cdculated historica adjusted net operating income for the year 2000 in Exhibit A-3
(SBW-6 through 11) and presented proposed changes to adjusted net operating income for the
year 2002 in Exhibit A-9 (MAT-16 through 19 revised). Fourth, CECo presented historica
information regarding rate design and cost of service in Exhibit A-6 (SBB-1 through 3) and
presented proposed changes for the year 2002 in Exhibit A-11 (SBB-6 through 11 revised, CFB-
1, and CRB-2 & 3revised). Fifth, CECo caculated ayear 2000 gas revenue deficiency in

Exhibit A-1 (SBW-1) and ayear 2002 gas revenue deficiency in Exhibit A-7 (MAT-10 revised).

A. Summary of the Evidence Presented by CECo

CECo proposed the year 2002 asitstest year and proposed to roll the operations of
Michigan Gas Storage Company (MGSCo) into the Company's case. No other party opposed
those proposals. CECo proposed arate base totaling $1,519,310,000 [Exhibit A-8 (MAT-14

revised)]. CECo proposed an overdl 8.2762% rate of return [Exhibit A-10 (NAV-6 revised)].



Thus, CECo proposed an income requirement totaling $125,741,000 [Exhibit A-7 (MAT-10
revised, line 3)]. CECo proposed adjusted net operating income totaing $45,661,000 [Exhibit
A-9 (MAT-16 revised)]. Thus, CECo proposed an $80,069,000 income deficiency [Exhibit A-7
(MAT-10revised, line 5)]. CECo proposed a 1.5683 revenue multiplier [Exhibit 1-7 (MAT-13
revised)]. Thisresulted in aproposed revenue deficiency totaing $133,175,000 [Exhibit A-7

(MAT-10 revised)].

B. Summary of the Evidence Presented by the M PSC Staff

The Staff proposed arate base totaling $1,378,295,000 (Exhibits S-121 and S-129). Staff
proposed a 7.14% overdl rate of return (Exhibit S-117). Thus, Staff proposed income
requirements totaling $98,410,000 (Exhibit S-123, line 3). Staff proposed an adjusted net
operating income totaling $80,270,000 (Exhibits S-124 & S-130). Thus, the Staff proposed an
income deficiency totaling $18,141,000 (Exhibit S-123, line 5). Since the Staff accepted CECo's
proposed revenue multiplier (Exhibit S-123, line 6), the Staff proposed a $28,450,000 revenue

deficiency (Exhibit S-123, line 7).

C. Evidence Presented by the Attorney General

The Attorney Genera presented two witnesses. Mr. William A. Peloquin testified that
during the MPSC-approved rate freeze from April 1, 1998, through March 31, 2001, CECo
reclassified gpproximately 74.6 Bcf of natural gas from base gas to working gas at a price of
$0.6361 per Mcf, that this reduced CECo's cost of gas sold by $132,382,000 from April 1, 2000,
through March 31, 2001, and that CECo received a $115,800,000 benefit from this reduction

while customers received a benefit of $16,582,000 (11 T 1765-1766). Mr. Peloquin testified that



the gas reclassification will provide additional cost reduction benefits to CECo's GCR customers
from April 1, 2001, through March 31, 2003, in the amounts of $77,437 and $1,514,000 (11 T
1757 & 1766 and Exhibit 1-135). Therefore, Mr. Peloquin concluded that any increasein
working capital cost requirements resulting from the reclassification of the 74.6 Bcf should be
allocated 50% to CECo and 50% to CECo's customers (11 T 1768).

The 13-month average cost of CECo's gas stored underground after the reclassification is
$428,669,000. That average would have been $180,203,000 if the reclassification had not
occurred, so CECo's working capita requirements associated with gas stored underground
increased by $248,466,000 as a result of the reclassification (11 T 1785-1762 and Exhibit I-137,
page 2). Because the reclassification increased working capita for working gas stored
underground by $248,466,000, because the reclassification reduced working capital for base gas
by $36,502,000, because the net effect on rate base has been $211,964,100, and because CECo
and its cusomers will each receive gpproximatdy haf of the benefits from the reduction of the
gas expense (costs of gas sold), Mr. Peloquin concluded that $105,982,000 should be removed
from CECo's average rate base in this case to alocate the increased working capita cost in
proportion to their sharing of the corresponding cost reduction benefits (Exhibit | 137, page 1).

Mr. Charles W. King dso testified on behdf of the Attorney General. Mr. King's
testimony provides dternative support for severa of the conclusions recommended in the
Proposal for Decison.

Mr. King testified that the MPSC should be wary of approving CECo's proposed
adjustments from the 2000 historical test year to CECo's proposed levels for 2002 because
neither the gas industry in genera nor CECo in particular has displayed increasing cost

characteristics (11 T 1705-1706). Mr. King testified that the Commission should disdlow 12 of



the specific adjustments proposed by CECo and that other proposed adjustments may be
improper (11 T 1706-1707). All utilities have an incentive to adjust historical results to reduce
their gpparent earnings in a historica period and to increase rate base and expenses (11 T 1709).

Historical period results adjusted only for norma wesather yield only a$17.2 million
revenue deficiency, but CECo is requesting a revenue increase of $132.2 million (11 T 1710).
Thefirgt correction to CECo's adjustments that Mr. King supported is to reduce CECo's proposed
increase by $8.1 million to reflect the stipulation in CECo's currently suspended depreciation
casein Case No. U-12999, and this reduces CECo's requested increase to $125.1 million
(11 T 1710).

$4.5 million of this proposed increase results from CECo's proposed increasein its rate of
return, and $103.4 million results from many adjustments to the historical test year proposed by
CECo'switnesses (11 T 1710). CECo has not been experiencing asimilar level of incressed
annua costs, and CECo's experience is representative of the gasindustry (11 T 1710-1711 and
Exhibit I-132). In any event, the MPSC should reject proposed changes that are speculative and
uncertain (11 T 1712-1713).

The MPSC should rgject CECo's proposed adjustment to the extent that they are premised
upon initidly forecasted high prices of gas (11 T 1713). Firg, In Exhibit A-88, Mr. Rasmussen
projected a 7.4 Bcf contraction in gas sales because of expected gas prices rising from $2.84 per
Mcf in 2000 to $4.59 per Mcf in 2002, and that expectation conflicts with current market
experience (11 T 1714 and Exhibit [-133). Second, Mr. Preketes proposes a $1,764,000 increase
in uncollectible bad debt because of GCR cost increases, and this increase conflicts with gas
market price trends (11 T 1714). In Exhibit A-88, Mr. Rasmussen forecasts that 2002 sales will

be 6.4 Bcf less than they were in 2000 because of increasing customer conservation (7 T 1061).



His adjustment is based upon observed nationa trends without any red evidence that CECo will
experience this leve of reduced saes, so the MPSC should not adopt this adjustment as a known
and measurable change (11 T 1715). The effects of Mr. Rasmussen's sales reductions reduce
2002 revenues by $14.5 million (11 T 1715).

Mr. Sosinski proposes a $2,244,000 increase in the cost of fuel gas (Exhibit A-72), but
forecasted increases in gas prices no longer support this adjustment as a known and measurable
change (11 T 1714).

CECo proposes severa cost increases without projecting any offsetting savings, and the
MPSC should not gpprove those increases as known and measurable changes in the absence of
any explanation how savings make these increased expenses reasonable and prudent ones

(11T 1716-1718). These proposed test year adjustments are:

Improved purchasing systems $ 67,000
Technology services 2,075,000
Customer contact services 939,000
Technology infrastructure 17,600,000
Succession planning 1,990,000
Engineering/planning/scheduling 3,562,000
Computer applications support and enhancement 14,000,000
Meter technology and management systems 550,000
Capital expenditures for meter changes 7,800,000
General office and field facilities 2,000,000

(11 T 1716-1718)
These proposed test year adjustments by CECo total $50,583,000 for increased test year costs,
and they should not be adopted as known and measurable changes when CECo hasfailed to
explain how and why those increased costs will result in savings that will make those expenses
reasonable and prudent (11 T 1716-1718).

The MPSC should not include one-time cost increases in calculating future rates because

that would create afuture windfal for CECo (11 T 1718-1719). For example, CECo proposes to



increase expense for operator qudification expense by $2.5 million from $4.1 million to $6.6
million (11 T 1719). CECo's corrosion control program is a 10-year program ending in 2002;
yet, CECo hasincluded a $3.93 million increase from $3.25 miillion to $7.18 million

(12T 1719). In addition, thisincrease conflicts with CECo's forecast in a discovery response
(12T 1720 and Exhihbit 1-134), and CECo has not included any estimate of resuting savings

Some of CECo's proposed increasing revenue reguirements are inconsistent with the
related, underlying expectations concerning the Company's functions (11 T 1720). For example,
when sarvicesincrease a arate lower than the projected increase in cost, the MPSC should not
treat the cogt increase as aknown and measurable change in the absence of evidence showing
why productivity will decline and without evidence related to corresponding revenue incresses
(12T 1720). For example, CECo forecasts a47% ($2.06 million) increase in damage prevention
expenses from $5.52 million to $7.58 million with only a 5% increase in excavation requests to
the Company (11 T 1721). CECo forecasts a 7-fold increase from $320,000 to $2,310,00 for
succession planning to process hiring of replacement personnd, but CECo does not forecast a
7-fold incresse in the number of employeesretiring (11 T 1721).

Findly, Mr. King noted that CECo has projected gas compression, transmission, and
storage facility capita expenditures of $11.0 million and $3.18 million in 2001 and $14.57
million and $5.93 million in 2002, respectively, as well as operating expense increases of $5.8
million and $5.93 million for those functions; yet, CECo has projected no resulting revenue
growth (11 T 1722). Since past transmission and storage investments have not significantly
eroded CECo's return over the past severd years, it is not appropriate to adopt these proposed
increases without any productivity or growth offsets to reflect cost savings or increased revenues

(11T 1722).



[1l. TheProposal for Decision

The parties submitted briefs and reply briefs, and the ALJissued a proposd for decison
(PFD) on June 3, 2002. Pages 4-24 of the PFD andyze various issues relating to CECo's rate

base, and page 24 of the PFD recommends a $1,378,295,000 total rate base cal culated as

follows
Net Plant $ 971,443,000
Working Capita 347,235,000
MGP Deferred Balance (5,534,000)
Subtotal $1,313,144,000
Michigan Gas Storage 65,151,000
Total Rete Base $1,378,295,000

Pages 26-41 of the PFD andyze the disputed issues concerning CECo's capita structure
and rate of return. Page 41 of the PFD recommends and outlines an overal cost of capitd
totaling 7.25%.

Pages 42-65 of the PFD andyze the disputed issues concerning CECo's adjusted net
operating income, and page 65 recommends calculation of CECo's revenue deficiency in the

following manner:

Description Amounts (000%$)
Rate Base $ 1,378,295
Rate of Return 7.25%
Income Reguirement $ 99,926
Adjusted Net Operating Income $ 79,758
Income Deficiency $ 20,168
Revenue Multiplier 1.5683
Revenue Deficiency $ 31,629

Pages 65-95 of the PFD discuss the issues concerning cost of service and rate design and
make various recommendations. Pages 95-98 discussissues regarding two requests for officia

notice of information requested by the Staff, and the AL J recommends denying officid notice.



V. Exceptions

The Attorney Generd requests the Commission to adopt the following exceptions to the

Proposd for Decision and to adjusts the PFD's recommendations appropriately.

Exception No. 1: The MPSC should reduce CECo'srate base for
ratemaking purposesin order to makeajust and
reasonable allocation of the benefits and costs resulting
from reclassifying 74.6 Bcf of stored natural gas.

The facts relevant to thisissue are uncontradicted. During arate freeze approved by the
MPSC in Case No. U-11599, the Commission approved arequest by CECo in Case No.
U-12679. The Commission issued an ex parte order authorizing CECo to reclassfy 74.6 Bcf of
gas stored underground from base gas to working gas. Reclassification has had two
consequences. Firgt, reclassification has reduced CECo's costs of gas sold. Second,
reclassification has resulted in an increase in CECo's costs of gasin storage, and CECo has
requested a substantial increase in working capitd in thiscase. The Attorney Genera contends
that CECo has received more than half of the benefits from the reduction in its cost of gas sold,
s0 CECo should bear hdf of the resulting increase in working capital codts.

The Michigan Supreme Court has sated:

It isthe duty of the Commisson, under its Statutory power, to fix ajust and

reasonable rate. This can be accomplished only by baancing the interests of

public utility investors and the consuming public. Detroit v MPSC, 308 Mich

706, 716; 14 NW2d 784 (1944).
Therefore, in setting rates the MPSC must consider why a cost is being incurred and whether the
investors and/or the customers have benefited as aresult of the cost.

CECo's historica year 2000 net utility plant was $1,147,507,000, and CECo adjusted that

level to reflect the storage gas reclassification approved in U-12679 by making a $36,502,000



reduction in net utility plant and a $183,829,000 increase in working capitd (4 T 221-221 and
Exhibits1-24 & A-16). Smilar adjustments are included in the ratebase adjustments CECo
proposed for find rate rdlief. For find rate relief, CECo reduced net utility plant by $39,961,000
and increased working capital by $354,018,000 [Exhibit A-7 (MAT-11 revised)].

Initsinterim rate order for this case, the Commission adopted CECo's base gas
adjustment (Opinion & Order dated December 20, 2001, pp 13-17). Page 15 of the order says.

The Commission finds that the effects of the base gas adjustment

approved by the Commission's October 24, 2000 order in Case No. U-12679

should be recognized for the purposes of determining interim relief. Pursuant to

the Commission's authorization, Consumers made adjustments to its books and

records that had an immediate effect on its rate base and its cost of gas. No one

has questioned the accuracy of the adjustments or the fact the [dc, that]

Consumers was required to make them.

On the other hand, page 16 of that order says:

Of course, the Commission's resolution of an issue in connection with a request

for interim relief does not preclude further litigation of the same issue during the

find phase of this proceeding.

The Attorney Generd's testimony in the find rate relief phase of this case, and her initid
brief addressed the consequences of the storage reclassification. Pages 20-21 of the PFD regject
the Attorney Genera's position, but rejection was not based on the merits of the factua record.
Page 21 of the PFD concludes that nothing presented by the Attorney Generd renders the
Commission's determination in the interim relief portion of the case suspect or requires further
scrutiny. This conclusion badly misses the point.

The Attorney Generd is not challenging the result of the interim order. Furthermore,
even though a $212 million net increase in rate base resulting from the ex parte reclassfication

might raise serious questions regarding whether the reclassfication will actualy result in net

benefits over time, the Attorney Generd is dso not now asking the Commisson to revigt its

10



ex parte order in U-12679. For purposes of find rate rdlief, the Attorney General smply
contends the net increase in rate base resulting from the reclassification should be borne by
CECo and its customers in a proportion to their share of the cost reductions.

Mr. William A. Peloquin testified that during the MPSC-approved gas rate freeze from
April 1, 1998, through March 31, 2001, CECo reclassified approximately 74.6 Bcf of natura gas
from base gas to working gas at a price of $0.6361 per Mcf, that this reduced CECo's cost of gas
sold by $132,382,000 from April 1, 2000, through March 31, 2001, and that CECo received
$115,800,000 of this benefit from the cost reduction while customers received a benefit of
$16,582,000 (11 T 1765-1766). The gas reclassfication will provide additiond cost reduction
benefitsto CECo's GCR customers from April 1, 2001, through March 31, 2003, in the amounts
of $77,437 and $1,514,000 (11 T 1757 & 1766 and Exhibit 1-135). Therefore, Mr. Peloquin
concluded that any increase in working capita cost requirements resulting from the
reclassfication of the 74.6 Bcf should be alocated 50% to CECo and 50% to CECo's customers
(11 T 1768).

The 13-month average cost of CECo's gas stored underground after the reclassification is
$428,669,000. That average would have been $180,203,000 if the reclassification had not
occurred, so CECo's working capital requirements associated with gas stored underground
increased by $248,466,000 as aresult of the reclassification (11 T 1785-1762 and Exhibit 1-137,
page 2). CECo did not rebut this testimony or the testimony regarding how the Company and its
customers have shared the cost reduction benefits.

Because the reclassification increased costs for working gas stored underground by
$248,466,000, because the reclassification reduced working capital for base gas by $36,502,000,

because the net effect on rate base has been $211,964,100, and because CECo and its customers

11



each received gpproximately haf of the benefits from the reduction of the gas expense (codts of
gas sold), Mr. Peloquin concluded that $105,982,000 should be removed from CECo's average
rate base in this case to dlocate the increased working capitd cost in proportion to the way
CECo and its customers have shared the benefits (Exhibit 1-137).

To pargphrase conclusions about CECOo's presentation in the Commission's interim orde,
no onein this phase of the case has questioned the accuracy of Mr. Peloquin's calculaions
regarding the effects of reclassfication. Since the Commission isrequired to establish just and
reasonable rates and must balance the interests of CECo and its customers, the Commisson
should not impaose upon customers al of the increased working capita requirements resulting
from CECo's base gas reclassification. The disalowance of $105,982,000 supported by Mr.
Peloquin should be adopted and used to reduce the rate base used by the Commission to caculate
CECo'sfind revenue deficiency. This sum should be deducted from the ratebase resultsin
Exhibit A-7 (MAT-11 revised), in Exhibit S-121, or in the PFD.

The PFD's recommendation makes the reservation stated in the interim order ahollow
one. In Mr. Pdoquin'sinterim testimony, he recommended total exclusion of reclassification
cost increases because they represented a controversia (disputed) adjustment to rate base. In Mr.
Pdoquin's find testimony, his tesimony regarding who received how much of the cost reduction
benefitsis uncontradicted. Thus, the resulting increase in working capital costs should be

allocated 50/50 to CECo and its customers by reducing CECo's ratebase by $105,982,000.

12



Exception No. 2: The MPSC should revise CECo's capital structureto
exclude the effects of a $150 million infusion of common
equity investment received from CM S Energy on
January 3, 2002.

As page 26 of the PFD indicates, CM S Energy, CECo's parent, infused $150 million of
common equity into CECo's capital structure. All other things remaining equd, this action
increases CECo's overdl rate of return and CECo's income requirements, which in turn increases
revenue requirements imposed upon ratepayers.

The question is whether or not the MPSC'sinclusion of this change would result in just
and reasonable rates. CM S Energy's action happened at the last minute -- 1ess than one month
before cross examination, and CECo offered no evidence to prove that the Company needed this
cash flow. CECo previoudy paid dividendsto CMS Energy totaing $1,238,000,000 (Exhibit
S-158) plusdividendsin 2001. If CECo needed the $150 million, then from the point of view of
ratepayers, paying dividends out of retained earnings only to take back part of the money in the
form of new common equity isnot just and reasonable. Likewise, if CMS Energy did not need
the cash, then passing the $150 million up and down amounts to a shell game having only the
effect of increasng CECo's overal cost of capitd.

In agenerd rate case, a utility has the burden of proof. Inre The Detroit Edison Co,
MPSC Case No. U-8789, Opinion & Order dated December 19, 1991. The PFD responds that
there is no evidence showing CM S Energy will withdraw the infusion or that it was donein an
attempt to increase the capitd structure and revenue requirements. This response missesthe
point. No direct admisson of motive may exist in the record, but the effects of the infusion are
uncontradicted. Page 29 of the PFD responds thet alow credit rating, which raises CECo's cost

of borrowing, is a specific need for the equity infuson. This response begsthe question. The

13



record contains no evidence that CECo needed credit for either the $150 million or for more than
that. In other words, a higher equity ratio might improve CECo's credit rating and lower CECo's
cost of debt, but beyond an increased rate of return and revenue deficiency, the record lacks any
record showing resulting benefitsto CECo. Furthermore, with the abosence of proof that CECo
needed more credit at lower interest rates to adequately serve its customers, no customer benefits
have even been suggested. Asthe PFD indicates, a known and measurable change must be
proved, and CECo has showed a change. But, CECo must aso prove that it has ajust and
reasonable basis for passing increased cost consequences of known and measurable changesto
its customers. CECo did not reduce any other component of its capital structure or reduce any of
its proposed costs of capitd to reflect the $150 million infuson. The MPSC should not include

the $150 million infusion.

Exception No. 3: The M PSC should modify the PFD's recommendation
on pages 77-78 regarding classratesin order to avoid
rate decreases for some classes while approving an over-
all rateincrease.

Pages 77-78 of the PFD discuss the agreement between the Staff and CECo that inter-
class subsdies should be diminated. The Staff's proposal reduces rates for some classes even
though it proposes an overdl increase in rates. The PFD's brief discussion of the issue ignores
objections to doing this presented in Mr. King's testimony and authorities cited on pages 10-11
of the Attorney Generd's reply brief.

Cost of service and rate design issues reguire the MPSC to balance the interests among
various customer classes. CECo has no direct stake in these issues because class cost of service
studies and rate design include 100% of any MPSC-gpproved revenue requirement. Once

revenue requirements and a revenue deficiency or excess have been identified, the goa of cost-

14



of-sarvice and rate design principle isto fully recover the corresponding amount. However,
public policies other than cogt-of- service principles should be taken into account.

For example, the Commission has attempted to foster a policy of permitting as much
universal availability of service as possble. For example, in the Staff's report dated October 13,
1997 on Customer Focus I ssues and Recommendations (p 1) for eectric restructuring in Case
No. U-11290, the Staff said:

The genera sense of the public response received was captured by Consumers

Energy in its comments: "[€]lectricity is percaived as a universd service and is

required for habitability and economic ability; therefore, unlike dmost every

other service in the United States, a certain amount of regulatory oversight is

necessary to ensure eectricity is accessble on anondiscriminatory basisto al

customersin Michigan.”

Thisis an gppropriate policy for regulation of gas utilitiesaso. The MPSC al so has adopted
shutoff rulesto protect low-income customers during the winter hegting season. Inrethe
Commission's Own Mation, MPSC Case No. U-9754, May 21, 1992, Order Adopting Proposed
Rules Governing the Commission's Consumer Standards and Billing Practices for Electrical and
Gas Residentid Service. Furthermore, as Mr. King has testified, prior MPSC decisionsin Case
Nos. U-6923 and U-9346 have recognized the need for gradualism in making rate changes
(11T 1745-1746). 1t may seem smdl to raise CECo's residential customer charge by $1.50 per
month, but standing aone that represents approximately a 23% rate increase and millions of
dollars. Furthermore, CECo has an indirect interest in such aredlocation. Residential

customers need gas service, and their demand for service s less price sengtive than larger
customers. So, CECo stands to benefit any time a higher percentage of costsis being recovered
from non-price sendtive cusomers. In that circumstance the pressure to minimize costsis

reduced -- al other thingsbeing equa. The Attorney Generd urges the Commission to consider

graduaism in reallocating costs and redesigning rates. It may be appropriate to raise some
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classes more than other classes, but rate shock is a consideration before reducing some rates at
the expense of larger rate increases.

It would be particularly ironic to ignore Mr. King's testimony regarding the relative risks
created by different customer classes when CECo aswell as page 32 of the PFD refer to Mr.
King's testimony regarding relative risk to support a concluson about CECo's overall business

and financid risk, which is not a subject addressed by Mr. King's testimony.
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V. Relief Reguested

For the reasons stated above, Attomey Genera] Jennifer M. Granholm requests the
Michigan Public Service Commission to issue a final order adopting and incorporating the

exceptions described above.

Respectfully submitted,

JENNIFER M. GRANHOLM
Attomey General

J. Peter Lark (P26970)

Assistant in Charge

Special Litigation Division
Dot €. Erictigpm,

Donald E. Erickson (P13212)
Assistant Attomey General

Special Litigation Division
6520 Mercantile Way, Suite 2
P. O. Box 3G736

Lansing, MI 48909

(517) 373-1123

June 24, 2002
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