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1 Q. PLEASE STATE YOUR NAME, OCCUPATION, AND ADDRESS.

2 A. My name is Frank J. Hollewa.  I am an independent energy consultant doing

3 business as EPEC (Energy Planning and Engineering Consultants).  My office is

4 at 6182 Grovedale Court, Suite 100, Alexandria, Virginia  22310.

5 Q. PLEASE SUMMARIZE YOUR PROFESSIONAL AND EMPLOYMENT

6 EXPERIENCE.

7 A. I was employed by Washington Gas Light Company for 33 years.  At the time of

8 my retirement, I held the position of Senior Vice President of Distribution, Gas

9 Supply and General Services.  The responsibilities of this position included the

10 repair, installation and maintenance of all transmission and distribution facilities;

11 system design; system control; gas supply planning; gas acquisition; peak shaving

12 plants; storage field; total energy facilities; Federal Energy Regulatory

13 Commission (FERC) related matters; interface with interstate pipelines; general

14 structures maintenance and improvements; fleet acquisition and maintenance;

15 and interface with three (3) local Public Service Commissions in Maryland,

16 Virginia and the District of Columbia relating to operating matters.  The total

17 scope of my position encompassed approximately 50% of all employees at

18 Washington Gas Light.  Much of my knowledge and experience was obtained on

19 the job at Washington Gas Light.  I was employed there in 1963 at the age of 19

20 as a union grade clerk in the Gas Supply Department.  As my knowledge and

21 responsibilities increased, I moved to Staff Assistant; Staff Supervisor; Assistant

22 to the Vice President, Gas Supply; and in 1982 at the age of 38, I became Vice
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1 President, Gas Supply.  At that time, the Gas Supply Department had over 250

2 employees and represented approximately 10% of the Company manpower.

3 During the period from 1970 to 1995, I participated as an expert witness in

4 approximately 20 formal rate proceedings at the Maryland Public Service

5 Commission ("PSC"), District of Columbia PSC, Virginia State Corporation

6 Commission, and the FERC.  I was well known throughout the gas industry and

7 participated as a speaker and panelist at numerous industry gatherings.  I was on

8 the Board of Directors of Associated Gas Distributors ("AGD") and Gas Industry

9 Standards Board ("GISB") as well as a member of the Institute of Gas Technology

10 ("IGT") Task Force on Gas Quality at the time of my retirement.

11 For the past eleven years, I have operated EPEC consulting.  During that time, I

12 have participated in numerous cases for the New Jersey Division of the Ratepayer

13 Advocate, the Ohio Consumers' Counsel, and the West Virginia Consumer

14 Advocate Division.  Since 1999, I have participated in all GCR Plan and

15 Reconciliation Cases involving Michigan’s four (4) largest gas distribution

16 companies for the Residential Ratepayer Consortium.

17 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?

18 A. I have been retained by the Residential Ratepayer Consortium  ("RRC") to make

19 an independent analysis and evaluation of the gas cost recovery plan filed by

20 Michigan Gas Utilities Corporation (“MGU” or the “Company”) for the 12-month

21 period April 2006 thru March 2007.

22
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1 Q. WHAT DOCUMENTS HAVE YOU REVIEWED IN THIS CASE?

2 A. I have reviewed the testimony and exhibits filed by the Company in this case and

3 MGU’s responses to data requests.

4 Q. PLEASE SUMMARIZE YOUR RECOMMENDATIONS.

5 A. First, I recommend amending MGU’s base ceiling GCR factor to $9.3196 per Mcf

6 and changing the Company’s Contingent GCR Factor Matrix (CM) to incorporate

7 a $3.00 cap on increases in the NYMEX price forecast with Fractional Multipliers

8 of 1.00 for the 1  quarter, 0.80 for the 2  quarter, 0.60 for the 3  quarter, andst nd rd

9 0.40 for the 4  quarter of the 2006-2007 GCR period.th

10 Second, I make recommendations regarding adjustments to MGU’s annual and

11 monthly GCR requirements, the Company’s planned storage requirements, its

12 plan to accommodate colder-than-normal (CTN) weather, a reduction in the

13 current level of MGU’s firm transportation, and that the Company file a plan for

14 capacity release credits.

15 Q. WHAT IS THE CEILING GCR FACTOR MGU IS REQUESTING ?

16 A. In its Notice of Hearing and in Exhibit A-1, MGU indicates that $14.1603 per

17 Mcf is the ceiling GCR factor the Company is requesting in this case.  However,

18 in a letter to the Commission’s Executive Secretary dated April 27, 2006

19 (Document No. 0021 in the MPSC’s Electronic Case Filings for this case),

20 MGU’s counsel states that the Company’s request for a gas cost tracker for

21 company use-and-lost-and-unaccounted-for is being withdrawn.  Based on the

22 information in Exhibit A-2, page 2, that tracker represents $.1198 per Mcf of the
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1 Company’s requested ceiling GCR factor.  Therefore, I conclude that MGU is

2 now requesting a ceiling GCR factor of $14.0405 per Mcf.

3 Q. WHAT ARE YOUR FINDINGS REGARDING THE COMPANY’S

4 PROPOSED CEILING GCR FACTOR?

5 The Company’s requested ceiling GCR factor includes $1.7447 per Mcf for a

6 “Probability Weighted Price Risk Factor” (PWPRF).   The RRC requested

7 clarification of the PWPRF in its discovery question 01-RRC-17 which is

8 presented with this testimony as Exhibit RRC-1 (FJH-1).  MGU’s response states

9 that the PWPRF is only utilized for the establishment of the GCR ceiling factor in

10 the Company’s initial filing.  It is not incorporated into the Contingent GCR

11 Factor Matrix (CM). 

12 My examination of MGU’s proposed CM in Exhibit A-11 reveals that, because

13 the Company proposes to set its ceiling GCR factor at $14.0405 per Mcf, the CM

14 only becomes applicable for NYMEX increases of $1.75 to $2.00 per Mcf. 

15 Likewise, MGU’s proposed NYMEX Futures Update one week prior to the date

16 for motions to strike would be a moot exercise unless the NYMEX increases were

17 $1.75 per Mcf or greater.  Exhibit RRC-1 (FJH-1) also indicates that the NYMEX

18 Futures Update would not result in a GCR factor lower than the “Base GCR

19 Factor” of  $12.2978 per Mcf.  Therefore, the PWPRF virtually eliminates use of

20 the CM as well as the NYMEX Futures Update because MGU would already have

21 a ceiling GCR factor of $14.0405 per Mcf and a base GCR factor no lower than

22 $12.2978 per Mcf.
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1 A PWPRF measures both the upside and downside price probabilities in the

2 NYMEX natural gas futures.  In my opinion, it is wrong to ignore the downside

3 price probability and apply the PWPRF only to set an upper price estimate.  The

4 only possible rational use of a PWPRF Factor would be to set the upper limit of

5 the CM.  

6 My conclusion is that there is no factual basis for including a PWPRF in setting

7 the ceiling for the GCR factor that MGU may bill its customers in this case.  The

8 GCR factor MGU is charging in April and May 2006 is $9.3196 per Mcf.  That is

9 $4.7209 per Mcf lower than the Company’s requested ceiling GCR factor. 

10 MGU’s proposed CM could add approximately $2.00 per Mcf to the $12.2978 per

11 Mcf  “Base GCR Factor” identified in Exhibit A-11, potentially increasing the

12 GCR ceiling price to approximately $14.30 per Mcf – an amount that is $4.98 per

13 Mcf greater than the April and May 2006 billed GCR factor.  The Commission

14 should find that $12.298 per Mcf is the numeric value that is MGU’s filed ceiling

15 GCR factor in this case with no consideration given to the Company’s request for

16 a PWPRF.   

17 Q. WHAT CONCLUSIONS DID YOU REACH REGARDING THE LEVEL

18 AT WHICH MGU’S “BASE GCR FACTOR” IS SET?

19 A.  Because of changes that have occurred since December 2005 when MGU filed

20 its 2006-2007 GCR Plan, the data shown in Exhibit A-1 are not reasonable

21 projections of the Company’s gas costs in April 2006-March 2007.  The

22 Company’s base ceiling GCR factor of $12.2978 per Mcf significantly overstates



I recognize that currently, there is only one alternative supplier in MGU’s service1

territory who is serving the commercial and industrial classes.  The price spread I
have identified could attract additional alternative suppliers to MGU’s service
territory.

6

1 the billing charge necessary to recover MGU’s gas costs in the 2006-2007 GCR

2 period.  Later in this testimony, I discuss how MGU’s GCR factor and its CM

3 should be adjusted to reflect the changes that have occurred since December

4 2005.

5 It is important that MGU’s proposed base GCR factor be adjusted to more closely

6 reflect current market conditions and send accurate pricing signals as soon as

7 possible.  The existing price spread between the actual GCR factor that MGU is

8 billing its customers and the maximum allowable GCR factor is large enough to

9 create attractive marketing opportunities for gas suppliers participating in the Gas

10 Customer Choice (GCC) program .  This price spread may foster confusion for1

11 customers that will work to their financial detriment. 

12  An example of this problem would be a marketer offering a fixed price of $11.50

13 for a year versus the base ceiling GCR factor of $12.2978 filed by MGU.  The

14 Marketer could further claim that the Company’s price could be lower, but could

15 also increase to $14.30 based on the proposed CM. Under these circumstances,

16 marketers can take unfair advantage of uninformed GCR customers without risk

17 and at large profit margins.  The hypothetical price of $11.50 would be $2.18

18 greater than the Company’s GCR Factor of $9.32 for April and May 2006.  The

19 basis differentials, demand charges and fuel are already incorporated in the
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1 Company’s April and May GCR factor and the assumption is that the same costs

2 would be incurred by the marketer.  Therefore, a GCR customer who thinks that

3 she or he is saving $0.82/Mcf by signing up could, in fact, be paying

4 approximately $2.18/Mcf more for her or his gas commodity costs.

5 In my opinion, this situation is not the operation of a competitive market

6 envisioned by the GCC Program. Rather, it is the application of opportunistic

7 solicitation resulting from a volatile marketplace for natural gas.  The drop in the

8 price forecast from December 2005 when MGU made its GCR filing and March

9 2006 is the direct cause of this large spread, not market competition.

10 To date, prior adjustments to the base GCR  factor have been upward to recognize

11 price increases after the plan filing.  The Commission has approved use of the

12 CM based in part on its view that a large under recovery by the Company would

13 only create market distortions for both the plan year and the following year.  The

14 exact reverse has now occurred. Downward prices will create market distortions

15 and send incorrect price signals for the 2006-2007 GCR Plan year.  This fosters

16 the conditions that may cause customers to make bad choices and incur higher

17 commodity costs for the next 12 months.

18 I recognize that no one can predict with certainty that an offer of $11.50 will be

19 $2.18 more expensive than the Company’s billed GCR factor over the next 12

20 months.  However, in making a decision whether to lock in the price offered by

21 an alternative gas supplier, the customer should be armed with the knowledge of

22 the GCR factor that her or his local gas distribution company is currently billing
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1 and what it is likely to charge over the GCR period based on current price

2 projections.  The Company’s filed base GCR factor does not do that and it sends

3 an incorrect price signal to the customer.

4 Q. WHAT ARE YOUR RECOMMENDATIONS REGARDING MGU’S GCR

5 FACTOR?

6 A. Based on the Company’s decision to bill an April and May 2006 GCR factor of

7 $9.3196 per Mcf, I have reviewed all of the material provided in response to

8 discovery to determine if $9.3196/Mcf is a reasonable estimate for the balance of

9 2006-2007 GCR period.

10 Exhibit A-6, page 1 shows the Futures Price based on the five-day average

11 occurring between December 1-7, 2005 for the period from April 2006 through

12 March 2007.  Mr. Ono describes the six-step process the Company uses to

13 develop its pricing assumptions on Pages 18 and 19 of his testimony.

14 The RRC submitted a discovery question to MGU asking the Company to update

15 the price forecast from the first five trading days in December to the first five

16 trading days in April.  Mr. Huzzey, who is adopting Mr. Ono’s testimony,

17 prepared the Company’s response to a data request identified as 01-RRC-18

18 which is included in my testimony as Exhibit RRC-2 (FJH-2).  The response to

19 this data request shows that this updating results in a reduction to Projected Gas

20 Cost of $65,356,924 and a reduction of $2.9074 per Mcf in the GCR factor from

21 $12.2978 per Mcf to $9.3904 per Mcf.

22 I will note that the average price of $8.6884 shown on Attachment 01-RRC-18 
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1 in Exhibit RRC-2 (FJH-2) was developed by MGU using March 29 and April 4-7,

2 2006 futures prices.  The first five trading days in April were 4/3-4/7/06 and

3 resulted in an average price of $8.6665.

4 Even though prices increased later in April, the month ended with a closing price

5 for May of $7.198 per Mcf.  That was only $0.18 higher than the futures price for

6 May of $7.019 per Mcf in the 4/3-4/7/06 average.  For comparison purposes, the

7 average price for the 12-month strip for the first five trading days in May (5/1-

8 5/5/06) was $8.7687 per Mcf (using $7.233 per Mcf for the April Close and

9 $7.198 per Mcf for the May Close); it was $8.7277 per Mcf for the week of 5/8-

10 5/12/06; and $8.2744 per Mcf on 5/18/06.

11 If the GCR Factor is reduced to $9.3904 per Mcf based on an average 12-month

12 NYMEX price of $8.6884 as indicated by the Company in response to 01-RRC-

13 18, then a GCR Factor of $9.3196 (the actual factor billed for April and May

14 2006) would correspond to an average 12-month NYMEX price of $8.6176. 

15 Based on the above data, I recommend that $9.3196 per Mcf is a reasonable level

16 for the Base GCR Factor.

17 Q. WHAT ARE YOUR RECOMMENDATIONS WITH RESPECT TO MGU’S

18 CONTINGENCY MECHANISM?

19 A. In order to recognize the potential for continued price volatility, I am

20 recommending that the Contingency Mechanism (CM) have a $3.00 cap on

21 increases in the NYMEX price instead of the $2.00 filed by the Company.  This

22 would result in a maximum GCR factor of $12.3196 per Mcf for the 1  Quarterst
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1 which is slightly higher than the Company’s proposed base ceiling GCR factor. 

2 This would serve to minimize customer confusion and provide the choice of GCR

3 service at $9.3196/Mcf now and up to $12.3196/Mcf for 12 months and would

4 provide a more realistic comparison to the guaranteed price from marketers. 

5 Absent the implementation of this recommendation, the GCR customer is left

6 with the choice of knowing that while the GCR factor in April and May 2006 is

7 $9.3196/Mcf, the gas company that increased their gas bill dramatically over the

8 past two years may charge them up to $14.30/Mcf – an amount that is out of line

9 with current market conditions.  Even the customers who realize the Company

10 was not to blame for the price increases may decide that a guarantee of $11.50 is

11 better than the risk of $14.30/Mcf.

12 The only way to insure a relatively level playing field for the GCR program and

13 the GCC program is to set a new base GCR ceiling price in conjunction with an

14 appropriate CM. Otherwise, the base GCR ceiling factor filed by the Company

15 will send incorrect price signals to the GCR customers and distort the choice they

16 are making between GCR service and signing up with an alternative gas supplier. 

17 In a period of relatively high natural gas prices, making the wrong choice will

18 undoubtedly cause financial harm to many customers.

19 Q. DO YOU HAVE OTHER RECOMMENDATIONS WITH RESPECT TO

20 MGU’S CM?

21 A. Yes. I recommend two additional changes to the CM. 

22 First, if my recommendation to set the base ceiling GCR factor at $9.3196/Mcf is 
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1 adopted, the quarterly GCR Factor Ceiling Price Contingency Matrix shown on

2 Exhibit A-11 should be adjusted to reflect this price change.  Specifically, the

3 “Plan NYMEX” numbers that appear in the second row of that exhibit should be

4 reduced to reflect the change to the Company’s original price projections.

5 Second, I disagree with the use of the recommended CM because it is too

6 complex.  In developing its GCR Plan, the Company did not itself attempt to

7 formulate a CM.  Instead, MGU’s Exhibit A-11 duplicates Staff’s Exhibit S-1

8 from Case No.

9 U-14400 except for the lines “Plan NYMEX” and “Base GCR Factor”.  

10 However,  MGU did not include an exhibit similar to Staff’s Exhibit S-3 from

11 Case No.

12 U-14400 entitled “Calculation of Fractional Multipliers for Staff Multi-Input

13 Contingent GCR Factor Method” that provides the basis for the numbers in the

14 mline labeled “Fractional Mult. F ” on Exhibit A-11.  These fractional multipliers

15 change from year to year based on the data from Exhibit A-7, page 4.  MGU did

16 not perform that calculation in this case.  Instead, it simply repeated the fractional

17 multipliers from Case No. U-14400.  If the Company does not take the time and

18 effort to develop an accurate Contingent GCR Factor Table, how would MGU

19 explain it to customers?

20 In addition to being overly complex and difficult to explain, I believe that the

21 Staff’s Multi-Input Method that is used by MGU in Exhibit A-11 calculates a

22 degree of precision that is not supported by actual operations, which are subject
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1 to actual weather patterns and other variations from the filed plan regarding

2 storage injections and withdrawals.  In today’s volatile market, the timing of

3 purchases can mean a variance of $0.00-$1.00 in spite of the actual NYMEX

4 close in any given month.  An example of this would be buying gas for May 2006

5 at the beginning, middle or end of April 2006, as discussed earlier in this

6 testimony.  

7 I recommend a simpler, more straightforward approach.  Take the average of 

8 NYMEX prices to date plus the projected NYMEX price for the remaining

9 months and add a percentage of the difference to the “Plan NYMEX” of $8.6176

10 per Mcf.  For example, if 50% of the gas purchase requirements for the year are

11 purchased in the first six months (April thru September) at approximately $7.35

12 per Mcf  and the NYMEX projection for October thru March is approximately

13 $9.90 per Mcf, the average price for the year will be approximately $8.625 per

14 Mcf.  If another hurricane occurred and the NYMEX projection for October thru

15 March rose by $3.00 per Mcf to approximately $12.90 per Mcf, the average price

16 for the year would be approximately $10.125 per Mcf.  If six DCA purchases had

17 been made at approximately $10.30 per Mcf, then the NYMEX price increase

18 would be covered with 40% of the NYMEX increase plus the hedge associated

19 with DCA purchases. 

20 I am recommending an annual “Plan NYMEX” of $8.6176 per Mcf with

21 Fractional Multipliers of 100%, 80%, 60% and 40% respectively for each of the

22 four quarters.  Percentages are based on known prices for 0, 3, 6, and 9 months
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1 respectively.  The fourth quarter may seem low until consideration is given to the

2 fact that MGU plans to purchase only 11.6% (after deducting DCA purchases) of

3 its annual requirements from January through March.  This has occurred as a

4 result of increased storage from Washington 10 and decreased GCR

5 requirements.

6 I also recommend that symmetry be applied to the Contingency Mechanism with

7 a floor at the Base GCR Factor of $9.3196.

8 If the Commission does not accept my recommendation to adjust the Base GCR

9 Factor from $12.2978 per Mcf to $9.3196 per Mcf, then I recommend removal of 

10 any Contingency Mechanism for the 2006-07 Plan year because it will be

11 unnecessary.

12 Q. DID YOU EXAMINE THE OPERATIONAL AND ESTIMATING

13 PROCEDURES PROPOSED BY THE COMPANY?

14 A. Yes.  I analyzed the estimates of annual and monthly GCR requirements, Peak

15 Day estimate, planned storage utilization, plan to accommodate colder-than-

16 normal (CTN) weather, utilization of firm transportation available and capacity

17 release credits.

18 Q. WHAT WERE THE RESULTS OF YOUR ANALYSIS OF TOTAL GCR

19 REQUIREMENTS AND MONTHLY DISTRIBUTION?

20 A. In the past four GCR periods, the Company has over-estimated the monthly

21 requirements for April, May and October by approximately 500 MMcf.  The

22 monthly estimates for 2006-2007 are once again high by approximately 150
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1 MMcf in April, 100 MMcf in May, and 250 MMcf in October.  I am

2 recommending once again that the Company review these months and revise the

3 GCR Plan to reduce the requirements for each of them.

4 In MGU’s GCR Reconciliation filings, available on the MPSC’s Electronic Case

5 Filings, the monthly GCR Sales are displayed in Exhibit A-4 and the daily degree

6 days (DDDs) are displayed in Exhibit A-3.  I recommend that the Company’s new

7 management review this data to improve MGU’s operations.

8 I believe that the source of this problem is the Company’s view, stated in MGU’s

9 discovery response 01-RRC-4, that the Use/DDD is a constant instead of a

10 variable in the shoulder months.  My analysis was different.  It was based on a

11 system-wide base use of 15 MMcf and Use Factors of 2.2 MMcf/DDD in April,

12 1.4 MMcf/DDD in May and 1.7 MMcf/DDD in October.

13 My primary focus was the winter period (November through March) and my

14 analysis produced the same GCR requirement of approximately 16.2 Bcf. 

15 However, I recommend that the estimate in MGU’s GCR Plan for November be

16 reduced by 200 MMCf and the estimate for January be increased by 200 MMcf. 

17 My analysis is based on a system-wide base load of 15 MMcf and use factors in

18 MMcf/DDD of 2.4, 2.8, 2.9, 2.8 and 2.6 for November thru March respectively.  I

19 believe the 200 MMcf increase in the estimate for January is important since it

20 represents the equivalent of over 5% colder-than-normal weather.

21 These refinements to MGU’s estimates of its GCR requirements and monthly

22 distributions will help optimize the Company’s gas supply operations. 
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1 Q. WHAT WERE THE RESULTS OF YOUR ANALYSIS OF MGU’S PEAK

2 DAY ESTIMATE?

3 A. The RRC asked MGU several discovery questions pertaining to the peak day

4 estimate in the 2006-2007 GCR Plan.  The Company’s responses to discovery

5 questions 01-RRC-02, 01-RRC-05, 01-RRC-08, 01-RRC-09, and 01-RRC-10 by

6 Mr. Stephen R. Larner provided sufficient information to warrant my acceptance

7 of the Peak Day estimate of 224,711 Mcf shown in Exhibit A-4.  I would also

8 compliment Mr. Larner on the thoroughness of his responses.

9 Q. WHAT WERE THE RESULTS OF YOUR ANALYSIS OF MGU’S

10 PLANNED STORAGE UTILIZATION AND PLAN TO ACCOMMODATE

11 CTN WEATHER?

12 A. I agree with the Company’s acquisition of Washington 10 storage for the

13 economic benefits associated with summer/winter price differentials.  However, I

14 am troubled by the Company’s response to discovery question 01-RRC-11(e)

15 which is included in my testimony as Exhibit RRC-3. 

16 The response claims that the second benefit of acquiring Washington 10 storage

17 is operational in nature, and then describes the benefits of ANR storage and/or

18 MGU storage as though this was true for Washington 10 storage.  The nature of

19 Washington 10 storage dictates operation of 100% load factor for the period

20 December 1 thru March 31.  This is confirmed by multiplying the MDQ of 11,600

21 Dth by the days in the month and comparing the monthly availability to the

22 planned withdrawals on Exhibit A-7 and Mr. Ono’s testimony on Page 11. 
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1 Therefore, Washington 10 storage is the very same as firm transportation

2 operated at 100% load factor in December thru March and provides none of the

3 operational benefits claimed by the Company in its response.  The only exception

4 occurs in the month of November when withdrawals are scheduled at

5 approximately 50%.  This can preserve ANR and/or MGU storage for a higher

6 inventory level as of December 1 .st

7 The point of my discovery question was to suggest that the Company should place

8 Washington 10 storage on a separate line and not treat it as normal variable

9 storage for operational planning.  In the 2003-2004 and 2004-2005 GCR Plan

10 periods, MGU’s planned storage inventory as of December 1  was 6.1 Bcf.   Thest

11 Company has now reduced the planned storage inventory for ANR and MGU to

12 5.0 Bcf as of December 1  and shows 1.4 Bcf for Washington 10 storage.  Forst

13 operational planning, the monthly Washington 10 storage should be considered as

14 flowing supply and the December 1  target level for ANR and MGU storagest

15 should be approximately 6.0 Bcf to provide a floating reserve of at least 500

16 MMcf to accommodate colder-than-normal (CTN) weather.

17 I recommend that MGU’s new management and the Commission review my

18 testimony in Case No. U-13550 on Page 7 thru the top of Page 10.  That

19 testimony provided specific operational guidelines under various scenarios

20 including WTN, Normal and CTN weather.  In my opinion, the 2006-2007 Plan

21 as filed does not provide any specifics to accommodate variable weather, only

22 generalities and incorrect storage targets for ANR and MGU storage.
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1 Q. DO YOU HAVE ANY OTHER CONCERNS ABOUT MGU”S PLANNED

2 STORAGE UTILIZATION?

3 A. Yes.  The Company’s filing in Case No. U-13900, the 2004-2005 GCR Plan,

4 showed 40,000/D from MGU storage with storage withdrawals of 3,350,000.  The

5 current GCR Plan shows 30,000/D with the same quantity of storage withdrawals. 

6 My examination of monthly differences showed that the current plan has 37

7 MMcf  less storage withdrawals in April and 263 MMcf less in October with 81

8 MMcf more storage withdrawals in November and December combined, 39

9 MMcf more in January, and 180 MMcf more in February and March combined. 

10 The Company’s discovery response 01-RRC-11(d) in this case states that, “In

11 order to cycle more of the capacity of its storage operation, MGU revised its plan

12 to withdraw more volumes in November and December than in past years.  This

13 lower inventory level going into January reduces the peak day deliverability to

14 30,000 Dth/Day.”  This response is incorrect since it is obvious that the

15 November 1 inventory level is higher by 300 MMcf as of January 1 and 180

16 MMcf higher at the end of January.  Either Exhibit A-7 is incorrect or the

17 Company’s discovery response is incorrect.  I recommend that the Peak Day

18 supply from MGU storage be restored to the previous level of 40,000 Dth/Day so

19 that the Company can make plans to reduce firm transportation by 10,000

20 Dth/Day.

21

22
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1 Q. WHAT WERE THE RESULTS OF YOUR ANALYSIS REGARDING

2 UTILIZATION OF FIRM TRANSPORTATION AND CAPACITY

3 RELEASE CREDITS?

4 A. The Company’s discovery response 01-RRC-11(f) which is part of Exhibit RRC-3

5 (FJH-3) confirms that the occurrence of normal weather results in unused firm

6 transportation for January of 14,707 Mcf on ANR SE and 13,222 Mcf on PEPL

7 for a total of 27,929 Mcf which would be required for peak day.

8 The majority of PEPL supply is associated with a “Winter Only” contract for

9 32,407 Mcf/D with an annual contract for 13,748 Mcf/D as shown on line 7 of

10 Exhibit A-9.  The “Annual Contract” for PEPL supply shown on line 6 of that

11 exhibit is utilized at 100% load factor and the Winter Only contract is cost

12 effective in the event of unused capacity.  Of all of MGU’s gas supply and

13 transportation contracts, the best candidate for a reduction in firm transportation

14 capacity is ANR SE shown on line 4 of Exhibit A-9.  This contract could be

15 reduced by 10,000 Dth/D and be offset by restoring MGU to the previous level of

16 40,000/D.  This would save just over $1 million in annual demand costs and

17 reduce the amount of daily spot purchases to meet a peak day.  Unfortunately, the

18 contract expiration is not until March 2009.  Under these circumstances, I

19 recommend that the Company pursue a capacity release on ANR SE on a non-

20 recallable year-to-year basis.

21

22
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1 Q. DO YOU HAVE OTHER FINDINGS WITH RESPECT TO MGU’S

2 UTILIZATION OF ITS FIRM TRANSPORTATION?

3 A. Yes.   The Company’s discovery response to 01-RRC-11(g) which is part of

4 Exhibit RRC-3 (FJH-3) confirms that it could be necessary for MGU to buy daily

5 spot gas to meet peak day demand amounting to 10,255 Mcf on CP and 4,937

6 Mcf on MichCon for an additional total of 15,192 Mcf .  This is an ideal source

7 of supply since it involves no annual demand charges with a modest

8 transportation charge when utilized.

9 The Company’s discovery response 01-RRC-15 which is presented in this

10 testimony as Exhibit RRC-4 (FJH-4) confirms that the firm transportation for

11 flowing gas shown on Exhibit A-9, lines 2-7 results in a 50% load factor for the

12 winter period.  Part of this problem was caused by the addition of 11,543 Mcf/D

13 from Washington 10 storage and the reduction of 10,000 Mcf/D from MGU

14 storage.  Though these changes were likely connected (versus the Company’s

15 representation that it plans to withdraw more from storage in November and

16 December than in past years to cycle more of the capacity of its storage

17 operation),  there is no disputing the fact that the current winter/summer price

18 differentials more than offset the cost associated with Washington 10 storage and

19 10,000/D of excess firm transportation.

20 In addition to my recommendation that MGU pursue capacity release until the

21 ANR SE contract can be reduced in March 2009, I recommend that the Company

22 explore the availability of a 10-day peaking service.  This type of service is the
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1 best answer to the current under-utilization of firm transportation.  It is possible

2 that recallable capacity release credits would offset the peaking service expense

3 and make a return for the GCR customers.  Even without the acquisition of a

4 peaking service, MGU should vigorously pursue recallable capacity release.

5 There were no capacity release credits shown on Exhibit A-7, page 2, line 25 for

6 any of the 5 years in MGU’s GCR Plan.  I recommend that in its order in this

7 case, the Commission find that it is reasonable and prudent for MGU to pursue

8 capacity release in the 2006-2007 GCR period and warn the Company that it

9 should continue to purse capacity release in the four out years of the GCR Plan. 

10 Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes.
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