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Well, I guess I ’ m  r e f e r r i n g  t o  t h e  uncertainty t h a t  

you t a l k  about surrounding cost reserve and 

throughput estimates, th ings  t h a t  you’re re ly ing  on 

o r  t h a t  you‘re suggesting support t h e  five-year 

f i l i n g  requirement proposal? 

Okay. 

Y e s .  

Okay. Okay. What w a s  your question, then? 

Whether t h e  u n i t  of production depreciation 

methodology recommended by Staff would help reduce 

the  uncertainty? 

So t h e  r i s k  is t h e  uncertainty? 

As compared to what? 

Let‘s say a straight life depreciation methodology? 

Okay. The unit of production methodology is 

dependent upon an est imate of production, which is 

one of the estimates t h a t  is hard t o  estimate, w e  

don’t have an a b s o l u t e  f e e l  f o r  t h a t  a t  t h i s  poin t  i n  

time. So you know, t h a t  pa r t  of t h e  ca lcula t ion ,  

even though you’re using un i t  of production, you 

still have an est imate in there t h a t  w e  would be 

concerned w i t h  and t h a t  we would w a n t  t o  be able t o  

review within t h a t  five-year period. W i t h  respect  t o  

s t r a i g h t  l i n e  depreciat ion,  I don’t know t h a t  use  of 

s t r a i g h t  l i n e  depreciat ion is going t o  reduce t h e  

uncertainty that I’m speaking of here .  
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Do you believe that the unit o f  production 

depreciation would reduce the uncertainty as compared 

to straight line, or you just have no opinion either 

way? 

It would reduce the uncertainty with respect to 

trying to ensure that the cost of the pipe is being 

recovered over the production that's flowing through 

it. So it will have a better matching of revenues 

and casts, and that way would help ensure -- well, it 
would reduce uncertainty in that respect. 

HR. SCHMIEGE: Okay. I have no 

further questions, Your Honor. 

JUDGE MACE: Mr, Erickson? 

CROSS-EXAMINATION 

BY MR. ERICKSOH: 

Good morning, Ms, Devon. 

Good morning. 

On the subject of unit of production depreciation, 

that recommendation was supported by Staff witness 

Mr. B e r q u i s t ,  and you've accepted h i s  recommendation 

for purposes of developing your cost of service; am 1 

correct? 

Yes, that's correct. 

Now, with regard to a comparison between unit  05 

production depreciation and straight line 
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depreciation, would you agree that to the extent 

projected volumes are used to calculate rates which 

will generate revenues, the straight line method of 

depreciation yields a specific cost which would be 

divided by those projected volumes for the test 

period, whatever it may be, as opposed to having the 

unit of production method, which does not rely on a 

fixed depreciation expense figure, but adjusts 

depreciation expense based upon actual throughput? 

Y e s .  

So in that sense, the unit of production methodology 

reduces the risk that the depreciation expense 

assumed in calculating rates would not match -- I ‘m 
sorry -- the depreciation expense recovered via rates 
would not match the depreciation expense accounted 

for by that straight line method? 

clarify it. 

Let me try to 

okay. 

U n d e r  the unft of production methodology, actual 

expense will be based on throughput times a 

depreciation rate? 

Yes. 

Per unit? 

Y e s .  

Under straight line method, depreciation would be 
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DEVON CROSS ERICKSON 2814 

based upon an assumed remaining life divided into the 

capital investment? 

Yes, that's correct. 

Rates that are developed on the straight line method, 

therefore, will either, in all likelihood, recover 

more than the book depreciation or less than the book 

depreciation under the straight line method; am I 

r ight?  

Could you ask that -- 
Okay. Let us  assume t h a t  a component of t h e  total  

rate, let's use Mr. Aldrich's 7.3 cents.  

Right. 

And let us assume t h a t  t h e  7.3 cents  was based upon 

depreciation under t h e  s t r a i g h t  line method. 

mathematically, i n  t h e  period of time t h a t  he's 

using, w e  could a t t r i b u t e  a certain port ion of h i s  

7.3 cents to depreciation? 

Yes. 

If t h e  volumes t h a t  ac tua l ly  are moved are g r e a t e r  

than t h a t ,  a t  least from t h a t  analys is  perspect ive,  

you would recover more depreciation expense than was 

being booked under t h e  straight l i n e  method? 

Yes. 

On the other hand, if the throughput on an aztual 

basis with that straight line component of 

And so 
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depreciation in it were less than the test year 

period, or the test period, if it's more than one 

year, the straight line depreciation expense booked 

would exceed the theoretically recovered depreciation 

expense? 

If the throughput -- if the volumes were less than 
the volumes that were assumed in setting the rate, 

yes. 

okay. Under unit of productizn, you won't have that 

type of a mismatch between depreciation expense 

recovered and booked depreciation expense, that's one 

of the advantages of unit production, as I understand 

it; am I correct? 

Ye8 , 

Okay, That means that it eliminates the r i s k ,  if 

we're isolating on depreciation expense, of an 

underrecovesy, aad eliminates the opportunity for an 

overrecovery of depreciation expense when we're just 

focusing on that component; do you agree? 

Yes, I would agree. 

okay. Let me move to your Part I1 of your testimony 

in some other aspects. 

okay. 

JUDGE MACE: Actually, before you 

go into your next lirie of cross-examination, I think 
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we’ll adjourn for lunch and resume at 1:30. 

(A lunch recess was 

taken at 11:55 a . m . )  
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(Hearing reconvened a t  1:32 p.m.) 

JUDGE MACE: L e t ' s  go back on t h e  

record. M r .  Erickson? 

MR. ERICKSON: Thank you, Your 

Honor. 

(BY MR. ERICKSON, CONTINUING) Good afternoon, Ms. 

Devon. 

Good afternoon. 

Turn t o  your Exhibit S-204. 

Okay. 

As I understand l ine  16 on t h a t  exhibit, t h a t  is 

simply the product rounded of l i n e s  10 and 15? 

Y e s  (. 

Then l i n e  16 is carried forward t o  l i n e  2, but  l i n e  2 

cumulates t h e  numbers on line 16 from column t o  

column; am I correct?  

Yes, t h a t ' s  correct. 

Line 16 represents the expense, and l i n e  2 represents  

t h e  reserve f o r  deprecia t ion expense as an offset  t o  

the gross plan t  in service? 

Yes. 

Line 10, t h e  un i t  of production rate, you obtained 

f r o m  M r .  Berquist? 

Y e s .  

The capital expenditure, line 1, you obtained from 
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DEVON CROSS ERICKSON 

Mr. Mazuchowski? 

2818 

Yes. 

Now, the tax depreciation rate is a rate that you 

developed on line 4? 

That's the rate that was used by Michigan 

Consolidated Gas Company and is the rate allowed on 

that type of plant for I R S  purposed. 

And is line 5 the product of line 3 and 4? 

Yes. 

As I understand your testimony on page 1 of Part 11, 

the answer on lines 11 through 19, what you're saying 

there is that the reason you have line 7 on Exhibit 

5-204 is to deal with the fact that you are not 

including deferred income tax in the calculation of 

the capital structure and capital costs? 

Yes, that's correct. 

Hathematically, that works out about the same as if 

you did not make an adjustment to rate base by l i n e  

7 ,  and instead, reflected the deferred income tax as 

an adjustment to capital structure and cost of 

capital; am I right? 

Yes, you're right. 

Do you agree that if instead of using lines 2 and 7, 

the way you have on Exhibit S-204, that if you had 

simply substituted line 5 tax depreciation f o r  line 2 
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accumulated book depreciation, that you would 

increase the cost of service slightly? 

Yes, for the first five years that I've shown on this 

schedule, that would be true, except for year 1, the 

tax depreciation is less than the book depreciation. 

Would it be appropriate to simply substitute the tax 

depreciation for the methodology which adjusts rate 

base by deferred income tax aad eliminates -- well, 
let me start over. 

If we w e r e  to eliminate the 

accumulated book depreciation and substitute that for 

tax depreciation, and then eliminate your deferred 

federal income tax adjustment, would it be 

appropriate -- would that appropriately reflect the 
impact on cost of service of depreciation? 

I may have misunderstmd your last question. 

okay. Let me try to clarify. 

Okay,  did you -- not the question you just asked, but 

the one before that. 

Okay. 

What did you ask me to substitute into line 2? 

I asked you whether or not simply eliminating line 2, 

5 and 7 as they stand, and substitute for that in the 

physical location the amounts that you have on line 

5, whether that would increase cost of service? I 
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DEVON CROSS ERICKSON 2820  

think that's what I asked. 

As far as the return on rate base? I'm assuming that 

what you're asking then, we would be using tax 

depreciation for calculation of cost of service. 

Right. 

In the -- instead of book depreciation. 
Yes, and the question was -- 
Okay. 

-- would that increase cost of service? 
And in that regard -- 

It would for these -- yeah, I guess my answer would 
then still be the same that the cost of service would 

increase because we have higher depreciation for tax 

purposes in years 2 through 5, and the only exception 

to that is in year 1. 

Okay. 

okay. 

Then llsy follow-up question was, would it be 

appropriate to substitute tax depreciation for book 

depreciation in your opinion? 

That could put the Compgny at risk of losing their 

normalization for federal income tax purposes; the 

accelerated depreciation for federal income tax 

purposes, because w e  have to, for purposes of 

setting rates, recognize -- we can't recognize the 

accelerated tax depreciation. 
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So subs t i tu t ing  t a x  depreciation f o r  book 

depreciation i n  rate making would increase rates 

because w e  might wind up having t o  lose  t h e  t a x  

c r e d i t  as w e l l  because of t h e  change t h a t  you've 

previously described? 

Right. 

Okay. Now, looking a t  E x h i b i t  S-204, I'm not  sure ,  

but what -- which one of those l i n e s  represents  what 

we might call the  total  cost of service? 

That would be on page 2 of 2 ,  l i n e  8 .  

Tha t ' s  w h a t  I 'm not  looking at. Okay. I forgot  

about page 2. Okay. Now, t h e  re turn  component of 

the cost of service on page 2 of S-204 is simply t h e  

return rate the s  t h e  average rate base? 

Yes . 
Would you agree that both t h e  return dollars 

calculated an l ine 2, page 2, of Exhibit S-204, as 

w e l l  as the book depreciation expense on l i n e  7 of 

that page, are driven by the tota l  capital 

expenditures provided to you by Mr. Mazuchowski? 

Y e s  . 
Would the  cost of se rv ice  for t h e  facili t ies go up or 

down if Michigan Consolidated G a s  Company also had 

c a p i t a l  leases t o  be expensed v ia  depreciat ion 

associated with the operation t h a t  S taf f  is 
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proposing? 

2822 

I don't believe it would have any impact. 

Okay. Capital leases are, f o r  accounting purposes, 

handled in essentially the same way as owned assets; 

am I right? 

A capital lease would be reflected in the balance 

sheet as an asset and a liability, they would offset 

each other. 

And for purposes of handling those capital leases or 

recovering the cost of the capital lease, wouldn't 

those capital leases be depreciated in the same 

fashion as a capital asset that was owned? 

The annual lease payment would be reflected in the 

Company's operating expenses as a monthly charge 

based on the lease itself, so it's treated sort of 

like an operating lease, even though it's a capital 

lease, for expense purposes, it would be in there as 

an operating lease. 

depreciation, it would just show lease payment. 

Okay, I see. So what would happen with the capital 

So there wouldn't be 

leaBe, if there was a capital lease not reflected in 

the investment identified by Mr- Mazuchowski, but 

that was necessarily related to the operation of the 

Antrim Expansion Project depicted in Exhibit  S-204, 

there would be an additional line of expense for 
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lease expense? 

Y e s .  But I would c l a r i f y ,  i f  it w a s  t o  s u b s t i t u t e  

f o r  some asse t  t h a t  I ’ m  showing i n  t h e  average rate 

base, t ha t  number would have t o  decrease. 

So depending on whether t h e  lease w a s  a s u b s t i t u t e  

f o r  an owned asset or whether it w a s  i n  addi t ion t o  

t h e  owned assets reflected i n  5-204, you could have 

varying r e s u l t s  depending on the combinations? 

Y e s .  

As to t h e  nature of the  c a p i t a l  expenditures 

identified on l i n e  1 of page 1 of S-204, t h e  details 

of the nature of those assets is sponsored by nr. 

Mazuchowski, not you? 

That’s correct. 

Would you agree that t h e  capital expenditures 

identified on line 1 of Exhibit S-204 represent  f ixed  

costs? 

Yes. 

Do the  -- turning over to  page 2 of Exhibit S-204, do 

the items on l i n e s  3 through 6 represent va r i ab le  

expenses or f ixed  costs? 

Three through seven, did you say? 

Three through six. 

Three through s ix .  The i t e m s  on l i n e s  3, A,  €3 apd 

C, would be a variable cost, as would line 4. The 
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capital acquisition adjustment is just associated 

with the cost of the plant itself. 

So it's related to a fixed cost? 

Yes, I wouldn't call it a variable cost. Same with 

the property taxes. The level, we have an estimate 

in here of what the property taxes would be, but it 

would be applied to  the capital cost. 

On page 2 of Part I of your prefiled testimony, you 

indicate that in July of thin year you became 

supervisor of Gas Division's new Rates and Revenues 

Requirements section. As I understood the nature of 

the Gas Division's organization, then, you are the 

supervisor of Mr. Aldrich as well as of the Auditing 

section at the present time; am I right? 

Yes .. 
And I take it that you and Mr. Aldrich coordinated 

your efforts relative to the development of cost of 

service and his development of rates? 

Yes 

Did you recommend, since a significant portion of t h e  

cost of service on page 2 of Exhibit S-204, that the 

fixed nature of those costs of service be captured in 

a separate rate design different from t h e  recovery of 

the variable costs? 

Did you say did we recommend that? 
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Did you recommend that to him, consideration of 

recovery of the fixed costs via different mechanism 

than the recovery of the variable costs? 

No, I did not. 

So as I understand it, basically his rate mechanism 

recovers both the fixed and the variable costs via 

variable revenue charge? 

Yes. 

I shouldn‘t say variable revenue charge, but a charge 

based upon variable volumes? 

well, right. 

Okay. 

page 2 of Exhibit S-204, line 2, were modified by the 

And if the rate of return that you used on 

Commission’s decision in this case upward or 

downward, the amount of expense would correspondingly 

go up or down? 

That’s right. 

And the 13.95 was  recommended to you by Mr. 

Ballinger? 

That ‘ 8 right. 

Do you agree that the costs of service identizied in 

your Exhibit S-204 do not reflect the value of 

embedded easement costs which might have already been 

incurred by MichCon in the construction of and 

development of the wet header system easements? 
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Yes, I would agree w i t h  t h a t .  

2826 

Would you agree t h a t  the re  are easement c o s t s  t h a t  

are already re f l ec ted  i n  MichCon's rate base which 

would reduce the  t o t a l  c o s t s  of r a t e  base t h a t  you 

would have i d e n t i f i e d  but for those preexis t ing  

easements? 

I could not r e a l l y  answer t h a t  for s u r e ,  I don't  know 

a l l  the s p e c i f i c  costs t h a t  are involved i n  t h e  w e t  

header. 

Would Mr. Mazuchowski be t he  person to ask? 

On t h e  w e t  header, he might know t h a t  question. That 

might have been a better question t o  ask Mr. Aldrich, 

he did the cost of service ca lcula t ion  i n  t h e  last  

rate case, and he would be able to  -- he would have 

been able t o  i d e n t i f y  what a l l  is i n  there.  

know t h e  s p e c i f i c  details a t  this point.  

I don't 

All r ight .  

I would -- it's likely that there would be costs 

included i n  that, but  I don't  know. 

On page 2 of Exhibit  S-204, t h e  w e t  header charge is 

simply the C d s s i o n - a u t h o r i z e d  rate for t h e  w e t  

header times t h e  ant ic ipa ted  volumes flowing on the  

w e t  header under Mr. Mazuchowski's proposal? 

That's correc t .  

And those same volumes would have been used t o  
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develop the Kalkaska processing charge total dollars 

and the KIF total charge? 

Yes. 

What was the annual volume you used to develop those 

charges, are they identified on the first page? 

The problem is, on line -- well, not the -- 
Okay. 

It would be -- 
The daily volumes are identified in which line? 

Right, you have to multiply those by 365. 

That would be line 13 on page l? 

Yes. 

Do you agree that the costs of service that you've 

identified on Exhibit S-204 do not reflect any amount 

-- well, let me ask a preliminary question. 
Do you have a copy of Mr. 

Mazuchowski's Exhibit DJM-6? 

Yes (. 

On this schematic, Mr. Mazuchowski identifies flow of 

gas from South Chester plant to various points. Do 

your costs of service include the cost of flowing -- 
transporting gas from South Chestei to which of those 

points? 

My cost of service is delineated on Mr. Mazuchowski's 

Exhibit DJM-5. I think probably that question would 
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be best answered by him. 

Okay. So it's just a question of your cost of 

service in S-204 doesn't reflect anything other than 

in his DJM-5, and what that covers in relation to 

DJM-6 I should ask him? 

Exactly. 

Okay. 

your discussion on page 6, line 1 through line 20, as 

I understand it, the Staff proposed Antrim Expansion 

Project would be treated as part of MichCon's rate 

base, but would be accounted for separately in the 

reporting of the balance sheet and the income 

Under the Staff's proposal, in the portion of 

statement? 

No, that's not correct. 

Okay. 

Staff is proposing that the Antrim gas project be 

separately accounted for and not included in the 

Company's rate base for rate making purposes, in a 

general rate case. 

Okay. 

that for rate making purposes in a general rate case 

it wouldn't be included in the calculation of those 

rates, but is there a distinction between accounting 

for purposes of the annual statement including the 

balance sheet income statement, and the calculation 

But so I can understand that, you're saying 
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of rates? 

The Compar., -- what we're proposing is for the 

Company to keep the records separate. They'd have a 

whole set of books that would be for  the Antrim 

project, and that would have all of its assets and 

its liabilities and its own income statement. On a 

consolidated basis, it would be included in total 

numbers, but that would be for regorting purposes 

only. 

okay. 

It would show up in the corporate financial 

statements together. 

Okay. 

followed for both purposes, but for rate making you 

would want them segregated? 

Yes. 

When we looked at the Company's annual report to the 

MPSC, how would that be handled under the  Staff's 

proposal? 

You would see the corporate balance sheet, which it 

would include both divisions.  

statement, you would see it broken out between 

utility and interstate -- interstate, I'm sorry, and 

the Antrim divis ion.  

Okay. NOW, in the breakout, would the breakout of 

So the U n i f o r m  System of Accounts would be 

In your income 
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the Antrim division be below the net operating income 

line, or would it be just parallel on a separate 

sheet? 

If it's handled the way that it was handled for 

interstate storage division, it would be parallel. 

But there would be a separate set of records and a 

separate financial statement so that you could 

isolate both, utility operations and the Antrim 

operations. 

Would the Antrim operations, then, have a component 

above the net operating income line and a component 

below the net operating income line? 

It may, if there's interest expense -- I'm not 

absolutely sure how that would work, I haven't really 

thought about that, but it may, you know, depending 

on what's involved in the income statement. 

Essentially the books of account for the Antrim 

division would parallel the books of account for the 

general operations of MichCon and whether it was -- 
item were above or below the line of net operating 

income would depend on the nature of the actu.al 

transactions that the Antrim division had; am I 

right? 

Yes, I would agree with that, but you know, I'd still 

stress that they would be -- that would just be f o r  
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reporting purposes, their regular operating report 

would segregate everything between utility operations 

and the Antrim. 

Okay. Now, a moment ago I think you and I discussed 

and agreed that to the extent there are embedded 

costs of leases which could be used for the Antrim 

Expansion Project division's operations, those costs 

are not reflected in S-204. Let me follow that 

understanding up with a question. In the next 

MichCon rate case, would you expect to allocate those 

embedded costs between MichCon's regular operations 

and their Antrim division operations? 

Allocate the -- 
Embedded costs that aren't picked up in Exhibit 

S-204, but would be actually assets supporting the 

operations of the Antrim division? 

I guess I'm not sure what that would be. 

Well, let us assume there are easements, and the 

Antrim pipeline is running across the same easement 

as the wet header is. In that situation, under the 

Staff's proposal, would you expect that in the next 

rate case there would be an allocation of those 

embedded costs between the regular operations and the 

Antrim operations? 

I have not considered that. 
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Okay. 

I don't  know i f  t h e r e  are o r  what t h a t  cos t  would be 

a t  t h i s  point ,  so I guess -- but we'd have t o  look a t  

t h a t  i n  t he  rate case. 

an a l loca t ion ,  w e  would do tha t .  

You ta lked about t h e  interstate  storage d iv i s ion ' s  

separate accounting before, w e r e  there a l loca t ion  of 

t h e  value of assets between Mic).iCun's regular  

operations and t h e  i n t e r s t a t s  storage divis ion? 

No, a l l  t h e  assets w e r e  kept separate.  

A t  t h i s  time, you don't have a recommendation, then, 

as t o  handling any assets t h a t  are j o i n t l y  used by 

the  separate  operat ions  that  t h e  S ta f f  is 

recommending? 

No. 

Would it be appropria te  t o  consider any j o i n t l y  used 

assets in t h e  next rate case, i f  t he re  are any? 

If t he re  are any. I'm not aware of any a t  t h i s  point  

in time. 

The fu ture  f i l i n g  requirements port ion of your 

testimony, beginning on page 6 and running over t o  

page 7 ,  is it your contemplation t h a t  t h i s  review 

would t ake  place i n  t h e  context of a separate  Antrim 

d iv i s ion  review modeled along t h e  l i n e s  of t h e  

Staff ' s  ana lys i s  i n  t h e  testimony and exh ib i t s  of Mr. 

I f  it w a s  appropriate t o  make 
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Ballinger, Mr. Berquist, yourself and Mr. Aldrich? 

Yes. 

Does your recommendation relative to future filing 

requirements include any recommendation regarding 

whether a five year, a one year or some other period 

of t h e  Ghould be utilized in that review? 

No. 

So it would be up to the Comv-ssion in that review to 

determine what was the appropriate test period for 

reviewing rates? 

Yes, 1% sure in the filing itself we'd see 

historical information and then what the Company 

would make a recommendation with respect to future 

rates, and we would review that recommendation. 

So you would expect historical test year information 

as well as some kind of a projected future rate 

period? 

I would expect that, yes. 

Under the Staff's proposal, would there be separate 

and probably different rates of return on common 

equity, both on an achieved as well as on an 

authorized basis for the two ope?.ations? 

NR. O'CONNELL: I'm sorry, could -- 
I just missed that question, Mr. Erickson. 

MR. ERICKSON: Let me repeat it. 
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(BY MR. ERICKSON, CONTINUING) Ms. Devon, under the 

Staff's proposal to have a separate division, would 

MichCon, in effect, have separate and probably 

different authorized and actual rates of return on 

common equity for MichCon's general operations and 

its Antrim expansion operations? 

Yes. 

How would you handle, under the Staff's proposal for 

separation, the recovery of costs by MichCon from its 

end use customers of transportation on the Antrim 

Expansion Project for gas purchased by MichCon, which 

flow through the Antrim Expansion Project? 

I haven't thought of that. Actually, I'm not sure I 

understand your question. 

Well, let me try -- let us assume that your cost of 

service and Mr. Aldrich's rates are adopted by the 

Commission i n  this case. Then let us a s s u m e  after 

that, MichCon purchases s o m e  of the volumes moving on 

that project. Do you have a proposal for how that 

cost would be recovered by MichCon from its end 

users? 

F r o m  its sales customers? 
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I t  would be -- whatever MichCon paid f o r  the  gas 

would be included in MichCon's GCR cos t  of gas, and 

they would recover t h a t  cost f r o m  charges to t h e  

sales customers. 

Would the  7.73 cents ,  f o r  example, be an adder to t h e  

cos t  of gas, under t h e  Staf f ' s  proposal? 

My understanding is t h a t  MichCon would only be buying 

gas at  t h e  t a i l  end of the  sysza,  so t h a t  they would 

just be buying gas in a t o t a l  for a t o t a l  price.  

And then we would be looking a t  

+hat p r i c e  to see i f  it was reasonable and prudent 

based on that price. I'm not sure tha t  w e ' d  be 

looking beyond that to see what was included in t h e  

price that they were paying. 

So there would be no separate recovery for t h e  7 . 7 3  

centdl if we ilsgunte that w a s  the rate.. 

H o t  i f  nichCon is buyhg the gas. 

Okay. 

MR. ERICKSON: Y o u r  Honor, that 

concludes my cross-exandnation. Thank you. 

JUDGE MACE: Mr. &Lsup? 

MR. ALSUP: I 'lave no quest ions ,  

Your Honor. 

JtlDGE MACE: Nr. Burgess? 
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MR. BURGESS: Great Lakes has no 

questions, Your Honor. 

JUDGE MACE: Mr. Woman? 

not here. Mr. Gallagher? 

MR. GALLAGHER: P a s s .  

He's 

JUDGE MACE: Mr. Berkeme*er? 

MR. BERKEMEIER: N o  questions, 

Your Honor. 

JUDGE HiCE: Mr. F i e l d s ?  

MR. FIELDS: N o  questions. And 

no enhibits, Your Honor. 

JUDGE MACE: Mr. Ault? 

WR. AULT: N o  questions. 

JUDGE MACE: Mr. Sage? 

WR. SAGE: Y e s ,  Your Honor. 

JUDGE HACE: A l l  right. I knew 

one of you would come through. 

HR. SAGE: Just a f e w ,  though, 

Your Boaor. 

CROSS-EXAMINATION 

BY HR. SA-: 

Ms. Dewon, on P a r t  11, Page 1 of your prefiled 

testicaony, on Lines 11 through 13, you make the  

statement that basically you calculated the average 

annual rate base as determined using the capi ta l  
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costs associated with Staff's recommended pipeline 

project . 
The question I have is did you do 

the same thing as it relates to MichCon's presently 

proposed -- presently, the one that's on file, that 

was on file before you filed your testimony -- did 

you use the same kind of analysis with MichCon's 

proposal? 

I reviewed MichCon's proposal. I'm not sure I 

understand your question. 

Okay. 

that your testimony is to present a cost of service; 

What 1% trying to -- what I understand is 

am I correct? 

Yes, that's correct. 

Bnd my question is if you look at simply MichCon's 

exist ing proposal -- not the rebuttal, but the 
existing proposal -- did you attempt to analyze and 

detexmine whether it was - whether its rate was 

based on cost of service? 

Oh, yes. 

Bnd is it your conclusion it was? 

It w a s  based on the cost of service as presented by 

the company. 

Right, okay. Using the i r  numbers, though. 

Using their numbers, yes. 
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Okay. Now on that same page you mentioned, at Lines 

16 and 17 -- let me j u s t  read it so it makes sense in 

the context of what I ' m  going to ask you. 

!'The rate base calculations are 

presented in the same format used by Applicant with 

deferred federal income taxes shown as a reduction to 

rate base in lieu of the more traditional method of 

including them in the capital structure.11 

My question is, if you would have 

used the traditional method, w h a t  changes would be 

made as far as your rate structure? 

As far as the rate i tself ,  probably no change would 

be made. It would just be a different way of 

presenting the cost of service. 

You'd have to back out the 

deferred income taxes that were showing in the rate 

base calculation and include them in the capital 

cost . 
Okay. But -- 
But the effect is not significant, There's no 

difference between the two, so the rate should be the 

same . 
Okay, that's the question I had. 

Right - 
Virtually, the rate would be the same. 
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R i g h t .  

Now on t h a t  same page as it relates t o  t h e  a f t e r  tax 

overa l l  rate of r e tu rn  of 10.25 percent ,  are you t h e  

individual  t h a t  a r r ived  a t  t h a t  f igure?  

No, t h a t  was Mr. Ballinger.  

All r i g h t ,  I'm sorry. Likewise, then, as to t h e  

13.95 percent ,  was t h a t  M r .  Bal l inger  too? 

He didn ' t  t e s t i f y  w i t h  respect to that  number. 

is the  pretax rate of re turn  based on h i s  number of 

10.25. 

I've got you, thank you. 

That 

Now as it relates t o  Page 2 

of your prefiled testimony, on Line 5 you have a 

processing charge of 7 cents  per Mcf. 

that? 

Yes. 

Are you aware that the testimony of SWEPI w a s  that 

Do you see 

the processing charge today is - for t h e  plant is 

3.5 cents? 

I'm not aware of that testimony. The 7 cents 

represents both the processing charges and the f u e l .  

Okay. When you say "fuel," what percentage of t h e  7 

cents is fuel? 

I don't know w h a t  percentage. 

Can you do it based on a cent  -- cent per Mcf as to 

t h e  7 cents ,  how much would be f u e l  versus -- 
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Yeah. 

information here. 

Mr. Mazuchowski, and he would be able to  give you any 

I think I -- I don't know if I have that 

I obtained that information from 

deta i l s  on it. 

But I bel ieve it might be 3 . 5  

cents as the processing charge, and then the rest of 

it is fue l .  

Okay, let's do t h i s :  Let's tp t o  your E x h i b i t  S-204, 

Page 2 of 2. 

I did find what I was looking for. 

plant fee was 3.5 cents. 

I t  was -- the 

okay. so -- 
The rest of it is fuel, 

I'm sorry? 

The rest would be the fuel. 

The processiag is 3.5 cents. 

Right 

Okay. 

exhibit where -- 
Yes 

-- it says Kalkaska processing charge? 

How, would you go to Page 2 of 2 of your 

D o  you see 

that? 

Yes . 
My understanding, arriving a t  the -- I'm looking at 

Year 2, because it's more of a f l a t  rate. 
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Okay. 

Year 2, to arrive at the 2.7 cents,  am I correct that 

you used 104 million per day, which is based on your 

volume that you have on Line 13 of Page 1 of 2 of 

that same exhibit? 

Yes. 

And then you multiplied that times 365, then times 

- 0 7 ,  and you arrived at -- I ciived a t  2.65 million, 

and I guess you could round it off to 2.7. 

That s right . 
Okay. NOW -- 
Yeah, that’s correct. That‘s how it was calculated, 

or How since the KdLkaska processing charge is 3. -- 
it’s -35 cents, wouldn’t that change that calculation 

f rom 2.3 million to something less? 

Well, my charge of 7 cents is what w e  think the cost 

of going through that plant would be. So, I m e a n ,  if 

you assume that the 7 cents is wrong and that 3.5 

cents is correct, then what you‘re saying i s  correct, 

that number would be lower. 

Okay. Maybe - 
But that’s assuming that the 7 cents is wrong. 

Right . 
Okay. 

And I’m not criticizing it at all. 
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What I'm try-ng to do is detem-ne, when you use -- 
so if I understand your testimony, when you use the 

Kalkaska processing charge on your Exhibit 204, 2 of 

2 -- and I'm looking at Line 3(b) -- you're including 

both fuel and processing charge. 

Y e s .  

Okay. But if you used simply processing, it would 

have been a less figure. 

Yes, it would have been the 3 .5  cents. 

Am J; correct? 

Okay . 
And then I would have had to have another line for 

the fuel.  

All right, thank you. 

Yup 0 

On Page 4 of your prefiled testimony, Line 17, 

there's a question and answer, and the  question 

references A c t  3. And from reading the question and 

answer thereafter, I had the sense that something 

would change if it would have been under Act 3 

versus, I assume, A c t  9.  

Would there be any change in the  

rate? 

No. 

What is the purpose of addressing Act 3 in that 
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context? 

This testimony is related the testimony concerning 

lost wet header revenue. And it's only in that 

respect that it's here. 

And if it was under Act 3, it would be in a rate case 

then. Am I understanding that correctly? 

Yeah. 

asked for this rate under Act 3. 

if they had done that, would the Staff, you know, 

have supported the inclusion of the lost w e t  header 

revenues in the calculation of the dry Antrim rate. 

It's just indicating that the company may have 

And then, you know, 

okay. 

And that's why it's here. 

okay. 

Bpd I'm responding no. 

okay .I 

That  S t a f f  wouldn8 t . 
How on Page 5 of your prefiled testimony, when you 

makc3 the statement that MichCon's retail customers -- 
th is  is Line 14 and 15 - MIchCon's retail customers 

will not receive any direct benefit due to increased 

Antrim capacity, is that based on the testimony of 

Mr. Stanczak? 

Yes, that's exactly his testimony. 

Okay. You're not making any independent evaluation, 
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you're simply using his testimony? 

Y e s .  

And then arriving at your own conclu 

Yes, that's correct. 

nothing further. 

O'Connell. 

BY MR. 0 ' C O W I ; L  

2844 

ions from there? 

MR. SAGE: Unfortunately, I have 

JUDGE MACE: Okay. Mr. 

MR. O'COWhiiEU: Thank YOU. 

CROSS-EXAMINATION 

Good afternoon, Ms. Devon. 

Good afternoon. 

Ms. Devon, let's start  on -  an^ dl1 my page 

references will be to Part 11 of your testimony. 

okay. 

Page 2, L i n e s  7 through 9. 

about the estimated annual operation and maintenance 

expenses associated with the project. 

correct that as reflected on Line 4 of Page 1 of 

S-204 . . . 
Page 2? 

Page 2 ,  my mistake. 

year? 

Yes. 

There you're talking 

And am I 

That that amcunts to $100,000 a 
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Now, would you agree that although you phrase it on 

your testimony as estimated annual OLM expenses, that 

it is the incremental O&M expense as reflected in Mr. 

Kurmas' testimony? 

Yes. 

Would it be appropriate, i n  your opinion, to develop 

a true or an independent annual O&M expense amount 

for the Antrim project as if it were a stand alone 

project a l l  by itself, rather: than using an 

incremental O&M which recognized a l l  Antrim volumes 

in  the - not only in the Antrim system but in the 
w e t  header? 

The 0- expense that's shown here, I bel ieve  it's 

based on Mr. Kurmas' testimony. And a5 I understand 

it, it's the - the estimated annual cost of O&M on 
all of the pipelines of XichCon's system. I don't 

have it right here w i t h  me. 

okay. 

 ut l8a not aware that it's not including a l l  costs 

that would be associated with that pipeline.  

have to get that. 

I'd 

All right. If it were shown as to not incluae a l l  

costs but rather would be incremcatal to, say, the 

existing w e t  header system, my question to you, would 

it be also appropriate to then look a t  t h i s  as now 
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you've proposed t o  have it a stand alone division or 

whatever, entity that ultimately arises and take that 

O&M specifically? 

That may be true, if there's additional costs over 

and above what's shown here. But I'm not aware that 

there are. 

Mr. Maauchowski &id -- is the one 
that provided me with this number. And perhaps, you 

know, you could ask him s o m e  zdditional questions on 

it. 

You bet. And Mr. Mazuchowski thanks you. 

Let's turn, on that same page, 

Page 2, t o  L i n e s  16 through 18 where you talk about 

the depreciation. The depreciation for this, as 

applied here, you would agree is different than the 

depreciation rates that were previously established 

for Hchigaa Consolidated for similar accounts. 

I 'm not: stare that I would agree with that. 

D U  the depreciation rates i n  Case 9-10044, w h i c h  was 

the settled case and approved and implemented as part 

of Michigan Consolidated's last general rate case in 

0-10150, establish prescribed rates or unit of 

production depreciation rates? 

With respect to the w e t  header? 

Yes. 
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I believe the m o s t  recent depreciation case, which 

I'm assuming is 10044. 

Yes. 

Switched from un i t  of production depreciation to a 

straight line method because the plant,  up in the w e t  

header, was almost fully depreciated. So i n  t h a t  

respect, it's different. 

B u t  i n  prior -- prior to t h i s  

case, where we're trying to fj,n.kh out the 

depreciation on that plant by switching to straight 

line, prior to that, those accounts were being 

depreciated on unit of production methodologies. 

this is the same methodology that we're recommending 

And 

here. 

Okay. 

you show property taxes w h i c h  are reflected in your 

Uso an that same page, beginning on Line 14, 

Page 2 of 5-204. 

Yes. 

How, Ms. Devon, am3 you familiar with the Michigan 

S t a t e  Tax Commission's, what they call the original 

cost multiplier for valuing property for property tax 

assessment purposes? 

I 'm going to have to respond no. 

I'd like you to turn to Page 5 ,  the  accounting 

requirements. 
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Yes. 

There, beginning on Line 12, you talk about the 

inclusion of this or your recommendation not to 

include this as part of MichCon's utility operation. 

And would you agree that the purpose of this project 

is generally to transport gas production? 

Yes, Antrim gas production. 

Antrim gas. The wet header, does it not, it also 

transports gas production, although not predominantly 

antrim gas? Would you agree? 

In the past, it w a s n ' t  predominantly Antrim gas. I 

would think now maybe it is mostly Antrim gas, 

although I don't have the breakdown. 

Well, I'm not saying it is even today predominantly 

Antrim gas. But it also transports gas production 

that is produced in the northern Michigan area. 

Yes (. 

Now there on Page 5, you recite previously asked 

questions regarding the absence of any direct benefit 

to MichCon's retail customers from the Antrim 

project. 

of Michigan Consolidated similarly receive little 

benefit from the w e t  header? 

Would you agree that the retail customers 

Currently, I believe that would be true. 

Would you also agree that the majority of the w e t  
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header volumes that w e r e  used to establish the 

existing rates f o r  the wet header -- 
MR. ERICKSON: Could I have that 

question read back, Your Honor? 

MR. O'CONNELL: Well, I haven't 

finished the question. 

MR- ERICKSON: Oh, I'm sorry. 

JUDGE MACE: I didn't th ink you 

had, but -- 
MR. ERICKSON: I just didn't 

catch -- 
JUDGE MACE: -- you're speaking 

in a very low tone, and it's hard to hear you 

sometimes. 

MR. O'CONNEZL: It's not on 

Purpose- 

JUDGE MACE: No, I know that. 

KR. O'CONNEU: Thank you. Let 

me try to restate this question, then. 

(BY MR. O'CONNELL, COHTINUING) Would you agree that 

the volumes used to establish the w e t  header rates in 

MichCon's prior rate case included a majority of 

Antrim volumes? 

I believe that that's true, although I can't give you 

the exact numbers. I believe that's true. 
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There were some questions e a r l i e r  from Mr. -- I th ink  

it w a s  Erickson -- regarding cost  a l locat ions .  

although Staff  has not reached any pa r t i cu l a r  

recommendations on those, how they would be a l loca t ed  

between w e t  header and dry header i n  the  fu ture ,  

would you agree t h a t  it would be a t  least d i f f i c u l t  

t o  allocate expenses associated,  f o r  example, w i t h  

And 

brushing o r  c lear ing  t h e  path of t h e  easements o r  

right-of-way associated w i t h  the w e t  header r igh t  

next t o  the antrim dry header? 

Would it be d i f f i c u l t  t o  a l l oca t e  them? 

Yes . 
No, I believe you could allocate them, if t h a t  was 

appropriate.. 

Okay. For example, what would be s o m e  measurements 

that you would use to make t h i s  a l locat ion? Feet of 

pipeline, for example, would that be one? 

Sure, that  would work. I haven't given it much 

thought . 
okay. 

But, you know, t he re ' s  always a way t o  allocate c o s t s  

i f  an allocation process is appropriate. And it 

would depend on what t h e  cost is and what t h e  

s i t u a t i o n  is to t r y  t o  come up with t h e  a l l oca t ion  

factor. 
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INELL 285 I U I -  1 - * *  *....___ 
But I don't t h ink  it would be 

d i f f i c u l t  to do i f  you know a l l  t h e  facts. And if 

i t 's  determined t h a t  t h a t ' s  the appropriate t h i n g  t o  

do. 

And i n  t h a t  determination of whether o r  not i t ' s  

appropraite,  i f  you're j u s t  doing one set  of services 

t h a t  is v i r t u a l l y  i n  common t o  both a dry system and 

a w e t  system, there need not be even an a l l o c a t i o n ,  

it 's j u s t  a common cost. 

You could s p l i t  the c o s t ,  i f  it was appropriate  to 

s p l i t  the cost .  

I'd l i k e  t o  discuss w i t h  you the  fu tu re  f i l i n g  

requirements that begins on Page 6 of your testimony, 

Ms. Devon. Now on Page 7 ,  Lines 3 through 6 ,  you 

recommend t h a t  we, MichCon, be ordered to make a rate 

f i l i n g  no later than f i v e  years  after rates are 

established in this proceeding. 

Now, did I hear your answer t o  a 

previous quest ion on cross-examination cor rec t  t h a t  

this would e s s e n t i a l l y  be a mini rate case t h a t  you 

would expect t o  be f i l e d ?  

Y e s .  

And then you go on f u r t h e r  and -lay ne i the r  MichCon 

nor any other  pa r ty  would be prohibi ted from having 

the  same kind of mini r a t e  case if they deemed it 
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necessary. Is that correct? 

2852 

Prior to -- 
Prior to -- 
-- the five-year filing, yes. 
Has this condition ever been applied to any other 

pipeline and approved by the Michigan Public Service 

Commission, to your knowledge? 

I don't believe that it's been applied to a 

pipeline. It's been applied to a storage company. 

Which storage company? 

Eaton Rapids. 

Is Staff, by this recommendation, going to make this 

recommendation in all future Act 9 pipeline cases in 

which there are transportation rates established for 

third parties? 

That hasn't been determined. 

Why wouldn't they, if they're going to order it for 

Michigan Consolidated in this case in their 

application for approval of a project involving 

transportation rates, why wouldn't Staff then 

uniformly do the same kind of a five-year re-opener? 

That may be something that we would consider. This 

recommendation is just based on the facts in this 

case and the uncertainty that's surrounding this 

whole project. 
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So I wouldn't be making a 

recommendation with respect to any future cases right 

now, but that would be something that w e  would 

consider. 

Also in your testimony, you recommend that this 

entity be separated distinctly from the MichCon 

utility segment. I believe you use the term Itat 

risk." If the parties -- or maybe you don't. 
If the paxcies, if MichCon and 

the transporters have agreements, and they're 

satisifed that the agreements control, why does Staff 

feel it's important for it to oversee those 

relationships in which the parties recognizing the 

risks and benefits to each side have made a contract 

for? 

Well, Staff is concerned that the rate that is 

establishpd is just and reasonable. And because of 

the uncertainty w i t h  respect to a l l  of the items 

involved in this, we're not certain that w e  are going 

to get a just and reasonable rate over the long term, 

because we're not sure where all of those estimates 

are going to end up in actuality. 

The company's 'riginal proposal 

appeared to provide for a rate for ten years that 

didn't fully recover the costs of all of the pipe 
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DEVON CROSS O'CONNEL 

t h a t  w a s  going i n  over t h a t  same ten-year period w i t h  

t h a t  production t h a t  w a s  -- a s  ant ic ipa ted  over t h a t  

period. 

then if t h e  -- a new rate would have t o  be 

es tabl i shed t o  recover more -- t h e  remaining costs,  

which may n o t  be reasonable i n  l i g h t  of t h e  f a c t  t h a t  

Which would mean a t  t h e  end of t h a t  period 

i 1 

7 

8 

the  rate p r i o r  t o  t h a t  may have been too  low. 

So a l l  w e  want t o  do is make s u r e  
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Does t he  -- s t r i k e  t ha t .  

2855  

In  l i e u  of t h e  five-year period,  you 

a l so  ind ica te  t h a t  t h e  p a r t i e s  would have a r i g h t  as you 

-- i n  your opinion, t o  make appropriate f i l i n g s  with the  

Commission t o  inves t iga te  t h e  rates. 

Why wouldn't t h a t  i n  your opinion 

provide the safeguard t o  both MichCon and o thers  as 

opposed t o  th is  f i v e  gear manda.tory rate f i l i n g ?  

W e l l ,  this rate, this t ranspor ta t ion  on this pipe l ine  is 

still going t o  be -- i f  MichCon is going t o  do it, is 

going t o  be a semi-monopolistic service, 

I mean, there i s n ' t  going to be any 

other alternative, and i f  this pipe l ine  goes in, MichCon 

is providing a l l  of the transportation for all the 

Antrim gas. 

And I don't k m w  what pos i t ion  that 

puts the other producers out there and what - how 

cumfortable they would be to come i n  f i l i n g  a complaint 

against HichCoa, knowing that that's their only source 

of transporting their gas. 

So we still w a n t  to make sure that 

the rate is j u s t  and reasonable, and would review it to 

ensure t h a t  it is. 

The company - The rate may be too 
low. And why would a producer come in and say the rate 
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is too low? 

2856  

But perhaps, under t h a t  s i t u a t i o n ,  you would expect 

MichCon to come i n  and say t h e  rate is too low? 

They may. 

Now, j u s t  i n  your last  answer to t h a t ,  you used t h e  

phrase t h a t  I could hear the eyebrows r a i s e  i n  t h e  room 

dealing w i t h  monopoly. What -- do you know w h a t  -- t h e  

volumes of Antrim gas tha t  are currently being 

transported today i n  Michigan? 

NO. 

Are you a w a r e  t h a t  there are a number of ex i s t ing  Antrim 

transportation systems and CO-2 t r e a t i n g  systems i n  

operation in t h e  S t a t e  of Michigan today? 

Pes, I think t he re  are. 

Paz. O'COHHELL: I believe t h a t  

concludes t h e  questions. Thank you. 

;IuDGE MACE: Okay. R e d i r e c t .  

MR. DERENGOSKI: Your Honor, if we 

could have five minutes, I think w e  can take care of 

that. 

JUDGE MACE: Okay. Actually why 

don't we take a 15 minute recess. It means t h a t  w e ' l l  

have to have a break when Mr. Mazuchowski takes  t h e  

stand, but t h a t ' s  okay too. 15 minutes. 

(A  recess was taken a t  2:40 p.m.) 
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(Hearing resumed a t  2 : 5 5  p . m . )  

JUDGE MACE: A l l  r i g h t .  L e t ' s  go 

back on the record. 

M r .  Derengoski, is Staff going t o  

have any redirect? 

MR. DERENGOSRI: N o  redirect.  W e  

just ask admission of S-204. 

JUDGE MACE: I s  there any objection 

to the proposed admission of S-204. 

objection, Icll admit that exhibit. 

Hearing no 

Thank you, Ms. Devon. You're 

excused. 

TBE WITNESS: Thank you. 

(The witness was excused.) 

MR. DERENGOSKI: Staff would l i k e  to 

Call Donald J. Hazuchowski and ask that he be sworn. 

MR. FIELDS: B e . 8  not here. 

JUDGE MACE: Everybody scar@d h i i n  

off by referring eo much to him. 

MR. ERICKSOM: Your Honor, could we 

go off the record and maybe mark the exhibits  while 

we're waiting. 

JUDGE MACE: Do you have them? 

MR. DERENGOSKI: The Court Reporter 

has them, yes. I don't know how you want to  handle 
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this. There's a graphic correction on Mr. Mazuchowski. 

There's a small half inch line he wants to insert, just 

so you know that's coming, and the Court Reporter has 

the corrected version. 

JUDGE MACE: But no one else does. 

Maybe you should make that one on the record. 

Let's go off the record. 

(Exhibit 5-205 through S-210 were 

marked for identification by the 

Court Reporter.) 

JUDGE MACE: You have to stand to be 

Sworn. 

D O N A L D  3. M A Z U C H O W S R I  

after having been first duly sworn to tell the truth, 

was examined under oath and testified as follows: 

DIR&Cl! EXAMINATION 

BY HR. DERENGOSKI: 

Mr. Mazuchowski, would you please state your full name 

and business address for the record? 

My pame is Donald J. Mazuchowski. And my business 

address is 6545 Mercantile Way, Lansing, Michigan. 

By whom are you employed and in what capacity? 

I'm employed by the Michigan Public Service Commission, 

as a gas pipeline specialist. 

In connection with your responsibilities in this case, 
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have you caused to be filed a document entitled the 

Prepared Testimony and Exhibits of Donald J. Mazuchowski 

on Behalf of the Michigan Public Service Commission 

Staff? 

Yes, 1 have. 

And are you also sponsoring six exhibits which have been 

denominated by you as DJM-1 through 6 and which the 

C o u r t  R e p o r t e r  is marking as proposed Exhibits 5-205 

through S-210? 

Y e s .  

Are there any additions or corrections which you would 

like to make to your testimony? 

Pes, I'd l i k e  to  make one change to my Exhibit 5-210. 

And that would be an extension of a s o l i d  l i n e  that's 

missing between Goose Creek and M-72. 

So if you just d r e w  a vert ical  line 

between Goose Creek and H-72 right underneath the solid 

line that goes into Goose Creek, that would m a k e  that 

correction -- that would Bake that exhibit correct. 

HR. DEKELJGOSRI: All right. Your 

Honor, I would note for the record that Mr. 

Mazuchowski's exhibit he has just referred to, DJM-6 

which is S-10, has the corrected copy in the record or 

to be -- 
JUDGE MACE: That's 5-210. 
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MR. DERENGOSKI: 5-210, I'm sorry. 

It has been corrected, so the proposed exhibit is 

correct. 

JUDGE MACE: Good. 

(BY MR. DERENGOSKI, CONTINUING) With respect to your 

testimony, are there any other changes or additions 

you'd like to make to that testimony? 

No, there are not. 

And would you like to then refer to the fact where you 

have denominated your exhibits are DJM-1 through 6 and 

refer to them in your testimony that the blanks 

associated with those references should be filled in 

with S-205 through 5-210 respectively as they apply? 

Yes, I do. 

Do you then adopt the testimony and these exhibits as 

your testimony and exhibits for purposes of the case 

today? 

Yes, I do. 

MR. DERENGOSKI: Y o u r  Honor, at this 

time I'd like to ask the prefiled direct testimony of 

Donald J. Mazuchowski be bound into the record. 

I'd request that the proposed 

Exhibits S-205 through S-210 be admitted into evidence 

and I'd tender the witness for cross-examination. 

JUDGE MACE: I'll bind the testimony 
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into the record. 

(The prefiled direct bound-in 

testimony of Donald J. 

Mazuchowski, consisting of 27 pages,. 

is bound into the record by the 

Court Reporter, as follows: ) 
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Q. 

A. 

Q* 

A. 

Q-  

a. 

PREPARED TESTIMONY OF DONALD J. MAZUCHOWSKI 
CASE NO. U-10547 

PART I - QUALIFICATIONS 

Will you please state your name and business address. 

My name is Donald J. Mazuchowski, 6545 Mercantile Way, 

Lansing, Michigan, 48911. 

By whom are you employed and in what capacity.? 

I am employed as an IntrasLate Pipeline Engineer 

Specialist 01: the Staff of the Michigan Public Service 

commission. 

Will you briefly describe your educational background and 

professional experience? 

I was g-raduated from Michigan State University in June of 

1977 w i t h  a Bachelor of Science Degree in Biochemistry 

and a Bachelor of Science Degree in Chemical Engineering 

in August  of 1980. f was employed by Gearhart Industries 

in Hew York from September of 1980 until June of 1981. 

I was put in charge of a well logging truck and crew. I 

evaluated the gas reserves and productive possibilities 

of the gas mt.5 oil wells in the western New York and 

northwestern Pennsylvania areas. Since January 1982, I 

have been a Petroleum Engineer with the Staff  of the 

Hichigan Public Service Commission. One of my principle 

duties with the Staff has beer to make various 

engineering studies related to the Commission's 

regulation of intrastate gas production, proration and 

transmission. My responsibilities include well log 

analysis, geophysical evaluation, drawing of isopach 

maps, evaluation of well tests and calculation of field 

MPSC Case No.:  U-14754
Exhibit No.:  MGAT-5

Page 169 of 238



MAZUCHOWSKI - PART I 2 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I1 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

reserves. For pipeline applications, I have been 

responsible for field route reviews, environmental 

reviews, economic feasibility studies, gas pipeline 

specifications and the preparation and presentation of 

Staff cases for public hearing. My duties also involve 

the issuance of Standard Well Connection Permits and 

Allowable Withdrawal Orders, participation in intrastate 

gas purchase contract pricing cases, maintaining gas 

production records and tabulating gas field proration 

balances. 

Can you elaborate on what is involved in your 

environmental reviews of pipeline projects? 

I analyze the potential environmental effects that a 

proposed pipeline project will have on the state. This 

analysis includes an evaluation of the proposed route to 

minimize the amount of new right-of-way utilized, 

minimize the amount of environmentally-sensitive areas 

crossed by the pipeline and recommending the use of 

construction methods that have the least impact on the 

environment. The projects are handled on a case-by-case 

basis, with some requiring a more ir*-depth analysis than 

others. 

Have you presented expert testimony before the Commission 

in the past on environmental issues and other areas of 

your responsibilities? 

Yes, on numerous occasions. 
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MAZUCHOWSKI - PART I 

I- 

Have you participated in or attended any educational 

programs or seminars related to your w o r k  experience? 

T have completed engineering courses and seminars in Well 

Logging Fundamentals and Appl ications ; Reservoir 

Engineering; Petroleum Geology: Pressure Buildup and 

Drawdown Analysis; Gas Supply: and, Natural Gas 

Engineering - Production and Storage, among others. I 

have also completed the "Annual Regulatory Studies 

Programn sponsored by the National Association of 

Regulatory Utility Commissioners at Michigan State 

University and a Pipeline Safety Seminar sponsored by the 

U.S. Departrent of Transportation. 

A r e  you a member of any professional societies or 

organizations? 

Yeso f am a Registered Professional Engineer in the 

State Of mchigan and Chainman of the Michigan Section of 

the Society of Petruleum Engineers. 
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Q .  

A. 

Q. 

A. 

Q* 

A, 

What is the purpose of your testimony? 

To describe the Staff's investigation into the necessity 

and practicability of the proposed project, summarize the 

Staff case and state Staff positions and to make 

recommendations to the Commissior.:, on behalf of the 

Staff, as to whether or not this pipeline project will 

serve the convenience and necessities of the public. 

What are your duties and responsibilities concerning gas 

pipeline applications? 

Pursuant to A c t  9 PA 1929, as amended, the Staff must 

inquire into the necessity and practicability of gas 

transmission pipelines and must determine that 

construction and operation of these pipelines will serve 

the public convenience and ne<=essity. In addition, Staff 

is charged pursuant to Act 165 PA 1969, as amended, to 

emsure that gas transmission pipelines are designed, 

constructed, tested and operated h a safe manner. Also, 

Staff is charged vith ensuring that pipelines are routed 

in an environmentally acceptable manner. 

What involvement have you had in this case? 

I have been assigned case coordinator for this case. My 

role has been to coordinate Staff meetings, monitor the 

case in its progress through the Commission, and develop 

the Staff position. I have attended numerous meetings 

vith the producers, applicant, and others to keep 

informed and to prepare for this case. I reviewed the  
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application, Applicant and Intervenor filings, viewed the 

route in the field, and attended most of the cross 

examination of the applicant. 

how long have you been directly involved in Act 9 

pipeline certification cases at the commission? 

Over 13 years. 

Could you briefly summarize the Staff position? 

The Staff believes the Antrim Expansion Project (AEP) , as 
proposed, is overdesigned and unacceptable. 

significant portion of the praposal is unnecessary. 

pulfthemnore, it appears that the applicant has put its 

ratepayers at risk for a pipeline proposal that will not 

benefit them, as discussed by Staff Witness Devon. 

Finally, the Staff  proposes a pipeline project w h i c h  w i l l  

transport the e s t b a C &  reserves economically and has the 

flexibility for expansion if more Antrim gas is 

available. 

How did the Staff develop its pipeline proposal? 

Staff estimated a range of gas reserves available to be 

transported on a new pipeline. A pipeline was designed I 

to meet this requirement, Staff witness Berquist 

determined the method of depreciation. Staff wi tness  

Ballinger determined the proper rate of return. These 

numbers were given to our Rate and Revenue Requirements 

Section. Staff witness Aldrich determined the rate 

design and Staff witness Devon the cost of service. 

1 
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Q .  

A. 

Q. 

A. 

Why is n additi nal pipeline needed? 

The producers in the state of Michigan have discovered 

more Antrim gas than the current pipelines can transport 

to market. In addition, with dereq2lation of gas pricing 

by the federal government and changes at FERC, Antrim 

producers need to reach additional markets to remain 

competitive in marketing their gas. Furthermore, in some 

areas of the state, additional pipelines are necessary to 

concentrate the Antrim gas in the pipeline t o  allow for 

efficient removal of the CO, to meet pipeline and 

cantract specifications that if exceeded could cause 

safety concerns. 

Would you please describe your review of the MichCon 

proposal? 

Staff has studied and reviewed the proposal to determine 

its feasibility. Usually Staff  would make a 

recommendation either approving or disapproving the 

application. However, in this case, I have proposed an 

alternative pipeline which significantly reduces the cost 

and efficiently transports the Antrim gas. The Staff 

will list the benefits and discuss the problems with 

MichCon': proposal in this case and the NGC Enerqy 

Resources, Limited Partnership (NER) proposal in Docket 

No. U-10580 in that case. After reviewing any rebuttal 

testimony in these cases, Staff will support a position 

on brief that w i l l  provide the Commission with a more 
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MAZUCHOWSKI - PART I1 4 

specific recommendation on who should be granted a 

certificate of public convenience and necessity for  

constructing the facilities needed to get the Antrim gas 

to market. 

Please list the benefits of the MichCGn application. 

MichCon has extensive expzrience operating and 

constructing pipelines in Michigan and is very 

prepared to construct the AEP. 

MichCon has a plan to build inside the 

existing right-of-way corridor on the Kalkaska 

T i e  Line and Kalkaska-Woolfolk loop which 

significantly reduces the impact to the 

environment. 

MichCon has worked with the other state 

permitting agencies on previaus projects and 

this project. This has given MichCon 

confidence tbat no significant changes in the 

route would occur due to permitting problems. 

HichCon can operate the pipeline for less 

because of its existing experienced staff and 

the proximity to existing pipelines, 

There would be only one oderator of the AEP 

and Wet Header system which I believe would 

provide some economies of scalr. 

MichCon has some producer support. 

MichCon’s AEP provides additional capacity to 
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MAZUCHOWSKI - PART I1 5 

transport Antrim gas to market. 

Attempts to provide a comprehensive solution 

to address existing and future Antrim gas 

transportation and CO, treatment constraints. 

Provides access to Michigan's pipeline 

infrastructure. 

The proposed pipeline facilities extends into 

an area without pipelines. 

Provides for no demand charge to shippers. 

MichCon AEP is proposed to be constructed and 

operated in accordance with the Michigan Gas 

Safety code. 

MichCon's AEP will not cause any substantial 

impact to the environment. 

Please list the disadvantages of the WichCon application. 

Even as proposed, the 16 inch Niagaran 

pipeline is overdesigned, a 12 inch pipeline 

would be sufficient. 

The AEP did not maximize the use of existing 

facilities. 

MichCon's deliverability estimate assumes that 

the production will increase more quickly than 

is reasonable based on current production 

trends. 

Probable and potential reserve estimates were 

included to determine the needed pipeline 
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capacity. 

MichCon ,,as not taken i n t o  account the 

uncertainty of the probable and potential 

resemes . 
MichCon has overdesiqned both the pipeline 

facilities and the processing plants. 

MichCon has not taken into account all of the 

existing or proposed Antrim transportation 

1 ines . 
MichCon has not considered the amount of CO, 

removed by the processing plants that will not 

be transported on downstream pipelines. 

The Charlton pipeline w a s  designed without 

providing an adequate purpose for the northern 

3 miles (unknown reserves and deliverability) 

as well as crossing environmentally sensitive 

areas (. 

The AEP m o v e s  a l l  gas on WichCon’s system. 

The G u t i n  pipeline duplicates an 8 mile 

segment of the Spartan pipeline. 

The AEP provides for the Same parties to 

expand the CO, processing facilities which to 

date have not been reliable. 

No interruptible service will be offered until 

firm is contracted. This does not provide for 

nondiscriminatory access to the pipeline. 

r 
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