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          1                                  Lansing, Michigan 
 
          2                                  Thursday, June 1, 2006 
 
          3                                  At about 9:05 A.M. 
 
          4                             -  -  - 
 
          5            (Hearing resumed pursuant to adjournment of November 
 
          6            21, 2005.) 
 
          7                       JUDGE CUMMINS:  Let's go ahead and go on 
 
          8       the record.  This is the continued proceeding, actually, 
 
          9       in Case No. U-14561 concerning an investigation into the 
 
         10       appropriateness of funding the Gas Technology Institute. 
 
         11                       I'm Mark Cummins, the administration law 
 
         12       judge assigned to this matter. 
 
         13                       Could I have the appearances of counsel, 
 
         14       please. 
 
         15                       MR. NELSON:  Robert B. Nelson on behalf 
 
         16       of the Gas Technology Institute. 
 
         17                       MR. STRONG:  Robert A. W. Strong 
 
         18       appearing on behalf of the Association of Businesses 
 
         19       Advocating Tariff Equity. 
 
         20                       MR. MOODY:  Michael Moody on behalf of 
 
         21       Attorney General Mike Cox. 
 
         22                       MS. BARONE:  Patricia S. Barone, 
 
         23       assistant attorney general, appearing on behalf of the 
 
         24       Michigan Public Service Commission Staff. 
 
         25                       MS. WELLMAN:  Sherry A. Wellman on behalf 
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          1       of Northern States Power Company, SEMCO Energy Gas 
 
          2       Company, Wisconsin Public Service Corporation and 
 
          3       Michigan Gas Utilities Corporation. 
 
          4                       MR. MIDDLETON:  Morning, your Honor. 
 
          5       Richard P. Middleton appearing on behalf of Michigan 
 
          6       Consolidated Gas Company. 
 
          7                       MS. MORRIS:  Rhonda Morris on behalf of 
 
          8       Consumers Energy Company. 
 
          9                       MR. LISKEY:  John Liskey on behalf of the 
 
         10       Attorney General Mike Cox. 
 
         11                       JUDGE CUMMINS:  Very well.  I believe 
 
         12       that's -- that's Mr. King.  O.K.  That covers everyone. 
 
         13                       Pursuant to the amended schedule 
 
         14       established for this case, this is the time and place set 
 
         15       for cross-examination of all witnesses.  We have prefiled 
 
         16       testimony from four witnesses.  The first of which we are 
 
         17       going to take up today will be Gas Technology Institute's 
 
         18       witness. 
 
         19                       Mr. Nelson, have you already premarked 
 
         20       your exhibit today? 
 
         21                       MR. NELSON:  Yes. 
 
         22                       JUDGE CUMMINS:  O.K.  Very well.  You 
 
         23       have the floor. 
 
         24                       MR. NELSON:  Yes.  Thank you, your Honor. 
 
         25       At this time we would call Ronald Edelstein to the stand. 
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          1            (Document marked for identification by the Court 
 
          2            Reporter as Exhibit No. GTI-1.) 
 
          3             R O N A L D     B.     E D E L S T E I N 
 
          4       was called as a witness on behalf of The Gas Technology 
 
          5       Institute and, having been duly sworn to testify the 
 
          6       truth, was examined and testified as follows: 
 
 
          7                        DIRECT EXAMINATION 
 
          8  BY MR. NELSON: 
 
          9  Q    Good morning. 
 
         10  A    Good morning. 
 
         11  Q    Could you please state your name for the record. 
 
         12  A    Ronald B. Edelstein. 
 
         13  Q    And by whom are you employed? 
 
         14  A    Gas Technology Institute. 
 
         15  Q    And did you cause to be prepared in this matter a 
 
         16       document entitled the Qualifications and Direct Testimony 
 
         17       of Ronald Edelstein on behalf of The Gas Technology 
 
         18       Institute consisting of a cover page and 30 numbered 
 
         19       pages? 
 
         20  A    I did. 
 
         21  Q    And did you also cause to be filed in this matter a 
 
         22       document entitled Rebuttal Testimony of Ronald B. 
 
         23       Edelstein on behalf of Gas Technology Institute? 
 
         24  A    I did. 
 
         25  Q    And that consists of a cover page and six pages, correct? 
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          1  A    Yes. 
 
          2  Q    Do you have those documents in front of you? 
 
          3  A    I do. 
 
          4  Q    And do you have any revisions or corrections to those 
 
          5       documents? 
 
          6  A    Yes, I do.  On the rebuttal testimony, page 2, line 12, 
 
          7       the number sign should be a paragraph sign. 
 
          8  Q    And do you have corrections on the direct testimony? 
 
          9  A    Yes, I do.  On page 29, line 18, the 1.74 cent/Mcf should 
 
         10       be 1.74 cents with an "s" per Mcf; and on page 26, line 
 
         11       14, there are now 21 states instead of 20 that have 
 
         12       currently authorized research funding for GTI-related 
 
         13       R&D.  The addition is Arizona and Southwest Gas. 
 
         14  Q    O.K.  And do you have before you what's been marked by 
 
         15       the court reporter as proposed Exhibit GTI-1 (RBE-1)? 
 
         16  A    I do.  Is that the benefits paper? 
 
         17  Q    Yes. 
 
         18  A    Yes. 
 
         19  Q    And was that document reviewed by you before it was 
 
         20       published? 
 
         21  A    Yes, it was. 
 
         22  Q    And the author of that document, Mr. Bournakis, prior to 
 
         23       this document being prepared, was he under your 
 
         24       supervision? 
 
         25  A    Yes.  Dr. Bournakis was under my supervision for about 
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          1       ten years. 
 
          2                       MR. NELSON:  O.K.  At this time, your 
 
          3       Honor, I would offer the testimony, rebuttal testimony 
 
          4       and the exhibit. 
 
          5                       JUDGE CUMMINS:  Any objection to binding 
 
          6       in the testimony of the witness?  Hearing none, 
 
          7       Mr. Edelstein's testimony is bound into the record. 
 
          8                             -  -  - 
 
          9 
 
         10 
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         15 
 
         16 
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         18 
 
         19 
 
         20 
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          1                       JUDGE CUMMINS:  With regard to the 
 
          2       exhibit, we'll withhold ruling, as I will on any 
 
          3       exhibits, until the end of cross-examination. 
 
          4                       At this point in time, I'm assuming 
 
          5       you're tendering the witness for cross-examination, 
 
          6       Mr. Nelson? 
 
          7                       MR. NELSON:  That's correct, your Honor. 
 
          8                       JUDGE CUMMINS:  Very well.  Any questions 
 
          9       of this witness?  Mr. Strong, we'll begin with you. 
 
         10                       MR. STRONG:  Just a few, your Honor. 
 
         11                        CROSS-EXAMINATION 
 
         12  BY MR. STRONG: 
 
         13  Q    Can we sort of set some ground rules here for 
 
         14       cross-examination:  One being is GRI and GTI basically 
 
         15       one and the same; would you agree? 
 
         16  A    GRI was one of the two groups that merged, the other 
 
         17       which is the Institute of Gas Technology, into GTI, the 
 
         18       Gas Technology Institute. 
 
         19  Q    So when I ask questions, could you please assume that GRI 
 
         20       and GTI are basically one and the same or 
 
         21       interchangeable? 
 
         22  A    Yes, I will. 
 
         23  Q    O.K.  Thank you. 
 
         24                       Now, looking at the budget for GRI, in 
 
         25       sort of rough numbers, could you tell us what it was on 
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          1       an average over the last ten years? 
 
          2  A    Yes.  The budget for GRI/GTI went from a peak of about 
 
          3       $212 million in '92, since then it has moved downwards. 
 
          4       In '98 it was about $174 million.  The FERC-approved 
 
          5       piece of that went from that level down to zero in 2000, 
 
          6       at the end of 2004, so it wasn't exactly linear, but 
 
          7       moved downward.  In addition, the voluntary piece of 
 
          8       that, that is, the non-FERC piece of that, plus funding 
 
          9       from the federal government, moved upwards from some $15 
 
         10       million in 1998 to some $60 million today, in 2005-2006. 
 
         11       So our current budget, no more FERC budget, is on the 
 
         12       order of $50 to $60 million a year. 
 
         13  Q    And the source of that funding is what in general? 
 
         14  A    About half that money comes from the Department of 
 
         15       Energy, Department of Transportation, Federal R&D 
 
         16       budgets, and the other half comes from gas, local 
 
         17       distribution companies through rate recovery, the 21 
 
         18       states I indicated, and some pipeline companies are 
 
         19       contributing dollars to the program as well, and a few 
 
         20       other entities as well, some private industry. 
 
         21  Q    Now, GTI or GRI over the years has developed certain 
 
         22       technologies and processes and so forth.  Have either 
 
         23       organization or both organizations earned any licensing 
 
         24       revenue or, let's say, patent-related revenue or any 
 
         25       other sort of funds from the processes and so forth that 
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          1       have been developed as a result of this funding and 
 
 
          2       research? 
 
          3  A    Yes, yes.  Patents and licensing and royalties have been 
 
          4       earned as a result of the research. 
 
          5  Q    And how much of the budget is comprised of that? 
 
          6  A    It varies year to year, but it typically runs $3 to $6 
 
          7       million a year.  We have delivered some 400 products' 
 
          8       processes and techniques to the, you know, developed and 
 
          9       brought to the market over the 1977 to 2006 time frame. 
 
         10  Q    So I take it, then, if you develop something new, then 
 
         11       the company or the Institute would seek a patent for that 
 
         12       particular device or invention? 
 
         13  A    Yes, if there is new knowledge, we would seek a patent 
 
         14       for that device. 
 
         15  Q    And then any licensing, royalty or other income is just 
 
         16       basically folded into the overall budget as opposed to 
 
         17       being sent back to the folks who actually provided the 
 
         18       research funds for that? 
 
         19  A    It depends on the program.  With the Department of Energy 
 
         20       and California Energy Commission money, for instance, the 
 
         21       royalties accrue to the general company.  For operations 
 
         22       technology development and utilization technology 
 
         23       development, which are programs funded by the gas local 
 
         24       distribution companies, the dollars remain with 
 
         25       operations tech development program and utilization tech 
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          1       development to be spent within those categories.  To 
 
          2       defer company and ratepayer funding of R&D, they can use 
 
          3       the royalties then to pay for that. 
 
          4  Q    Can they use the royalties for any project that they 
 
          5       choose? 
 
          6  A    They can, any project within that, those two sectors, 
 
          7       yes, within the criteria of those sectors, yes. 
 
          8  Q    And that's something that is decided by GTI, right? 
 
          9  A    No.  No.  GTI, in the FERC days, GTI, with its advisory 
 
         10       groups and public interest advisers and company advisory 
 
         11       groups, decided where the dollars would go.  Now, under 
 
         12       the voluntary program, dollars are decided by each 
 
         13       company.  So each company with commission and consumer 
 
         14       advocate oversight decides where each individual dollar 
 
         15       will go in the voluntary program.  So a major shift in 
 
         16       philosophy now. 
 
         17  Q    So in what you term the voluntary program, the royalty 
 
         18       revenue or licensing revenue and so forth, that's decided 
 
         19       in terms of where it's going to be applied by some 
 
         20       advisory group? 
 
         21  A    That's decided by the technical advisory groups of the 
 
         22       operations tech development and utilization tech 
 
         23       development programs, for instance, on the emerging 
 
         24       technology basic research program, yes, the advisers 
 
         25       would decide how to spend that, those dollars. 
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          1  Q    And who makes up these advisors? 
 
          2  A    The advisors are typically, for operations tech 
 
          3       development, it's operations' personnel from the gas 
 
          4       local distribution companies, anywhere from, you know, 
 
          5       manager level up to senior V.P. of operations for the 
 
          6       companies.  For utilization tech development, it's 
 
          7       someone that deals with the consumers on that side of it 
 
          8       would make that decision on those activities. 
 
          9  Q    And so how many GTI personnel would be on this board? 
 
         10  A    None.  None. 
 
         11  Q    So if we were to have a program that was funded by, let's 
 
         12       say, a local distribution company here in the State of 
 
         13       Michigan, would you anticipate that there would be a 
 
         14       board member from this particular utility? 
 
         15  A    Yes, I would.  I would. 
 
         16  Q    And would they have a right to have a board member? 
 
         17  A    Yes, they would.  They would.  And in addition, they 
 
         18       would have a technical person.  In addition to a board 
 
         19       member, they would have a technical person that would 
 
         20       actually choose the projects for their company, they 
 
         21       decide where every dollar goes with, you know, commission 
 
         22       and consumer advocate oversight. 
 
         23  Q    Now, is one of the goals of GTI to come up with devices 
 
         24       that would save natural gas? 
 
         25  A    Yes, yes, increased efficiency is one of our goals. 
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          1  Q    Now, in the context of your work, do you ever review 
 
          2       American Gas Association studies with respect to 
 
          3       conservation trends? 
 
          4  A    Yes, we look at American Gas Association studies.  We 
 
          5       look at American Council for an Energy Efficient Economy, 
 
          6       ACEEE, studies as well. 
 
          7  Q    And would you say that, let's say, the AGA studies have 
 
          8       documented a trend of reduced consumption by end users of 
 
          9       natural gas over the last 20 years? 
 
         10  A    With respect to the residential customers, the per house 
 
         11       load in general has been dropping across the country, 
 
         12       yes. 
 
         13  Q    And that's over the last 20 years, correct? 
 
         14  A    Yes. 
 
         15  Q    In the context of conservation, has there been any 
 
         16       acceleration in the trend as a result of the increased 
 
         17       commodity prices that we've experienced over, say, you 
 
         18       know, the last four to six years? 
 
         19  A    Particularly the last winter, there was definite shifts. 
 
         20       There was also demand destruction in the industrial 
 
         21       sector as well, people just simply closing down for not 
 
         22       being able to pay for the energy.  But yes, energy 
 
         23       efficiency has become more important. 
 
         24  Q    Can you define demand destruction for us? 
 
         25  A    Yes.  Demand destruction is either the closing down of an 
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          1       industrial plant because of the fuel prices, or actually 
 
          2       the industrial plant would leave the country and go, 
 
          3       fertilizer companies, go to Saudi Arabia or other 
 
          4       countries to seek raw natural gas at lower prices. 
 
          5  Q    Would you agree that there used to be approximately 20 
 
          6       fertilizer plants located in the United States and 
 
          7       producing fertilizer, and that has been reduced to one to 
 
          8       two plants? 
 
          9  A    I don't know the numbers, but it's been a tremendous 
 
         10       reduction in fertilizer plants in this country, yes. 
 
         11  Q    And has there been demand destruction in the context of 
 
         12       the chemical industry in the U.S.? 
 
         13  A    Yes, there has been. 
 
         14  Q    And has Dow Chemical Company closed more than 20 plants 
 
         15       over the last three years? 
 
         16  A    I don't know the numbers, but I wouldn't be surprised. 
 
         17  Q    In the paper industry, has there been demand destruction 
 
         18       there? 
 
         19  A    I believe so.  I believe so.  I mean they have a lot of 
 
         20       alternative wood products they can use and wood 
 
         21       byproduct, but I would presume there has been demand 
 
         22       destruction in the paper industry as well. 
 
         23  Q    Would you agree that since 1998 approximately 100 paper 
 
         24       mills have closed? 
 
         25                       MR. NELSON:  Your Honor, I would object. 
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          1       I don't think this witness is qualified to talk about 
 
          2       paper mills. 
 
          3                       JUDGE CUMMINS:  I'm going to let it go a 
 
          4       little bit further here.  But please constrain yourself a 
 
          5       little bit, Mr. Strong. 
 
          6  A    I don't know the number, but I wouldn't be surprised. 
 
          7  Q    (By Mr. Strong, Continuing):  And has there been demand 
 
          8       destruction in the plastics industry? 
 
          9  A    I would presume so, if natural gas or oil is used as a 
 
         10       feedstock. 
 
         11  Q    And do you have any clue or understanding of how much 
 
         12       load has been lost as a result of demand destruction in 
 
         13       the industrial sector? 
 
         14  A    I would think it was on the order of one to three 
 
         15       trillion cubic feet a year, but I don't have the exact 
 
         16       numbers. 
 
         17  Q    Now, have the appliance efficiency standards been 
 
         18       increasing over the past, you know, say ten years? 
 
         19  A    They have for certain types of appliances; for others, 
 
         20       they've remained pretty static.  Gas furnaces, the 
 
         21       efficiency standards have remained at 78 percent for over 
 
         22       a decade.  Air conditioning efficiency standards have 
 
         23       increased.  Water heater efficiency standards haven't 
 
         24       changed very much.  Most water heaters run about 50- to 
 
         25       55-percent efficient in typical residential houses.  So 
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          1       it really depends on the market.  But there have been 
 
          2       increases, but not for the major gas appliances like 
 
          3       water heaters and furnaces. 
 
          4  Q    But, for example, the seer ratings for air conditioning 
 
          5       equipment just were raised in January of this year, 
 
          6       right? 
 
          7  A    Yes. 
 
          8  Q    Now, have there been increases in efficiency in terms of 
 
          9       the building codes, in other words, the codes that 
 
         10       require certain types of construction? 
 
         11  A    Yes.  The shells have been getting tighter, and depending 
 
         12       on the state, there have been requirements for more 
 
         13       efficient commercial and multifamily buildings, mostly 
 
         14       commercial. 
 
         15  Q    Now, looking at the budget for GTI, that was somewhat 
 
         16       constrained, was it not, as a result of a settlement 
 
         17       agreement reached between a number of parties and GRI at 
 
         18       that time in 1998? 
 
         19  A    Yes, it was. 
 
         20  Q    Were you involved in the negotiations that led up to that 
 
         21       settlement agreement? 
 
         22  A    I was involved in the negotiations, particularly in the 
 
         23       setting of the R&D criteria to be used from '98 through 
 
         24       2004. 
 
         25  Q    And you're familiar with the overall settlement 
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          1       agreement, are you not? 
 
          2  A    Yes, I am. 
 
          3  Q    And that was submitted by the parties to FERC for 
 
          4       approval? 
 
          5  A    Yes, it was. 
 
          6  Q    And it was in fact approved by the FERC, correct? 
 
          7  A    Yes, it was. 
 
          8  Q    And did that settlement agreement provide for the 
 
          9       mandatory -- or I'm sorry -- for the termination of the 
 
         10       mandatory funding for GTI as of December 31st, 2004? 
 
         11  A    Yes, it did. 
 
         12  Q    Now, in terms of the mandatory funding that was 
 
         13       considered by the parties to the settlement agreement, 
 
         14       what was the ultimate source of that funding?  In other 
 
         15       words, who actually paid the money that provided the 
 
         16       dollars for the budget for GRI or GTI? 
 
         17  A    The ultimate source of the money was, for the most part, 
 
         18       gas consumers, residential, commercial and industrial 
 
         19       consumers.  In some cases, netback pricing, the producers 
 
         20       pay; in some cases, between rate cases, the LDCs might 
 
         21       pay for an increase in the funding unit; and in some 
 
         22       cases, since the pipelines were actually sending us the 
 
         23       checks, the pipelines paid for pieces of it.  But I 
 
         24       believe that, for the most part, it was paid by gas 
 
         25       consumers. 
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          1  Q    The end users? 
 
          2  A    The end users, yes. 
 
          3  Q    And did the settlement provide that following December 
 
          4       31st, 2004, that the ultimate source of the GTI funding 
 
          5       will be voluntary contributions? 
 
          6  A    The settlement called for voluntary funding beyond that 
 
          7       point in time, and the termination of the FERC-approved 
 
          8       mechanism. 
 
          9  Q    Now, looking at the period of time leading up to the 
 
         10       settlement negotiations and the ultimate settlement, were 
 
         11       you aware that a number of end users, including ABATE, 
 
         12       were opponents of the mandatory funding mechanism that 
 
         13       had been employed by the FERC to supply the budget 
 
         14       dollars for GRI/GTI? 
 
         15  A    Yes, I was aware of that. 
 
         16  Q    And in fact, ABATE was a signatory to the settlement, was 
 
         17       it not? 
 
         18  A    I believe so.  I know Process Gas Consumers and the 
 
         19       Georgia Industrial Group certainly were.  I presume ABATE 
 
         20       was as well. 
 
         21  Q    Now, as part of the settlement, was there an agreement to 
 
 
         22       place caps on what was called non-core and core research 
 
         23       and development for a period of time following the 
 
         24       settlement? 
 
         25  A    Yes, there was. 
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          1  Q    And those caps then were in place until December 31st, 
 
          2       2004? 
 
          3  A    Yes, they were. 
 
          4  Q    And then they terminated, as did the mandatory funding 
 
          5       requirement? 
 
          6  A    Yes, they did. 
 
          7  Q    Now, in your testimony you talk about one of the, let's 
 
          8       say, devices that were developed was the pulse furnace; 
 
          9       do you recall that? 
 
         10  A    Yes, I do recall that. 
 
         11  Q    And that was developed by GRI, was it not? 
 
         12  A    Yes, it was. 
 
         13  Q    And then it was patented; is that correct? 
 
         14  A    It was patented, yes. 
 
         15  Q    And then the patent rights basically were transferred to 
 
         16       Lennox; is that correct? 
 
         17  A    That is correct. 
 
         18  Q    And then Lennox would pay GRI/GTI a royalty payment as a 
 
         19       result of having that patent transferred, or the rights 
 
         20       transferred to them; is that correct? 
 
         21  A    Yes, yes, they did. 
 
         22  Q    Now, did Lennox have to implement a safety inspection 
 
         23       program because of corrosion occurring to the heat 
 
         24       exchanger on those furnaces? 
 
         25  A    It's possible that they did, but the high-efficiency 
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          1       furnaces in general, once Lennox went to stainless steel, 
 
          2       corrosion was not an issue; the issue was what happens 
 
          3       without stainless steel heat exchanger.  Once they went 
 
          4       to that mode, there was no corrosion problem.  But in the 
 
          5       beginning, depending on what they used, there might have 
 
          6       been. 
 
          7  Q    Now, can you tell us -- You know, we've been talking 
 
          8       about mandatory contributions and voluntary 
 
          9       contributions.  Can you tell us what, in your opinion, 
 
         10       the difference is between those two? 
 
         11  A    Yes.  With respect to the FERC, which deals with, of 
 
         12       course, interstate transmission of natural gas, 
 
         13       electricity, et cetera, the mandatory nature of this 
 
 
         14       activity was that the pipelines were, would join the 
 
         15       program and would contribute to it; and in my opinion, 
 
         16       the FERC felt that the program should be voluntary for 
 
         17       the pipelines, and they wanted a, at least based on the 
 
         18       settlement, and they wanted the pipelines to be able to 
 
         19       voluntarily come in and out of the program as they would 
 
         20       and wanted a voluntary approach, that is, to have the 
 
         21       jurisdictional companies make their own choices.  The 
 
         22       FERC also provided for a check-the-box mechanism which 
 
         23       would allow the distribution companies to elect to 
 
         24       voluntarily contribute to the program; but the FERC said, 
 
         25       we don't have jurisdiction over the LDCs, so then it is 
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          1       up to their public utility commissions to make that 
 
          2       decision with respect to the LDCs.  So both having the 
 
          3       LDCs and the jurisdictional pipelines apply for recovery 
 
          4       of this was part of a voluntary approach to this program, 
 
          5       but that each company would be able to choose for 
 
          6       themselves whether or not to participate in this. 
 
          7  Q    Now, in your opinion, voluntary does not apply to the 
 
          8       actual companies that pay for the funding for GTI; is 
 
          9       that correct? 
 
         10  A    You mean each individual consumer? 
 
         11  Q    That's correct? 
 
         12  A    Each individual meter.  No, in my opinion, voluntary did 
 
         13       not apply to each individual consumer.  FERC was dealing 
 
         14       with the jurisdictional question of those that they 
 
         15       regulate. 
 
         16  Q    Now, the settlement agreement was crafted by GTI and a 
 
         17       number of other individual companies; is that correct? 
 
         18  A    That's correct. 
 
         19  Q    And how many LDCs participated in those negotiations? 
 
         20  A    You know, I would say at least 20, maybe upwards of 40. 
 
         21  Q    And they all signed a statement of support or 
 
         22       non-opposition? 
 
         23  A    They did.  There was some, there was some opposition from 
 
         24       a group called the East Coast Distributors because of a 
 
         25       discounting versus non-discounting issue that was 
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          1       subsequently settled in a little bit later activities. 
 
          2       But with that exception, yes, the LDCs all signed up for 
 
          3       the settlement agreement. 
 
          4                       MR. STRONG:  O.K.  I would like to show a 
 
          5       document to the witness, if I may approach. 
 
          6                       JUDGE CUMMINS:  Certainly. 
 
          7                       MR. STRONG:  This is the support 
 
          8       signature page. 
 
          9            (Document shown to Mr. Nelson.) 
 
         10  Q    (By Mr. Strong, Continuing):  I'm going to hand you a 
 
         11       document, if I may.  Is this the settlement agreement 
 
         12       that was reached and ultimately approved by FERC? 
 
         13            (Document handed to the witness.) 
 
         14  A    Yes, this looks like the settlement agreement. 
 
         15  Q    (By Mr. Strong, Continuing):  Now, I'm going to show you 
 
         16       the signature pages, and I want you to count the number 
 
         17       of LDCs in light of your previous answer, and tell me 
 
         18       whether or not there is anywhere close to 40 LDCs that 
 
         19       signed up for that. 
 
         20  A    No.  No, there aren't. 
 
         21  Q    Not even ten, right? 
 
         22  A    That's correct.  Although, the American Gas Association 
 
         23       did sign this for the LDCs.  Yes, not even ten. 
 
         24  Q    How many customers, end-use customers signed up for this? 
 
         25  A    No end-use customers directly, but the Process Gas 
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          1       Consumers and a number of other groups representing the 
 
          2       large industrials I believe did sign this agreement. 
 
          3  Q    O.K.  Let me show you again the support signature sheet. 
 
          4       And is Shell Oil Company an end-use customer, is Chevron? 
 
          5  A    No.  Those are producers. 
 
          6  Q    O.K. 
 
          7  A    They signed as producers, as far as I know. 
 
          8  Q    And then PGC you've already mentioned. 
 
          9  A    Yes. 
 
         10  Q    Who's that, AISI. 
 
         11  A    American Institute for Iron and Steel, something of that 
 
         12       nature, yeah. 
 
         13  Q    And then ABATE? 
 
         14  A    ABATE. 
 
         15  Q    GIG? 
 
         16  A    Georgia Industrial Group and The Fertilizer Institute. 
 
         17  Q    And they represented the end-use customers? 
 
         18  A    They represented the industrial end-use customers. 
 
         19  Q    Now, in your testimony you indicated that the market 
 
         20       would not spur manufacturers to invest in making their 
 
         21       product safe.  That's roughly page 6 of your initial 
 
         22       testimony. 
 
         23  A    My testimony was that there are sectors that fall between 
 
         24       the manufacturer, the gas LDC and the installer, and in 
 
         25       these areas lie some weakness in some of the safety of 
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          1       the various devices. 
 
          2  Q    Now, are you aware generally of tort law? 
 
          3  A    No, I wouldn't say I was aware of tort law. 
 
          4  Q    O.K.  Are you aware generally of any laws that would 
 
          5       provide an avenue for customers of a particular product 
 
          6       that was manufactured by somebody to sue the manufacturer 
 
          7       for safety defects? 
 
          8  A    I'm aware there are such laws. 
 
          9                       MR. NELSON:  I'm going to object, your 
 
         10       Honor.  Again, this is going well beyond the 
 
         11       qualifications of this witness. 
 
         12                       JUDGE CUMMINS:  I'll allow it, if you can 
 
         13       answer. 
 
         14  A    Just that I'm aware that there are such laws. 
 
         15  Q    (By Mr. Strong, Continuing):  And do they provide an 
 
         16       incentive for manufacturers to provide safe equipment? 
 
         17  A    Certainly. 
 
         18  Q    Now, is GTI asking for a surcharge to be applied to gas 
 
         19       deliveries as a result of this proceeding? 
 
         20  A    GTI is asking for acceptance of criteria for R&D so that 
 
         21       the LDCs, if they make the decision in this state, can 
 
         22       voluntarily apply for recovery of R&D charges from the 
 
         23       consumers in this state. 
 
         24  Q    And in terms of the consumers that this would apply to, 
 
         25       would it apply to every consumer? 
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          1  A    In general, yes, but that's really between the companies 
 
          2       and the commission and the various intervenors to deal 
 
          3       with that particular issue.  Whether, you know, large 
 
          4       industrials would receive a discount or not are details 
 
          5       to be worked out between the commission and the companies 
 
          6       and the various parties involved. 
 
          7  Q    Assume hypothetically that the industrial segment here in 
 
          8       Michigan is emphatically opposed to the surcharge to 
 
          9       support GTI.  Should that be one of the criteria that is 
 
         10       reviewed? 
 
         11  A    You mean who would, ought to pay for the program. 
 
         12  Q    Yes.  In other words, if they didn't volunteer to pay for 
 
         13       it, should that be one of the criteria to determine 
 
         14       whether or not they should be surcharged? 
 
         15  A    From the FERC decision, the voluntary nature is up to the 
 
         16       LDCs; but certainly the LDCs need to consider what their 
 
         17       customers want or don't want.  That will, of course, 
 
         18       affect what type of research is done with that money.  If 
 
         19       the industrials don't participate, then some of the 
 
         20       industrial equipment development that GTI could fund, 
 
         21       including our very high-efficiency boiler, which you're 
 
         22       familiar with the superboiler at 94-percent efficiency, 
 
         23       that type of technology wouldn't be pursued if the 
 
         24       industrials did not want to participate and the companies 
 
         25       agreed that discounting, and the commission agreed that 
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          1       discounting was appropriate. 
 
          2  Q    Now, in the context of this settlement agreement, it was 
 
          3       worked out by you say groups representing industrial 
 
          4       customers, GTI, and as you said, producers.  Were those 
 
          5       the parties that actually determined what voluntary 
 
          6       meant? 
 
          7  A    The decision was reached by the FERC.  There were 
 
          8       discussions on what voluntary meant, and as part of the 
 
          9       settlement discussions. 
 
         10  Q    Well, isn't it true that a settlement is put together by 
 
         11       the parties to a settlement and just sent up to the FERC 
 
         12       for approval or rejection, that's all the FERC does? 
 
         13  A    Yes.  But the FERC also commented on the settlement as 
 
         14       well. 
 
         15  Q    But it approved the settlement? 
 
         16  A    It did approve the settlement. 
 
         17  Q    Without a change, correct? 
 
         18  A    Yes. 
 
         19  Q    Now, in your rebuttal testimony, you talk about a 
 
         20       statement that the FERC said this is what voluntary is. 
 
         21       Could you give us a citation or read us the language that 
 
         22       supports your statement? 
 
         23  A    I would need to see my attorney for a second to get the 
 
         24       paperwork. 
 
         25                       JUDGE CUMMINS:  Certainly. 
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          1                       MR. NELSON:  Take a five-minute recess? 
 
          2                       JUDGE CUMMINS:  Yeah.  We won't make it 
 
          3       in-place, let's go ahead and do five in case people need 
 
          4       to excuse themselves briefly. 
 
          5            (At 9:41 a.m., there was a brief recess.) 
 
          6                       JUDGE CUMMINS:  Let's go ahead and go 
 
          7       back on the record. 
 
          8                       Please proceed, Mr. Strong. 
 
          9                       MR. STRONG:  I was waiting for an answer. 
 
         10  A    Yes.  In the FERC 1998 opinion, FERC refers to Section 
 
         11       1.7, it is entitled voluntary funding.  This section 
 
         12       provides that voluntary funding is permitted during the 
 
         13       period '98 to 2004.  And it says, all GRI funding will be 
 
         14       on a voluntary subscription basis, as will membership. 
 
         15       Talks about two things.  One, voluntary subscriptions by 
 
         16       interstate pipelines for particular research and 
 
         17       development projects benefitting consumers may be 
 
         18       recoverable in rates if filed for by individual 
 
         19       pipelines, subject to challenge.  So that's the first 
 
         20       piece of it.  That is, after the settlement, after 2004, 
 
         21       pipelines could individually apply under this voluntary 
 
         22       settlement for, and under the definition voluntary, for 
 
         23       recovery of R&D for consumer benefits from the FERC. 
 
         24                       In addition, it says that the pipelines 
 
         25       agree to remain as voluntary collection agents for 
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          1       shippers who voluntary choose to support GRI problems 
 
          2       through a check-the-box approach on pipeline invoices. 
 
          3       The amounts collected through check-the-box are in part 
 
          4       pipeline rates, and these will not be approved by the 
 
          5       commission.  So check-the-box then is all distributors 
 
          6       then; distribution companies could then apply under this 
 
          7       general voluntary approach for recovery of R&D charges. 
 
          8  Q    (By Mr. Strong, Continuing):  Are you looking at a copy 
 
          9       of the FERC order? 
 
         10  A    Yes.  Yes.  Docket No. RP97149-003. 
 
         11  Q    And FERC orders typically have paragraphs, paragraph 
 
         12       numbers.  Could you cite the paragraph number in which 
 
         13       you are referring to? 
 
         14  A    I am on page -- I am on page 8 of the docket.  There's 
 
         15       not -- it's just a description of Section 1.7.  No 
 
         16       paragraph numbers indicated. 
 
         17  Q    O.K.  So you're not looking at the official copy of the 
 
         18       FERC decision; is that correct? 
 
         19  A    I believe I am. 
 
         20  Q    O.K.  Let me give you a copy of the FERC decision, and 
 
         21       this does have the normal numbering of paragraphs that 
 
         22       FERC employs.  Are you aware of that sort of convention? 
 
         23  A    Yes. 
 
         24            (Document shown to Mr. Nelson.) 
 
         25  Q    (By Mr. Strong, Continuing):  Handing you a copy of the 
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          1       Docket No. RP 04-378-000, FERC order.  Is that what you 
 
          2       were referring to? 
 
          3            (Document provided to the witness.) 
 
          4  A    No.  I'm looking at docket RP 97-143-003. 
 
          5  Q    (By Mr. Strong, Continuing):  And is that part and parcel 
 
          6       of the settlement? 
 
          7  A    Yes.  Order approving settlement issued April 29th, 1998. 
 
          8  Q    O.K.  You're not referring, then, to the November 18th 
 
          9       order? 
 
         10  A    This was issued April 29th, 1998. 
 
         11  Q    O.K.  And in your testimony you refer to the November 
 
         12       18th order; is that correct? 
 
         13  A    Yes.  But we also refer to this order in discovery 
 
         14       questions, in particular, dealing with definitions of 
 
         15       voluntary funding. 
 
         16  Q    O.K.  And it's your sworn testimony today that that order 
 
         17       that you're referring to deals with the settlement and 
 
         18       interpretation of the settlement? 
 
         19  A    Yes, order approving settlement. 
 
         20  Q    O.K.  Let me hand you a copy of that, and ask you -- 
 
         21                       MR. NELSON:  Can I see that. 
 
         22            (Document shown to Mr. Nelson.) 
 
         23  Q    (By Mr. Strong, Continuing):  Can you point out in this 
 
         24       document -- this is a copy of what I think you're 
 
         25       referring to. 
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          1            (Document handed to the witness.) 
 
          2  A    Yes. 
 
          3  Q    (By Mr. Strong, Continuing):  Can you point out which 
 
          4       portion of the language you're referring to? 
 
          5  A    Just you'll note there are not paragraph numbers next to 
 
          6       this.  O.K.  This, I'm referring to this that discusses 
 
          7       Section 1.7 and then the footnote 19 on pages 8 and 9, 
 
          8       which goes beyond that for discussion of recovery of 
 
          9       check-the-box. 
 
         10  Q    And that's on page 8 of this particular document? 
 
         11  A    Page 8, and then the footnote is continued on page 9. 
 
         12  Q    O.K.  Would you turn to page 2 of your rebuttal 
 
         13       testimony, please. 
 
         14  A    Yes, I will. 
 
         15  Q    You're quoting from the FERC order dated November 18th, 
 
         16       2004; is that correct? 
 
         17  A    Yes. 
 
         18  Q    And on line 5 of your testimony, you talk about, or at 
 
         19       least the quote is referencing "forcing the industry". 
 
         20       In terms of the reference to industry, what do you 
 
         21       understand that reference to be, what industry are we 
 
         22       talking about here? 
 
         23  A    Well, because it says the industry and its customers, the 
 
         24       industry in this case would be the natural gas industry, 
 
         25       particularly the pipelines and the jurisdictional 
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          1       pipelines if it refers to, if this is a FERC law.  So it 
 
          2       is the gas industry, principally the pipelines. 
 
          3  Q    And would customers refer to the end-use customers? 
 
          4  A    Customers would refer to all customers of the pipelines 
 
          5       who are in the main LDCs and large industrials and power 
 
          6       generators. 
 
          7  Q    Now, in the context of the settlement agreement that was 
 
          8       ultimately approved by the commission, and by the 
 
          9       commission, I mean the FERC, did it delineate what 
 
         10       charges would be put on what transporters? 
 
         11                       MR. NELSON:  Your Honor, I'll object.  I 
 
         12       think the FERC order at this point speaks for itself. 
 
         13                       JUDGE CUMMINS:  I'll sustain the 
 
         14       objection. 
 
         15  Q    (By Mr. Strong, Continuing):  Now, would you turn to page 
 
         16       3 of your rebuttal testimony.  You were referring there 
 
         17       to the November 18th, 2004, order, correct? 
 
         18  A    Yes. 
 
         19  Q    And could you refer me to a specific paragraph number or 
 
         20       page number to the order that you're referring to and 
 
         21       read that supporting statement? 
 
         22                       MR. NELSON:  Your Honor, I just object 
 
         23       again.  I think it serves no purpose in this record to 
 
         24       have somebody quote from the FERC order. 
 
         25                       MR. STRONG:  Your Honor, at this point 
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          1       the witness is saying this is what voluntary means, and 
 
          2       he's referring to the FERC order.  I want to know, and 
 
 
          3       the record should reflect, what he's referring to. 
 
          4                       JUDGE CUMMINS:  I agree.  You may answer 
 
          5       the question. 
 
          6  A    O.K.  Can I take a second to confer with my attorney to 
 
          7       get that particular order? 
 
          8                       JUDGE CUMMINS:  Certainly.  Let's go 
 
          9       ahead and stand in place. 
 
         10            (Document provided to the witness.) 
 
         11            (Witness reviewing the document.) 
 
         12                       JUDGE CUMMINS:  Back on the record. 
 
         13  A    Yes, there's apparently an incorrect cite there.  I 
 
         14       apologize for that.  Page 15, the top paragraph numbered 
 
         15       53.  We do not agree that continued reliance on mandatory 
 
         16       funding for R&D is necessary.  If the industry and 
 
         17       consumers demand a forum of cooperative effort in R&D, 
 
         18       they can be accommodated without the mandatory funding 
 
         19       GTI seeks here.  Market-based R&D would better serve the 
 
         20       consuming public than the acrimony that has accompanied 
 
         21       each and every GRI application since the onset of the 
 
         22       program for mandatory funding of cooperative R&D 
 
         23       projects. 
 
         24  Q    (By Mr. Strong, Continuing):  O.K.  And that's what you 
 
         25       say supports your statement, then? 
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          1  A    That, and the document I quoted from the 1998 settlement. 
 
          2  Q    But that's not what you said in your testimony; you said 
 
          3       just the November 18th, order, correct? 
 
          4                       MR. NELSON:  Well, your Honor, I object 
 
          5       again.  I think the reference to the check-the-box does 
 
          6       not refer to an order per se.  I'm referring to 
 
          7       Mr. Edelstein's rebuttal testimony on page 3.  He also 
 
          8       says FERC's encouraged the use of a check-the-box system, 
 
          9       he doesn't attribute that to a specific FERC order.  So 
 
         10       that could be either the 1998 or the 2004 order. 
 
         11  A    Yeah.  We said that FERC also encouraged the use of 
 
         12       check-the-box without a reference to what section that 
 
         13       was in.  That referred to the 1998 order.  I should have 
 
         14       cited that. 
 
         15                       JUDGE CUMMINS:  And I do note that it 
 
         16       comes after the citation to page 23 of the November 18 
 
         17       order, so I will go ahead and sustain the objection on 
 
         18       that ground.  If you want to restate the question in a 
 
         19       different fashion or -- 
 
         20                       MR. STRONG:  Well, I just want to make 
 
         21       the record clear. 
 
         22  Q    (By Mr. Strong, Continuing):  In connection with your 
 
         23       statement regarding voluntary which starts on page 3, 
 
         24       line 3 of your rebuttal testimony, it's the statement 
 
         25       that you read from the November 18, 2004, order that 
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          1       supports that; is that correct? 
 
          2  A    Yes.  But the actual definition of voluntary funding is 
 
          3       covered in the -- you have to go back to the 1998 
 
          4       settlement to pick up the piece that we just talked 
 
          5       about. 
 
          6                       MR. STRONG:  O.K.  Thank you.  I have 
 
          7       nothing further. 
 
          8                       JUDGE CUMMINS:  Very well.  Any questions 
 
          9       by the attorney general? 
 
         10                       MR. MOODY:  Just a couple, your Honor. 
 
         11                        CROSS-EXAMINATION 
 
         12  BY MR. MOODY: 
 
         13  Q    Good morning. 
 
         14  A    Good morning. 
 
         15  Q    I'll refer you to page 3 of your rebuttal testimony. 
 
         16       Near the bottom there, it's the question dealing with 
 
         17       Georgia Public Service Commission.  And my question on 
 
         18       that is just, do you know what the status of that case 
 
         19       is? 
 
         20  A    Yes.  The commission staff and the companies have not 
 
         21       reached a settlement, and as a result, I believe the 
 
         22       commission has rejected the entire case and Atmos Energy 
 
         23       is refiling their petition for recovery of rate, you 
 
         24       know, for a new rate case, including R&D recovery, so 
 
         25       they're going to refile and move ahead there. 
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          1  Q    And then followup on an answer that you gave earlier, 
 
          2       what -- can you explain a little bit of what the consumer 
 
          3       advocate oversight is in these, and can you give me a 
 
          4       scenario, say if we had one in this state? 
 
          5  A    Sure.  Couple of things.  One is, of course, during -- 
 
 
          6       this is just the first step, this generic decision in 
 
          7       allowing the company to voluntarily file.  When the 
 
          8       company does file, I anticipate that the company working 
 
          9       with us would list specific projects, as I did in my 
 
         10       testimony, for instance, that they wish to fund, and then 
 
         11       the consumer advocate would be able to review individual 
 
         12       projects and to decide which ones were in the consumer 
 
         13       interest and which ones weren't, and through discovery 
 
         14       and other means, determine, you know, were there benefits 
 
         15       to the consumers or not from the various projects 
 
         16       proposed.  In addition, we have a public interest 
 
         17       advisory committee, which I think you're aware of, 
 
         18       composed of four consumer advocates appointed by the 
 
         19       NASUCA Gas Committee, and approximately 12 public utility 
 
         20       commissioners appointed by the NARUC Gas Committee and 
 
         21       Energy Resources and Environment Committee that provides 
 
         22       us with philosophical guidance on what R&D is in the 
 
         23       consumer interest and what R&D is in the private 
 
         24       interest; and in other words, what should be funded with 
 
         25       PUC-recovered funds and what shouldn't be.  So that would 
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          1       be another avenue, and we would certainly welcome, in 
 
          2       fact I offered Mr. Erickson a seat on that if he would 
 
          3       like that.  So there's no problem with that at all. 
 
          4  Q    And what type of -- I guess what type of -- I guess maybe 
 
          5       go to a scenario again in this state that, you know, when 
 
          6       the utilities asked for a program to be brought into 
 
          7       their base rate case or whatever, what would the, I 
 
          8       guess, the consumer advocate oversight, what does that -- 
 
          9       so if we determine that it's a consumer product or it's 
 
         10       not, how does that affect the case, then, before the 
 
         11       commission? 
 
         12  A    Well, then you would make comments on that during the 
 
         13       filing, pass that information to the commission staff and 
 
         14       the commission, and then decisions would be made on which 
 
         15       projects were acceptable and which weren't.  One of the 
 
         16       hopes of the generic proceeding were that there are 
 
         17       specific criteria listed -- deliverability, system 
 
         18       integrity, safety, consumer safety, public safety 
 
         19       increased efficiency for low-income customers -- so that 
 
         20       if there was general agreement on those criteria and the 
 
         21       company projects fit in within those criteria, that would 
 
         22       help, but there's no, you know, guarantee as a result of 
 
         23       this.  So the companies and the consumer advocate and the 
 
         24       staff would able to comment on individual projects and 
 
         25       through settlement decide which are in and which aren't 
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          1       and, of course, based on commission decision. 
 
          2  Q    And if we couldn't reach a settlement, then it would just 
 
          3       go through a normal case proceeding and the utility picks 
 
          4       what they want, right, and then we just litigate the 
 
          5       issue of -- 
 
          6  A    Yes.  Now, in some states commissions receive a report 
 
          7       once a year on projects chosen, and so do the consumer 
 
          8       advocates, and so then each year there could be comments 
 
          9       by the commission staff and consumer advocate as to which 
 
         10       projects were selected and whether or not they were in 
 
         11       the public interest as well.  So even beyond the first 
 
         12       year. 
 
         13  Q    And the public interest advisory committee at NASUCA, is 
 
         14       that what, NARUC, you were saying? 
 
         15  A    Yes.  NASUCA, the gas committee of NASUCA appoints four 
 
         16       members, and the two committees I mentioned that NARUC, 
 
         17       appoint 10 to 12 members of commissioners, and that meets 
 
         18       twice a year, and they make, you know, they provide us 
 
         19       with philosophical guidance on what's in the consumer 
 
         20       interest or not. 
 
         21  Q    And it doesn't really affect on like an individual case, 
 
         22       like the utility?  I mean that committee doesn't really 
 
         23       have any -- I guess they could file comments if they 
 
         24       wanted to, but there's no real impact on an individual 
 
         25       case here in Michigan? 
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          1  A    That's correct.  That's correct.  It's philosophical 
 
          2       guidance for the general program direction of GTI. 
 
          3  Q    And then move off of that subject.  Is the transportation 
 
          4       customer considered a shipper, that term, is it used at 
 
          5       FERC? 
 
          6  A    Transportation customer is considered a shipper.  I don't 
 
          7       know if I'm qualified to make that decision, to offer an 
 
          8       opinion on that particular -- 
 
          9  Q    I guess you know what the term -- I guess do you know 
 
         10       what the term shipper or how it's defined by FERC? 
 
         11  A    No. 
 
         12  Q    O.K. 
 
         13  A    No. 
 
         14                       MR. MOODY:  And actually, I think that's 
 
         15       just about it for cross-examination. 
 
         16                       JUDGE CUMMINS:  Very well. 
 
         17       Mr. Middleton? 
 
         18                       MR. MIDDLETON:  I have one question for 
 
         19       Mr. Edelstein. 
 
         20                        CROSS-EXAMINATION 
 
         21  BY MR. MIDDLETON: 
 
         22  Q    Although I anticipated that this is just a clarification 
 
         23       of some matter this morning, of the 21 I believe you 
 
         24       said, or the 20 some states that have approved recovery, 
 
         25       have any of those states approved segmented recovery; in 
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          1       other words, recovery of R&D only from residential class 
 
          2       of customers and not from commercial or any other 
 
          3       customer segmentation, if you know? 
 
          4  A    Some of the commissions have allowed recovery only from 
 
          5       firm customers, so yes; but in general, recovery is 
 
          6       pretty much across the board.  Sometimes it's firm and 
 
          7       interruptible, but undiscounted customers. 
 
          8  Q    So just to clarify, not by customer class, but by the 
 
          9       quality of service delivered? 
 
         10  A    By the quality of service delivered, not by customer 
 
         11       class, yes, yes. 
 
         12                       MR. MIDDLETON:  Thank you.  I have no 
 
         13       further questions. 
 
         14                       JUDGE CUMMINS:  Very well.  Ms. Wellman, 
 
         15       any questions? 
 
         16                       MS. WELLMAN:  No questions, your Honor. 
 
         17                       JUDGE CUMMINS:  Any questions on 
 
         18       Consumers' side? 
 
         19                       MS. MORRIS:  No questions, your Honor. 
 
         20                       JUDGE CUMMINS:  Very well.  Any questions 
 
         21       by the staff? 
 
         22                       MS. BARONE:  No questions.  Thank you. 
 
         23                       JUDGE CUMMINS:  Any redirect, Mr. Nelson? 
 
         24                       MR. NELSON:  Yes, your Honor, just 
 
         25       briefly. 
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          1                       REDIRECT EXAMINATION 
 
          2  BY MR. NELSON: 
 
          3  Q    Mr. Edelstein, you were asked about the 1998 FERC 
 
          4       settlement by Mr. Strong, about the number of gas 
 
          5       distribution companies who signed that.  AGA was a 
 
          6       signatory; is that correct? 
 
          7  A    They were. 
 
          8  Q    Do you know how many members AGA has? 
 
          9  A    Over a hundred. 
 
         10  Q    O.K.  And do you believe AGA was representing those 
 
         11       hundred members? 
 
         12  A    I do.  And AGA does not take positions without almost 
 
         13       unanimous support of its member companies. 
 
         14  Q    And you were also asked about the fact that Lennox paid 
 
         15       GTI royalty payments for high-efficiency furnace -- 
 
         16  A    Yes. 
 
         17  Q    -- work?  Were those royalty payments then flowed back 
 
         18       into more R&D for GTI? 
 
         19  A    Yes, they were.  The royalty payments were approximately 
 
         20       a dollar a furnace; we received over the years over a 
 
         21       million dollars for that.  In fact, the terms of the FERC 
 
         22       program were that it actually reduced the funding unit in 
 
         23       future years.  So the funding unit was reduced as those 
 
         24       royalties came in actually.  So it did reduce the amount 
 
         25       that consumers had to pay for future R&D. 
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          1                       MR. NELSON:  Thank you.  That's all I 
 
          2       have, your Honor. 
 
          3                       JUDGE CUMMINS:  Very well.  I'm assuming 
 
          4       that didn't raise any other questions at this point on 
 
          5       behalf of the other parties. 
 
          6                       MR. STRONG:  Oh, it did. 
 
          7                       JUDGE CUMMINS:  Oh, it did.  Please go 
 
          8       ahead, Mr. Strong. 
 
          9                       RECROSS-EXAMINATION 
 
         10  BY MR. STRONG: 
 
         11  Q    Did I understand your testimony, you said that the AGA 
 
         12       signed this agreement? 
 
         13  A    Yes. 
 
         14  Q    O.K.  Can I hand it to you.  Can you point out where they 
 
         15       signed it?  Let me show you first of all the support 
 
         16       signature sheet. 
 
         17            (Document provided to the witness.) 
 
         18                       MR. NELSON:  I believe there's two pages 
 
         19       to that. 
 
         20                       MR. STRONG:  It's one page. 
 
         21  A    There's one page.  Oh, it's a do not oppose page. 
 
         22       American Gas Association on line 9. 
 
         23                       MR. STRONG:  O.K.  Thank you.  I have 
 
         24       nothing further. 
 
         25                       JUDGE CUMMINS:  Very well.  Any other 
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          1       questions?  Hearing none. 
 
          2                       We have one exhibit, GTI-1, to take up at 
 
          3       this point.  Any objection to the receipt of this 
 
          4       exhibit?  Hearing none, Exhibit GTI-1 is received into 
 
          5       evidence. 
 
          6                       You may step down. 
 
 
          7                       THE WITNESS:  Thank you. 
 
          8            (The witness was excused.) 
 
          9                       JUDGE CUMMINS:  I think at this point in 
 
         10       time, why don't we go ahead with Consumers' witness, the 
 
         11       presentation of their witness, and then we'll get to the 
 
         12       attorney general's witness following that. 
 
         13                       MS. MORRIS:  Thank you, your Honor. 
 
         14       Parties have stipulated to placing into the record the 
 
         15       Direct Testimony of Jill Mills Polich on behalf of 
 
         16       Consumers Energy Company.  Her direct testimony consists 
 
         17       of a cover page and two pages of testimony. 
 
         18                       At this time, I move to have that 
 
         19       testimony entered into the record. 
 
         20                       JUDGE CUMMINS:  Very well.  Any 
 
         21       objections to the receipt of this testimony?  Hearing 
 
         22       none, Ms. Polich's testimony will be received into 
 
         23       evidence, or actually bound into the record, I should 
 
         24       say. 
 
         25                       MS. MORRIS:  Thank you, your Honor. 
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          1                       JUDGE CUMMINS:  And that completes 
 
          2       Consumers' case? 
 
          3                       MS. MORRIS:  Yes, it does. 
 
          4                       JUDGE CUMMINS:  Very well. 
 
          5                       With regard to the attorney general, we 
 
          6       don't have any exhibits to mark; is that correct, 
 
          7       Mr. Moody? 
 
          8                       MR. MOODY:  That's correct, your Honor. 
 
          9                       JUDGE CUMMINS:  Very well.  Please 
 
         10       proceed. 
 
         11                       MR. MOODY:  I'd like to call to the stand 
 
         12       Charles King. 
 
         13                 C H A R L E S     W.     K I N G 
 
         14       was called as a witness on behalf of Attorney General 
 
         15       Michael A. Cox and, having been duly sworn to testify the 
 
         16       truth, was examined and testified as follows: 
 
         17                       JUDGE CUMMINS:  Please proceed, 
 
         18       Mr. Moody. 
 
         19                        DIRECT EXAMINATION 
 
         20  BY MR. MOODY: 
 
         21  Q    Would you please state your name for the record. 
 
         22  A    My name is Charles W. King. 
 
         23  Q    And can you state your address and company? 
 
         24  A    My business address, actually it's changed from what it 
 
         25       is in my testimony.  It is now 1111 14th Street 
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          1       Northwest, Suite 300, Washington, D.C. 20005. 
 
          2  Q    And did you file testimony on behalf of the attorney 
 
          3       general in this case? 
 
          4  A    Yes, I did. 
 
          5  Q    And did that testimony consist of seven pages and an 
 
          6       Appendix A and B which are your resume and cases you've 
 
          7       worked on? 
 
          8  A    The copy I have has eight pages, so I may not have the 
 
          9       official copy, but I did file testimony and two exhibits. 
 
         10  Q    Let me double check, make sure. 
 
         11                       JUDGE CUMMINS:  And just for 
 
         12       clarification sake, I believe the two items you're 
 
         13       referring to are attachments to the testimony rather than 
 
         14       actual exhibits; is that correct? 
 
         15  A    No.  First is my resume, the second is my list of 
 
         16       appearances. 
 
         17                       JUDGE CUMMINS:  O.K. 
 
         18                       MR. MOODY:  Your Honor, could I take a 
 
         19       look real quick at the document? 
 
         20                       JUDGE CUMMINS:  Certainly. 
 
         21                       MR. MOODY:  Make sure we got the same. 
 
         22            (Document provided to the witness.) 
 
         23  A    It appears I did not have the official copy, so I now do. 
 
         24  BY MR. MOODY: 
 
         25  Q    All right.  I'll ask you that question again, then.  The 
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          1       testimony that you submitted on behalf of the attorney 
 
          2       general, does that consist of seven pages, and in fact 
 
          3       the cover page is No. 1, seven pages and an Appendix A 
 
          4       and B, A being your resume and B being a list of all the 
 
          5       cases that you've worked on or your company? 
 
          6  A    Yes, I did. 
 
          7  Q    And is this -- do you have any corrections other than the 
 
          8       fact that your address has changed?  I don't think I'm 
 
          9       going to correct that in the testimony. 
 
         10  A    A little typo on page 5, line 5.  The word "that" should 
 
         11       be stricken, very first word in that line.  It's a typo. 
 
         12  Q    And other than that change, is there any other changes to 
 
         13       the appendix or anything else? 
 
         14  A    No, there are none. 
 
         15  Q    And is this testimony that you've submitted in this case 
 
         16       true and accurate to the best of your knowledge? 
 
         17  A    Yes, it is. 
 
         18                       MR. MOODY:  All right.  At this point, 
 
         19       your Honor, I'd like to move to bind in his testimony 
 
         20       into the record. 
 
         21                       JUDGE CUMMINS:  Very well.  Any objection 
 
         22       to binding in Mr. King's testimony?  Hearing none, 
 
         23       Mr. King's testimony is bound into the record. 
 
         24                             -  -  - 
 
         25 
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Q. PLEASE STATE YOUR NAME, POSITION AND BUSINESS ADDRESS. 

 
A. My name is Charles W. King.  I am President of the economic consulting firm of 

Snavely, King, Majoros, O'Connor, & Lee, Inc. ("Snavely King").  My business 

address is 1220 L Street, N.W., Suite 410, Washington, D.C.  20005. 

 
Q. PLEASE DESCRIBE SNAVELY KING. 

 
A. Snavely King, formerly Snavely, King & Associates, Inc., was founded in 1970 to 

conduct research on a consulting basis into the rates, revenues, costs and 

economic performance of regulated firms and industries.  The firm has a 

professional staff of 12 economists, accountants, engineers and cost analysts.  

Most of its work involves the development, preparation and presentation of expert 

witness testimony before federal and state regulatory agencies.  Over the course 

of its 35-year history, members of the firm have participated in over 1000 

proceedings before almost all of the state commissions and all Federal 

commissions that regulate utilities or transportation industries. 

 
Q. HAVE YOU PREPARED A SUMMARY OF YOUR QUALIFICATIONS 

AND EXPERIENCE? 

 
A. Yes.   Attachment A is a summary of my qualifications and experience. 

 
Q. HAVE YOU PREVIOUSLY SUBMITTED TESTIMONY IN 

REGULATORY PROCEEDINGS? 

 
A. Yes.  Attachment B is a tabulation of my appearances as an expert witness before 

state and federal regulatory agencies. 

 
Q. FOR WHOM ARE YOU APPEARING IN THIS PROCEEDING? 

 
A.   I am appearing on behalf of the Attorney General of Michigan. 
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Q.   WHAT IS THE OBJECTIVE OF YOUR TESTIMONY? 

 
A. The objective of this testimony is to present the Attorney General's position on the  

appropriateness of instituting a surcharge to assist in the funding of the Gas 

Technology Institute ("GTI"). 

 
Q WHAT SOURCE MATERIALS HAVE YOU EXAMINED IN PREPARING 

THIS TESTIMONY? 

 
A. I have read the testimony of Ronald B. Edelstein of GTI in this case and in 

Docket No. 20298-U before the Georgia Public Service Commission.  That was 

the 2005 application of the Atmos Energy Corporation for an increase in gas 

distribution rates.  I have also read the November 18, 2004 Order of the Federal 

Energy Regulatory Commission ("FERC") that rejected the application of the Gas 

Research Institute ("GRI"), the predecessor to GTI, for advance approval of a 

research and development program and for jurisdictional rate provisions to fund 

the program.  Finally, I examined the GTI website. 

 
Q. WOULD YOU PLEASE SUMMARIZE THE TESTIMONY OF MR. 

EDELSTEIN IN THIS PROCEEDING? 

 
A. Mr. Edelstein begins his testimony with a brief description of GTI and a 

discussion of the types of research it conducts or sponsors.  He notes that about 25 

percent of GTI's budget relates to "end-use R&D," that is, research and 

development that seeks to improve the efficiency of the appliances and 

technology used by end-use customers of the gas distribution industry.  He 

contends that private industry would not conduct such research. 

 
 Much of Mr. Edelstein's testimony consists of a description of 11 specific projects 

that he proposes that Michigan gas distribution companies support.  He notes that 
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several of them should improve the safety of the distribution system by enhancing 

the detection of leaks.  

 
 Mr. Edelstein then lists a number of further areas of research that remain for GTI 

to pursue.  He notes that the previous funding system for GTI, which was a 

surcharge on FERC-regulated gas pipelines, has ended and that a number of states 

have substituted funding by local gas distribution companies.  He proposes 

several criteria for funding, and recommends that 1.74 cents per Mcf be 

designated as the Michigan share of GTI's funding. 

 
 Mr. Edelstein concludes by citing to a study attached to his testimony that shows 

an 8:1 benefit/cost relationship from GTI's research.  He urges continued funding 

in order to maintain the technological advances of the gas distribution industry. 

 
Q. WOULD YOU PLEASE DESCRIBE MR. EDELSTEIN'S TESTIMONY IN 

THE ATMOS ENERGY RATE CASE IN GEORGIA? 

 
A. While not word-for-word identical, Mr. Edelstein's initial direct testimony in 

Georgia is very similar to his Michigan testimony, so I will not repeat the 

description of that testimony.  However, in Georgia Mr. Edelstein also filed 

testimony that sought to rebut the Adversary Staff's recommendation that Atmos's 

GTI contribution be allowed but that it be treated as self-funding.   

 
In this rebuttal testimony, Mr. Edelstein argued that although there is an 8:1 

benefit/cost ratio for GTI's research, the benefits flow only over a five-year period 

after the research projects are concluded.  He noted that not all projects are 

successful and there is no way to predict in advance which projects will succeed 

and which will not.  He further claimed that the benefit/cost ratio falls to 4:1 when 

only distribution and end-use R&D are considered.  Moreover, that ratio does not 

include safety improvements, the benefits of which cannot be measured.  

 
 Mr. Edelstein went on to argue that many of the benefits consist of avoided costs, 

not present costs that are reduced. These avoided costs include those related to 
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impending Federally-mandated safety and environmental programs.  He 

concluded by re-emphasizing the uncertain and delayed nature of the benefits 

from individual R&D projects.  He argued that it is unrealistic to expect any gas 

distribution company to develop enough dollar savings from GTI's R&D to fund 

that GTI's research programs on an on-going basis.  
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Q. WOULD YOU PLEASE DESCRIBE THE FERC'S NOVEMBER 18, 2004 

ORDER RELATING TO GTI? 

 
A. This order followed an application by GTI for continued funding of its research 

through mandatory surcharges on FERC-regulated gas pipelines.  FERC noted 

that GTI's predecessor, GRI, had agreed to a stipulation back in 1998 that phased 

out mandatory funding over a seven-year period, so that after December 31, 2004, 

all funding would be voluntary.  GTI argued that it was not GRI and therefore not 

signatory to the agreement.  FERC rejected this contention, noting the continued 

ownership existing between GRI and GTI.  It therefore found the 1998 stipulation 

to remain applicable to GTI.  In summarizing its position, FERC made the 

following statement: 

 
We do not agree that continued reliance on mandatory funding for 
RD&D is necessary.  If the industry and consumers demand a form 
of cooperative effort in RD&D, they will be accommodated 
without the mandatory funding GTI seeks here.  Market-based 
RD&D would better serve the consuming public than the acrimony 
that has accompanied each and every GRI application since the 
onset of the program for mandatory funding of cooperative RD&D 
projects.1

 
 FERC went on to note: 

 
Finally, if GTI is correct that RD&D will elicit only inadequate 
financial support, then forcing the industry and its customers to 
pay for GTI-managed RD&D has not been justified.2

 
 

 
1 FERC Docket No. RP04-378-000, Order Issued November 18, 2004, ¶53. 
2 Id.  ¶56. 
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A. I recommend that the Michigan Public Service Commission follow the policy 

adopted by the FERC, which is to make support of GTI purely voluntary on the 

part of both the gas distribution companies and ratepayers.  The reasons for this 

recommendation are largely pragmatic.  Ratepayers are not in a position to assess 

the propriety and likely cost-effectiveness of GTI's research projects.  Only the 

utilities are.  But the utilities need an incentive to make that assessment.  If the 

utilities are merely the conduit for money collected from ratepayers and 

earmarked for GTI, then that incentive is missing.  GTI responds to no one who 

has an economic stake in the success of its efforts.  

 
 Mr. Edelstein is correct that it is overly simplistic to argue, as did the Georgia 

Adversary Staff, that GTI's research is self-funding.  That view implies that each 

dollar of research generates more than a dollar's worth of return.  The reality is as 

Mr. Edelstein describes it: GTI conducts a research program consisting of some 

projects that succeed, others that do not, but the aggregate effect of GTI's overall 

research benefits the gas industry.  Ultimately, both the gas distribution 

companies and their customers benefit from the R&D activities of GTI.   

 
 The issue is who among the beneficiaries should pay for the programs.  The 

answer is that the financial support should come from the entities that are able to 

exert influence, if not direct control, over GTI.  These are the gas distribution 

companies.  For this reason, the gas distribution companies should be responsible 

for supporting GTI with no guarantee that their support will be reimbursed by 

ratepayers.  

 

It is therefore incumbent on the gas utilities to make an independent analysis and 

evaluation of each of GTI's R&D projects.  If the objective of those projects is to 

benefit ratepayers through improved end-use efficiency, then the utilities can 

present the results of their evaluation to the Commission and seek reimbursement 
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for their financial support. In no case, however, should that reimbursement be 

awarded without going through the filters of the gas distribution company's 

evaluation and the Commission's approval in a contested rate case.   

 
Q. DOES THIS COMPLETE YOUR TESTIMONY? 

 
A. Yes.  It does. 
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Charles W. King      Attachment A 
 

Experience 

Snavely King Majoros O’Connor 
& Lee, Inc. 
Washington, DC 
President  (1989 to Present) 
Vice President  (1970 - 1989) 

Mr. King, a founder of the firm and acknowledged 
authority on regulatory economics, brings over thirty 
years of experience in economic consulting to his 
direction of the firm's work in transportation, utility and 
telecommunications economics. 

Mr. King has appeared as an expert witness on over 
300 separate occasions before more than thirty state 
and nine U.S. and Canadian federal regulatory 
agencies, presenting testimony on rate base 
calculations, rate of return, rate design, costing 
methodology, depreciation market forecasting, and 
ratemaking principles.  Mr. King has also testified 
before House and Senate Committees on energy and 
telecommunications legislation pending before the U.S. 
Congress. 

In telecommunications, Mr. King has testified before the 
Federal Communications Commission on a number of 
policy issues, service authorization, competitive 
impacts, video dialtone, and prescription of interstate 
depreciation rates.  Before state regulatory bodies, he 
has presented testimony in proceedings on intrastate 
rates, costs earnings and depreciation.   

Mr. King has testified in electric, gas and water utility 
cases on virtually every aspect of regulation, including 
cost of capital, revenue requirements, depreciation, 
cost allocation and rate design.  Mr. King is one of the 
nation’s leading authorities on utility depreciation 
practices, having testified on this subject in several 
dozen cases before state regulatory bodies. 

In addition to his appearances as a witness in judicial 
and administrative proceedings, Mr. King has 
negotiated settlements among private parties and 
between private parties and regulatory offices.  Mr. 
King also has directed depreciation studies, investment 
cost benefit analyses, demand forecasts, cost 
allocation studies and antitrust damage calculations.  
Mr. King directed analyses of the prices of services 
under Federal Government’s FTS2000 long distance 
system. 

 

 

In Canada, Mr. King designed and directed an 
extended inquiry into the principles and procedures for 
regulating the telecommunication carriers subject to the 
jurisdiction of the Canadian Transport Commission.  He 
also was the principal investigator in the Canadian 
Transport Commission's comprehensive review of rail 
costing procedures. 

EBS Management Consultants, Inc.,   
Washington, DC 
Director, Economic Development Department 
(1968-1970) 

Mr. King organized and directed a five-person staff of 
economists performing research, evaluation, and 
planning relating to economic development of 
depressed areas and communities within the U.S.  
Most of this work was on behalf of federal, state, and 
municipal agencies responsible for community or 
regional economic development. 

Principal Consultant (1966-1968) 

Mr. King conducted research on a broad range of 
economic topics, including transportation, regional 
economic development, communications, and physical 
distribution. 

W.B. Saunders & Company, Inc., 
Washington, DC 
Staff Economist (1962-1966) 

For this economic consulting firm, which later merged 
with EBS Management Consultants, Inc., Mr. King 
engaged in numerous research efforts relating primarily 
to economic development and transportation. 

U.S. Bureau of the Budget, Office of 
Statistical Standards 
Analytical Statistician (1961-1962) 

Mr. King  was responsible for the review of all 
federal statistical and data-gathering programs 
relating to transportation. 

Education 

Washington & Lee University, B.A. in Economics 

The George Washington University, M.A. in 
Government Economic Policy 
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          1                       MR. MOODY:  I would submit him for cross. 
 
          2                       JUDGE CUMMINS:  Very well.  Mr. Nelson, 
 
          3       why don't we start with GTI.  Any questions for this 
 
          4       witness? 
 
          5                       MR. NELSON:  Yes, your Honor. 
 
          6                        CROSS-EXAMINATION 
 
          7  BY MR. NELSON: 
 
          8  Q    Mr. King, can you refer to page 6 of your testimony, 
 
          9       starting on line 4. 
 
         10  A    Yes. 
 
         11  Q    You recommend there that the commission adopt FERC's 
 
         12       policy that GTI funding be purely voluntary on the part 
 
         13       of both gas distribution companies and ratepayers? 
 
         14  A    Yes. 
 
         15  Q    Are you suggesting that each ratepayer decide for 
 
         16       themselves what GTI project gets funded? 
 
         17  A    No.  I think the gas distribution companies would 
 
         18       voluntarily support GTI, but in doing so, they would have 
 
         19       to justify in each rate case their contribution to GTI as 
 
         20       an element of expense just like they would have to 
 
         21       justify every other element of expense.  The burden would 
 
         22       be on the LDC to demonstrate that this support is 
 
         23       beneficial to ratepayers. 
 
         24  Q    So you would agree with staff Witness Devon's testimony 
 
         25       in this regard, that the amounts should be recorded like 
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          1       any other operating expense amount? 
 
          2  A    That's right. 
 
          3  Q    And they should be recorded in Account 930.2 of the 
 
          4       Uniform System of Accounts? 
 
          5  A    I never got to that level of detail, but sounds O.K. to 
 
          6       me. 
 
          7  Q    Also on page 6, line 11, you indicate that utilities need 
 
          8       some incentive to assess the cost effectiveness of GTI 
 
          9       projects? 
 
         10  A    Yes, because they need to be -- they need to have -- they 
 
         11       should be required to defend their GTI contributions.  If 
 
         12       you just have a surcharge that is a conduit to GTI with 
 
         13       no requirement, no burden on the utility to make that 
 
         14       defense on a project-by-project basis, then there is no 
 
         15       incentive to look closely at those projects.  The 
 
         16       utilities must be held accountable for every penny they 
 
         17       spend on GTI. 
 
         18  Q    Well, then, on line 26 on that same page, you say that 
 
         19       gas distribution companies should be responsible for 
 
         20       supporting GTI with no guarantee that their support will 
 
         21       be reimbursed by ratepayers; is that correct? 
 
         22  A    Well, in the same sense that there's no guarantee that an 
 
         23       operations and maintenance expense will be reimbursed by 
 
         24       ratepayers.  They have to -- the burden is always on the 
 
         25       utility in a rate case to justify any item of expense or 
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          1       cost that it wants to pass through to the ratepayers. 
 
          2  Q    Would you agree, then, that a utility without some 
 
          3       assurance of cost recovery would have no incentive to 
 
          4       even seek recovery of these costs? 
 
          5  A    Well, one supposes that the utility, in order to ask for 
 
          6       GTI contribution, would have some confidence that it can 
 
          7       make the case that the GTI contribution is cost 
 
          8       justified, and that's exactly the incentive we want. 
 
          9                       MR. NELSON:  No further questions. 
 
         10                       JUDGE CUMMINS:  Very well.  Anything from 
 
         11       ABATE? 
 
         12                       MR. STRONG:  Just one question, your 
 
         13       Honor. 
 
         14                        CROSS-EXAMINATION 
 
         15  BY MR. STRONG: 
 
         16  Q    Would an end-use gas transportation customer be 
 
         17       considered a shipper by FERC? 
 
         18  A    You know, again, I take Mr. Edelstein's response.  This 
 
         19       is something I'm not sure I'm qualified to answer. 
 
         20                       MR. STRONG:  Nothing further. 
 
         21                       JUDGE CUMMINS:  Very well.  Actually, why 
 
         22       don't we start along the back.  Ms. Wellman, anything? 
 
         23                       MS. WELLMAN:  No, your Honor. 
 
         24                       JUDGE CUMMINS:  Mr. Middleton? 
 
         25                       MR. MIDDLETON:  I have no questions, your 
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          1       Honor. 
 
          2                       JUDGE CUMMINS:  Any questions from 
 
          3       Consumers? 
 
          4                       MS. MORRIS:  No, your Honor. 
 
          5                       JUDGE CUMMINS:  Very well.  That brings 
 
          6       us around to the staff.  Any questions of this witness? 
 
          7                       MS. BARONE:  No, your Honor. 
 
          8                       JUDGE CUMMINS:  Any need for redirect? 
 
          9                       MR. MOODY:  Your Honor, I don't know.  If 
 
         10       we can take five minutes.  No, it looks like we don't 
 
         11       need it. 
 
         12                       JUDGE CUMMINS:  Very well. 
 
         13                       MR. MOODY:  Just checking. 
 
         14                       JUDGE CUMMINS:  That being the case, 
 
         15       you're excused, Mr. King. 
 
         16                       THE WITNESS:  Thank you. 
 
         17            (The witness was excused.) 
 
         18                       JUDGE CUMMINS:  Ms. Barone, did you 
 
         19       already get the exhibit marked, the official exhibit 
 
         20       marked at this point? 
 
         21                       MS. BARONE:  Yes, I did. 
 
         22                       JUDGE CUMMINS:  Do you need a second, or 
 
         23       are you ready to proceed? 
 
         24                       MS. BARONE:  We're ready to proceed. 
 
         25                       JUDGE CUMMINS:  Very well. 
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          1            (Document marked for identification by the Court 
 
          2            Reporter as Exhibit No. S-1.) 
 
          3           S U S A N     C R I M M I N S     D E V O N 
 
          4       was called as a witness on behalf of Michigan Public 
 
          5       Service Commission Staff and, having been duly sworn to 
 
          6       testify the truth, was examined and testified as follows: 
 
          7                        DIRECT EXAMINATION 
 
          8  BY MS. BARONE: 
 
          9  Q    Would you please state your name and business address. 
 
         10  A    Yes.  My name is Susan Crimmins Devon, and my business 
 
         11       address is 6545 Mercantile Way, Lansing, Michigan. 
 
         12  Q    And where are you employed and what capacity? 
 
         13  A    I'm employed by the Michigan Public Service Commission as 
 
         14       director of the regulated energy division. 
 
         15  Q    And did you cause to be prefiled in this case direct 
 
         16       testimony consisting of a cover sheet and eleven pages? 
 
         17  A    Yes, I did. 
 
         18  Q    And do you have any additions or corrections to make to 
 
         19       your testimony? 
 
         20  A    No, I don't. 
 
         21  Q    And if you were asked the questions that are contained in 
 
         22       your testimony today, now that you are under oath, would 
 
         23       your answers be the same? 
 
         24  A    Yes, they would. 
 
         25  Q    And did you also cause to be presented in this case an 
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          1       exhibit which has been marked as Proposed Exhibit S-1 
 
          2       which consists of nine pages? 
 
          3  A    Yes. 
 
          4  Q    And did you compile this exhibit? 
 
          5  A    Yes, I did. 
 
          6                       MS. BARONE:  Your Honor, I'd ask that 
 
          7       Ms. Devon's testimony be bound into the record, and move 
 
          8       for admission of her exhibit at the conclusion of 
 
          9       cross-examination, and tender the witness for 
 
         10       cross-examination. 
 
         11                       JUDGE CUMMINS:  Very well.  Any objection 
 
         12       to binding in Ms. Devon's testimony?  Hearing none, the 
 
         13       testimony will be bound into record. 
 
         14                             -  -  - 
 
         15 
 
         16 
 
         17 
 
         18 
 
         19 
 
         20 
 
         21 
 
         22 
 
         23 
 
         24 
 
         25 
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CASE NUMBER U-14561 
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1 

Q. Please state your name and business address. 1 

A. My name is Susan Crimmins Devon and my business address is 6545 Mercantile 2 

Way, Lansing, Michigan 48911. 3 

Q. By whom are you employed and in what capacity? 4 

A. I am employed by the Michigan Public Service Commission as Director of the 5 

Regulated Energy Division. 6 

Q. Please describe your educational background. 7 

A. I received a Bachelor of Business Administration Degree with a major in 8 

accounting from Western Michigan University in 1976.  I attended the National 9 

Association of Regulatory Utility Commissioners (NARUC) sponsored short 10 

course on regulation in 1980 and the NARUC Advanced Regulatory Studies 11 

Program in 2000.  I am a Certified Public Accountant registered in the State of 12 

Michigan. 13 

Q. What is your professional background? 14 

A. Upon graduation from Western, I worked as an accountant for the Sonneveldt 15 

Company, a distribution company in Grand Rapids, Michigan.  I obtained the 16 

position of compliance auditor in the Financial and Accounting Standards Section 17 

of the Technical Services Division of the Public Service Commission in 18 

November of 1978.   I worked as a rate case auditor in the Gas Audit Section of 19 

the Gas Division from January 1982 through September 1983.  While in this 20 

position I was responsible for conducting investigations and testifying on 21 

accounting and ratemaking issues in numerous gas utility rate cases.   22 
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2 

 I have investigated and testified in numerous Gas and Electric general rate 1 

proceedings, Gas Cost Recovery reconciliation proceedings, tax and depreciation 2 

cases, intrastate pipeline and storage rate cases, incentive rate proceedings, gas 3 

transportation code of conduct, environmental clean-up and miscellaneous 4 

accounting cases.   5 

 I was responsible for the implementation of the gas customer choice pilot 6 

programs and participated in the choice collaborative to establish permanent gas 7 

choice programs for Michigan.  I have testified before the House Energy 8 

Technology Committee on Michigan’s Gas Choice Program and general 9 

ratemaking and before the Senate Technology and Energy Committee on natural 10 

gas issues and the status of electric choice. 11 

 From 1984 to 1994 I was the manager of the Gas Division’s Auditing Section, 12 

and from 1994 to 2004 I was the manager of the combined Auditing and Tariff 13 

Section of the Gas Division.  While in those positions I was responsible for the 14 

planning, directing and coordination of gas rate cases as well as the annual audits 15 

and case presentation for gas cost recovery reconciliation proceedings.  Beginning 16 

in 1994 my responsibilities expanded to include the planning and direction of all 17 

activities associated with class cost of service studies, rate design and tariff 18 

administration. 19 

 I became the manager of the newly created Rate Section of the Energy Operations 20 

Division in the fall of 2002 where I was responsible for the planning, direction 21 

and coordination of rate case program activities for all electric and gas rate cases.  22 

Beginning in October 2003 I served as the Executive Assistant to Chairman Lark.  23 
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3 

In that capacity I advised the Chairman on pending legislative initiatives, 1 

commission policy and orders and key utility issues.  I was responsible for serving 2 

as the Chairman’s representative as needed and responding to communications 3 

from state and federal legislators and constituents, utility executives, 4 

governmental agencies, public interest groups, regulatory associations and the 5 

general public. 6 

 I became the Director of the Regulated Energy Division on May 5, 2004.  The 7 

Regulated Energy Division is responsible for overseeing all functions relating to 8 

the setting of regulated energy rates for all gas and electric utilities in Michigan.  I 9 

am responsible for planning and directing the activities of the division to meet the 10 

mission and legislative mandates of the Public Service Commission.   11 
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4 

Q. What is the purpose of your testimony? 1 

A. The purpose of my testimony is to present Staff’s recommendation regarding the 2 

appropriate level of support for Gas Technology Institute’s (GTI) research efforts. 3 

In its June 30, 2005 order the Commission stated that it believes that the 4 

appropriate level of support for GTI’s research efforts, if any, should be 5 

determined on a state-wide basis, rather than by making company-by-company 6 

determinations of support and funding requirements.  Specifically the 7 

Commission said it was establishing this proceeding to explore the appropriate 8 

state-wide level of future support and funding for GTI and to consider a 9 

mechanism for the recovery of GTI-related support and funding.  The 10 

Commission indicated that a mechanism could involve an energy surcharge to 11 

apply to all gas distribution and transportation volumes in Michigan, a per-meter 12 

charge, or another appropriate method of cost recovery.  The Commission 13 

encouraged the parties to engage in a collaborative process to resolve GTI funding 14 

issues if possible but also provided for a contested case process if the parties 15 

determined it was not possible to resolve the issue. 16 

 Further, in an October 18, 2005 order in this case, the Commission found that 17 

 funding of GTI’s efforts has been beneficial to ratepayers in the past and that the 18 

recent filing in Case No. U-13898, Michigan Consolidated Gas Company 19 

proposed a mandatory surcharge to fund GTI’s efforts.  The Commission stated 20 

that this evidences the interest of at least one LDC in finding a way to continue to 21 

support GTI. 22 
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Q         Are you sponsoring any exhibits in this case? 1 

A. Yes I am sponsoring Staff Exhibit S-1.  This is a copy of GTI’s response to 2 

Question 1 of Staff’s First Discovery Request in this case.  It provides details of 3 

all the states and individual companies that are providing funding for GTI 4 

research programs and projects. 5 

Q. Does the Michigan Public Service Commission’s Uniform System of Accounts 6 

for Major and Non-major Gas Utilities (USOA) define Research and 7 

Development (R&D)? 8 

A. Yes, per Section I. General Instructions, (1) Definitions, paragraph 31. B: 9 

“Research and Development” in the case of major utilities means expenditures 10 

incurred by natural gas companies either directly or through another person or 11 

organization (such as research institute, industry association, foundation, 12 

university, engineering company or similar contractor) in pursuing research and 13 

development activities including experiment, design, installation, construction or 14 

operation.  Such research and development costs should be reasonably related to 15 

the existing or future utility business, broadly defined, of the company or to the 16 

environment in which it operates or expects to operate.  The term includes but is 17 

not limited to:  all such costs incidental to the design, development or 18 

implementation of an experimental facility, a plant process, a product, a formula, 19 

an invention, a system or similar items, and the improvement of already existing 20 

items of a like nature; amounts expended in connection with the proposed 21 

development and/or proposed delivery of substitute or synthetic gas supplies 22 

(alternate fuel sources for example, an experimental coal gasification plant or an 23 
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experimental plant synthetically producing gas from liquid hydrocarbons); and the 1 

costs of obtaining its own patent, such as attorney’s fees expended in making and 2 

perfecting a patent application.  The term does not include expenditures for 3 

efficiency surveys; studies of management, management techniques and 4 

organization; consumer surveys, advertising, promotions, or items of a like nature.  5 

(USOA – page 5, emphasis added.) 6 

Q. Does the GTI and the R&D work it performs fall within the definition of R&D as 7 

provided for in paragraph 31.B of the General Instructions in the Commission’s 8 

USOA? 9 

A. Yes, the definition specifically provides for R&D work furnished by research 10 

institutes.   According to its web-site and information obtained in this proceeding, 11 

GTI is the leading research, development, and demonstration (RD&D) organization 12 

serving the natural gas industry.  GTI has more than sixty years of experience in 13 

technology development and training.  GTI role includes RD&D needs assessment, 14 

program development, research and development efforts, and implementation of 15 

technologies and effective issue resolution.  The type of R&D work performed by 16 

the GTI is fully explained in the testimony of Ronald Edelstein. 17 

Q. Please identify some of the accounts that are provided for by the Commission’s 18 

USOA in which gas utilities may record R&D expenses as defined in paragraph 19 

31.B of the General Instructions. 20 

A. The USOA provides that R&D expenditures can be recording in two Balance 21 

Sheet Accounts:   22 

 Account 107. Construction Work in Progress – Gas.   23 
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               C. Expenditures on research and development projects for 1 

construction of utility facilities are to be included in a separate subdivision in this 2 

account.  Records must be maintained to show separately each project along with 3 

complete detail of the nature and purpose of the research and development project 4 

together with the related costs. (Page 45) 5 

 Account 185. Research, Development and Demonstration Expenditures 6 

             A.  This account shall include the cost of all expenditures coming 7 

within the meaning of Definition 31.B of the Uniform System of Accounts, except 8 

those properly includible in Account 107, Construction work in progress – Gas.  9 

              B.  Cost that are minor or of a general or recurring nature shall be 10 

transferred from this account to the appropriate operating expense function or if 11 

such costs are common to the overall operations or cannot be feasibly allocate to 12 

the various operating accounts, then such costs shall be recorded in Account 930, 13 

Miscellaneous general expenses. 14 

             C.  In certain instances a company may incur large and significant 15 

research expenditures which are nonrecurring and which would distort the annual 16 

research and development charges for the period.  In such a case the portion of 17 

such amounts that cause the distortion may be amortized to the appropriate 18 

operating expense account over a period not to exceed five years unless otherwise 19 

authorized by the Commission. 20 

              D.  The entries in this account must be so maintained as to show 21 

separately each project along with complete detail of the nature and purpose of 22 
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the research and development project together with the related costs.  (Pages 73 1 

and 74) 2 

 The USOA further provides for R&D operating expense accounts as follows: 3 

 Account 703 – Miscellaneous Steam Expenses. (page 187) 4 

 Account 735 – Miscellaneous Production Expenses (page 200) 5 

 Account 759 – Other Expenses (page 209) 6 

 Account 776 - Operation Supplies and Expenses (page 214) 7 

 Account 834 – Other Expenses (page 231) 8 

 Account 841 – Operation Labor and Expenses (page 234) 9 

 Account 859 – Other Expenses (page 251) 10 

 Account 930.2 – Miscellaneous General Expenses (page 283): 11 

     Item 4.  For major companies, research and development expenses not 12 

charged to other operation and maintenance expense accounts on a functional 13 

basis.  For non-major companies, experimental and general research work for the 14 

industry. 15 

Q. Have any of the gas utilities participating in this case filed in support of a funding 16 

mechanism for GTI’s R&D work? 17 

A. Unfortunately, not as of the date of the filing of this testimony.   Wisconsin Public 18 

Service Corporation, Northern States Power Company d/b/a Xcel Energy, and 19 

SEMCO Energy Gas Company all filed letters in the docket indicating that they 20 

would not be filing direct testimony in this case but reserve the right to file 21 

rebuttal.  Michigan Consolidated Gas Company and Aquila Inc. d/b/a  Aquila 22 

Networks MGU did not file either testimony or a letter advising the Commission 23 
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of its decision to take no action on the due date for the filing of their direct 1 

testimony.  Consumers Energy on the other hand filed very brief testimony stating 2 

it does not support state-by-state funding for GTI or a rate mechanism with a 3 

presumption of reasonableness for the recovery of expenditures on behalf of GTI 4 

to gas utilities that arrange for GTI research because it places the burden of proof 5 

for the reasonable use of research funds on the individual utilities.  Thus, so far 6 

the record in this case includes the testimony of only one Michigan gas utility 7 

company and that company is opposing a state wide funding mechanism.   8 

Q. Did any intervenors file testimony in support of state wide funding for GTI R&D 9 

work? 10 

A. No.  ABATE did not file a direct case in this docket.  The Attorney General filed 11 

the testimony of Mr. Charles King in which he recommends that the funding be 12 

purely voluntary and that the gas distribution companies should be responsible for 13 

supporting GTI with no guarantee that their support will be reimbursed by 14 

ratepayers.  He testified that the gas utilities should be required to make an 15 

independent analysis and evaluation of each of GTI’s R&D projects and if 16 

beneficial to ratepayers, seek reimbursement in a contested rate case.  17 

Q. What is Staff’s recommendation regarding the Commission’s order to explore the 18 

appropriate state-wide level of future support and funding for GTI? 19 

A. First I would point out that besides GTI, the only party to file substantive 20 

testimony in this case, the Attorney General, agrees that R&D activities can be 21 

beneficial to utility ratepayers.  The Attorney General’s witness specifically 22 

testified, “Ultimately, both the gas distribution companies and their customers 23 
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benefit from the R&D activities of GTI.”  Staff agrees, as did the Commission in 1 

its order of October 18, 2005 in this case, where the Commission stated that 2 

funding of GTI’s efforts has been beneficial to ratepayers in the past.  The Staff 3 

therefore recommends that the Commission continue to support funding of GTI’s 4 

research efforts at the state level.  The Commission would express this support in 5 

future rate cases by approving a contribution from ratepayers, not to exceed a 6 

fixed amount equal to each individual utility’s total gas throughput multiplied by 7 

$0.0174 per Mcf.  Thus, if a utility’s rate case adjusted throughput was 10 million 8 

Mcf, the maximum annual contribution from ratepayers would be $174,000; the 9 

actual ratepayer contribution would be requested by each of Michigan’s gas 10 

utilities on a voluntary basis, and would be incorporated in the revenue 11 

requirements of the utility if approved by the Commission.  After receiving 12 

Commission approval, each utility would decide on a project by project basis 13 

those GTI R&D activities that will benefit its ratepayers, and would transfer 14 

customer payments to GTI to help fund those R&D activities.  Utilities will be 15 

required to provide support for R&D funding decisions in future rate proceedings.  16 

Mr. Ronald Edelstein provided potential criteria that could be used by the 17 

Commission and gas utilities in determining whether R&D expenses should be 18 

recovered from ratepayers in his direct testimony.  If the annual fixed amounts 19 

collected in rates exceed amounts that the utility wishes to contribute to GTI 20 

projects in any particular year, any excess amounts should be deferred and used to 21 

fund future year’s R&D projects. 22 

Q. Please summarize the Staff’s recommendations with regard to GTI funding. 23 

 171



DIRECT TESTIMONY OF SUSAN CRIMMINS DEVON 
CASE NUMBER U-14561 

PART II 
 

11 

A. Staff recommends that the Commission not require mandatory GTI funding 1 

through a fixed surcharge, but rather support voluntary funding through inclusion 2 

of these amounts in each utility’s revenue requirements in a general rate 3 

proceeding.  Amounts paid to GTI pursuant to a voluntary funding program 4 

should be recorded in Account 930.2 – Miscellaneous General Expenses, in 5 

accordance with the Commission’s USOA as described earlier in my testimony.  6 

Rate recovery should be provided for in the same manner as any other utility 7 

operating expense.  Continued support for funding should be based upon benefits 8 

to the ratepayers and amounts included in rates should be ordered by the 9 

Commission to be contributed to GTI for utility selected projects.   10 

Q. Does this complete your testimony? 11 

A.  Yes it does. 12 
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          1                       JUDGE CUMMINS:  Again, we'll begin with 
 
          2       the -- well, not the applicant -- we'll begin with GTI. 
 
          3       Mr. Nelson, any questions for this witness? 
 
          4                       MR. NELSON:  No questions for this 
 
          5       witness. 
 
          6                       JUDGE CUMMINS:  Very well.  Mr. Strong, 
 
          7       any questions for this witness? 
 
          8                       MR. STRONG:  Yes, your Honor. 
 
          9                        CROSS-EXAMINATION 
 
         10  BY MR. STRONG: 
 
         11  Q    Good morning. 
 
         12  A    Good morning. 
 
         13  Q    Ms. Devon, I have a few questions that I would like to 
 
         14       ask regarding how you envision a voluntary program to 
 
         15       evolve, if you will, in Michigan. 
 
         16  A    O.K. 
 
         17  Q    First of all, would the utility identify which GTI 
 
         18       program it wishes to support? 
 
         19  A    Yes. 
 
         20  Q    Would it do so in conjunction with input from its 
 
         21       customers? 
 
         22  A    It would do so in the context, my vision of what I'm 
 
         23       recommending here would be they would do it in the 
 
         24       context of a rate case when they're seeking recovery of 
 
         25       funds, of money for the GTI funding.  So, you know, 
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          1       whatever steps they take prior to making their filing, 
 
          2       whether that's working with their customers or other 
 
          3       intervenors, that could be part of the process.  It 
 
          4       wouldn't be required, it would be up to the utility, 
 
          5       because this would be voluntary on their part. 
 
          6  Q    O.K.  Would you envision that in the context of a 
 
          7       voluntary program, that, let's say, prior to the filing 
 
          8       of a rate case, a utility would commit to the funding of 
 
          9       a particular program and then seek during the rate case 
 
         10       reimbursement for those costs? 
 
         11  A    When you mean commit, you mean commit to GTI? 
 
         12  Q    Yes.  In other words, sign a contract that we're going to 
 
         13       try to fund you to a certain level. 
 
         14  A    I had not considered that, no. 
 
         15  Q    O.K.  Would it be possible that in the test year that 
 
         16       would be considered by the commission, that the utility 
 
         17       would project that, look, we would like to fund GTI up to 
 
         18       a particular level? 
 
         19  A    Yes. 
 
         20  Q    In your opinion, would the utility have to perform a cost 
 
         21       benefit analysis to demonstrate to the commission that 
 
         22       expenditures for the identified program were just and 
 
         23       reasonable? 
 
         24  A    In my opinion, it's up to the utility to provide to the 
 
         25       commission in their filing any information that they 
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          1       believe supports the funding program that they, that they 
 
          2       are going to be asking for, the burden would be on them. 
 
          3       If they feel that a cost benefit analysis should be done, 
 
          4       then that would be up to them. 
 
          5  Q    Well, in your testimony you say that has to have benefits 
 
          6       to ratepayers; is that correct? 
 
          7  A    Yes, I would hope that anything that they were seeking 
 
          8       recovery of would have benefits to the ratepayers. 
 
          9  Q    And so in order to demonstrate that, you would have to 
 
         10       have a cost benefit analysis; is that correct? 
 
         11  A    I'm not sure what you mean by a cost benefit analysis in 
 
         12       this particular instance.  The company would obviously be 
 
         13       looking at programs that they would be willing to support 
 
         14       research for with the GTI.  I'm not sure that you can do 
 
         15       a cost benefit analysis on that because I'm not sure -- 
 
         16       well, I'm not really sure how you would do that.  I think 
 
         17       I've referred back to the testimony of the GTI witness 
 
         18       with respect to the criteria that he would recommend be 
 
         19       looked at as far as whether or not there are benefits, I 
 
         20       have no problem with that.  But ultimately I believe it's 
 
         21       up to the utility to make a case to the commission 
 
         22       through their filing for recovery of these costs.  The 
 
         23       burden of proof would be on them. 
 
         24  Q    Turn to page 11 of your testimony, please. 
 
         25  A    Yes. 
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          1  Q    You talk about, beginning on line 8, "Continued support 
 
          2       for funding should be based upon benefits to the 
 
          3       ratepayers ...".  How would you propose measuring those 
 
          4       benefits? 
 
          5  A    Well, again, referring back to the testimony of the GTI 
 
          6       witness, I believe that the company could look at those 
 
          7       and make a determination of whether or not those projects 
 
          8       that they want to support are beneficial.  Again, I would 
 
          9       leave it up to the company.  The utility would make that 
 
         10       case. 
 
         11  Q    Now, in the context of reviewing the benefits, let's 
 
         12       assume for the purposes of this question that the R&D 
 
         13       effort, if indeed successful, will only provide benefits, 
 
         14       say, in six years, however, the funding would start now. 
 
         15       Should the fact that the benefits are going to be 
 
         16       received, if at all, in the future, be factored into a 
 
         17       determination of what benefits there are for ratepayers? 
 
         18  A    They could, yes, it could. 
 
         19  Q    They could or should? 
 
         20  A    Again, I think it's up to the utility to decide when they 
 
         21       come in and ask for recovery to put forward the case for 
 
         22       recovery.  I don't have any limitations on that in my 
 
         23       mind at this point in time. 
 
         24  Q    O.K.  In the context of an R&D project that GTI would 
 
         25       entertain, let's assume it's just a residential furnace 
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          1       improvement, should the cost of that type of a program be 
 
          2       confined to the residential class of customers or 
 
          3       allocated to all classes? 
 
          4  A    Again, that would have to be determined in the context of 
 
          5       the rate case.  I think that the utility will come 
 
          6       forward with a level of funding, they'd have to provide 
 
          7       information as to the benefits that they believe would be 
 
          8       provided, and they'd make a recommendation on who should 
 
          9       pay for it, and then that would be subject to the 
 
         10       contested case proceedings. 
 
         11  Q    Would you agree that there's been substantial 
 
         12       conservation by end-use gas utility customers as a result 
 
         13       of the high commodity prices? 
 
         14  A    I was here this morning, and I did hear the witness say 
 
         15       that, especially this past year; I agree with that.  We 
 
         16       have seen in this past winter a lot of conservation on 
 
         17       the part of residential ratepayers with respect to their 
 
         18       gas usage, of which is directed towards the fact that the 
 
         19       price was really high. 
 
         20  Q    Have you seen any demand destruction in the industrial 
 
         21       sector? 
 
         22  A    I haven't done any study on that at all.  But if you're 
 
         23       saying has there been reduction in industrial use, I 
 
         24       can't give you an answer to that right offhand. 
 
         25  Q    Now, assuming that a utility applies to the commission 
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          1       for a rate increase to fund GTI, all other things being 
 
          2       equal, that would put a down, well, put pressure on 
 
          3       consumers to conserve even further? 
 
          4  A    I'm not sure that I would go that far.  What I'm 
 
          5       recommending is a surcharge of -- not a surcharge.  I'm 
 
          6       sorry -- a cost that would not exceed 1.74 cents per Mcf. 
 
          7       I'm not sure what kind of an impact that would have on 
 
          8       customers to conserve. 
 
          9  Q    Well, page 10 of your testimony, you talk about that 1.74 
 
         10       cents. 
 
         11  A    Yes. 
 
         12  Q    And you had a hypothetical that the cost would be a 
 
         13       certain amount based upon a throughput of 10 million Mcf. 
 
         14  A    Right. 
 
         15  Q    What is the throughput of Consumers, roughly? 
 
         16  A    I'm going to -- I'm taking a guess.  200 Bcf, 250 Bcf.  I 
 
         17       know MichCon is about 300 Bcf. 
 
         18  Q    So in order to figure out what the overall impact would 
 
         19       be of the proposal to have not to exceed 1.74 cents, you 
 
         20       would multiply it times those throughputs? 
 
         21  A    Yes, correct. 
 
         22  Q    Now, on page 10 of your testimony, lines 19 through 22, I 
 
         23       think you're talking about excess funds from year to 
 
         24       year; is that correct? 
 
         25  A    Correct. 
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          1  Q    And so if there are excess funds, then they would be, in 
 
          2       essence, held by the utility and then sent to GTI in some 
 
          3       subsequent year; is that correct? 
 
          4  A    Correct.  Based on projects that the company determined 
 
          5       would be appropriate for funding. 
 
          6  Q    Now, would those projects need commission approval in 
 
          7       terms of determination of whether or not they will 
 
          8       provide benefits to customers? 
 
          9  A    Not on an annual basis, no.  The utilities don't file 
 
         10       rate cases annually, so, you know, I think I envision 
 
         11       that as they come in for a future rate case, they will be 
 
         12       making a case for future funding, and at that point in 
 
         13       time, a determination would be made. 
 
         14  Q    Well, in the context of your testimony here, we have 
 
         15       excess funds, correct, at the end of the year? 
 
         16  A    If there are any. 
 
         17  Q    If there are excess funds.  I just want to -- 
 
         18  A    Right.  If the commission has approved a certain level of 
 
         19       funding for GTI, say in this instance $174,000 -- that's 
 
         20       pretty low, but that's just the example here -- if the 
 
         21       utility was allowed to recover that in the rates, then my 
 
         22       expectation would be that they would provide those funds 
 
         23       to GTI, that they wouldn't just collect that and then 
 
         24       decide, well, we don't want to fund GTI at this point in 
 
         25       time but continue to collect.  So but perhaps they'd find 
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          1       in one year they don't have enough, that there aren't 
 
          2       enough projects that they think should be or would be 
 
          3       beneficial to the ratepayers so they don't want to put 
 
          4       $174,000 to GTI, part of that could remain and then be 
 
          5       used for future, if a future project was shown to be 
 
          6       beneficial or the utility felt that was beneficial. 
 
          7                       In other words, you know, the purpose of 
 
          8       my testimony there is to ensure that the utilities don't 
 
 
          9       collect money from the ratepayers and then not provide 
 
         10       the funding to GTI. 
 
         11  Q    O.K.  Assuming that there are excess funds that are being 
 
         12       held by the utility at the end of the year, should those 
 
         13       excess funds accrue interest? 
 
         14  A    I didn't make a recommendation on that. 
 
         15  Q    In putting together your testimony, did you review the 
 
         16       settlement agreement that was approved by the FERC 
 
         17       related to GTI funding? 
 
         18  A    I have seen the settlement and I have read it, but it did 
 
         19       not -- I did not use that in preparing my testimony in 
 
         20       this case. 
 
         21                       MR. STRONG:  I have nothing further, your 
 
         22       Honor. 
 
         23                       JUDGE CUMMINS:  Very well.  Mr. Moody, 
 
         24       anything on behalf of the attorney general? 
 
         25                             -  -  - 
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          1                        CROSS-EXAMINATION 
 
          2  BY MR. MOODY: 
 
          3  Q    I think just one follow-up question on an answer in your 
 
          4       testimony.  At page 10 where you talk about the excess 
 
          5       amounts, I just was kind of had some more questions about 
 
          6       how does, how that gets done, I guess the question would 
 
          7       be.  So in the rate case, the utility wants to fund a, do 
 
          8       a certain amount for these projects, those projects we 
 
          9       look at to see whether they're reasonable and prudent, 
 
         10       whatever, they have benefits and stuff.  And if there's 
 
         11       excess money left over and there's not a rate case 
 
         12       happening because a couple years going here, the utility 
 
         13       gets to select another project, but that project, though, 
 
         14       isn't then reviewed by anybody as to whether that's got 
 
         15       benefits to anybody, right? 
 
         16  A    If the commission approves a level of funding for GTI, 
 
         17       the utility will be collecting that on an annual basis, 
 
         18       and I would expect that the utility would have projects 
 
         19       that would be in mind that they want to contribute to. 
 
         20       The commission will not probably have looked at all of 
 
         21       those, depending on the period of time that has passed 
 
         22       since the commission looked at the original amount that 
 
         23       they were going to allow recovery of, but that since the 
 
         24       company is, would be getting that on a annual basis, they 
 
         25       would be making those decisions annually and making 
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          1       contributions to GTI annually.  In the event that they 
 
          2       don't have projects that they, the utility doesn't have a 
 
          3       project that they want to fund for some period, for some 
 
          4       reason, and so they have excess money from the annual 
 
          5       amount they're collecting, that's what I'm saying should 
 
          6       be deferred and used for a future project, rather than 
 
          7       the company just keep that money. 
 
          8  Q    O.K.  So it still goes to GTI? 
 
          9  A    Right. 
 
         10  Q    Because otherwise, you're right, we just lose the money 
 
         11       essentially? 
 
         12  A    Right.  And that's what I'm trying to address.  I would 
 
         13       want the utility to provide the funds that they're 
 
         14       collecting in their rates to GTI for projects that they 
 
 
         15       think are beneficial, but if they don't have a project 
 
         16       that they think is beneficial, they shouldn't just give 
 
         17       them the money, they should defer that and then give the 
 
         18       money when they have a project that's beneficial. 
 
         19  Q    So there would be like an arrangement with GTI with the 
 
         20       utility that this money would then be held for a future 
 
         21       project? 
 
         22  A    An arrangement with GTI?  No. 
 
         23  Q    Is that -- 
 
         24  A    No.  That's not what I would envision. 
 
         25                       MR. MOODY:  All right.  I think that's 
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          1       it.  That's all my questions. 
 
          2                       JUDGE CUMMINS:  Very well.  Ms. Wellman, 
 
          3       anything of this witness? 
 
          4                       MS. WELLMAN:  No, your Honor. 
 
          5                       JUDGE CUMMINS:  Mr. Middleton? 
 
          6                       MR. MIDDLETON:  No questions, your Honor. 
 
          7                       JUDGE CUMMINS:  Ms. Morris? 
 
          8                       MS. MORRIS:  No questions. 
 
          9                       JUDGE CUMMINS:  Ms. Barone, any redirect? 
 
         10                       MS. BARONE:  Can I have a moment with the 
 
         11       witness? 
 
         12                       JUDGE CUMMINS:  Certainly. 
 
         13            (There was a brief in-place recess.) 
 
         14                       JUDGE CUMMINS:  Let's go back on the 
 
         15       record. 
 
         16                       Any questions, Ms. Barone, on redirect? 
 
         17                       MS. BARONE:  No questions, your Honor. 
 
         18                       JUDGE CUMMINS:  Very well.  We have one 
 
         19       exhibit designated as S-1.  Any objection to the receipt 
 
         20       of Exhibit S-1?  Hearing none, Exhibit S-1 is received 
 
         21       into evidence. 
 
         22                       You may step down. 
 
         23                       THE WITNESS:  Thank you. 
 
         24            (The witness was excused.) 
 
         25                       JUDGE CUMMINS:  Are there any other 
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          1       matters the parties would like us to address today before 
 
          2       we close the record in this matter?  Very well. 
 
          3                       I would remind the parties that, again, 
 
          4       because it's a paperless case, we're going to need either 
 
          5       the submission of electronic versions of any exhibits 
 
          6       that have been changed.  I don't think that has occurred 
 
          7       today.  If you have the current electronic version 
 
          8       already in the file, just simply send a note to case 
 
          9       management, probably to Deb Berry's attention, indicating 
 
         10       that that is the situation. 
 
         11                       The other thing we need to discuss is 
 
         12       that we've got two dates for briefing already established 
 
         13       by our amended schedule; this would be June 22nd for the 
 
         14       submission of briefs and July 10th for the submission of 
 
         15       reply briefs. 
 
         16                       Is there anything further today?  Hearing 
 
         17       none, the record is closed.  Thank you very much. 
 
         18            (Proceedings concluded at 10:49 a.m.) 
 
         19                             -  -  - 
 
         20 
 
         21 
 
         22 
 
         23 
 
         24 
 
         25 
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          1 
 
          2 
 
          3                      C E R T I F I C A T E 
 
          4 
 
          5                    I, Lori Anne Penn (CSR-1315), do hereby 
 
          6       certify that I reported in stenotype the proceedings had 
 
          7       in the above-entitled matter, that being Case No. 
 
          8       U-14561, before Mark E. Cummins, J.D., Administrative Law 
 
          9       Judge with SOAHR, at the Michigan Public Service 
 
         10       Commission, 6545 Mercantile Way, Lansing, Michigan, on 
 
         11       Thursday, June 1, 2006; and do further certify that the 
 
         12       foregoing transcript constitutes a true and correct 
 
         13       transcript of my stenotype notes. 
 
         14 
 
         15                         ______________________________________ 
 
         16                         Lori Anne Penn, CSR-1315 
 
         17                         33231 Grand River Avenue 
 
         18                         Farmington, Michigan  48336 
 
         19 
 
         20 
 
         21 
 
         22 
 
         23  Dated: 
 
         24 
 
         25 
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