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STATE OF MICHIGAN
'BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

* % % % %

In the matter of the application of
MICHIGAN GAS COMPANY for authority to
increase its rates for the sale of gas
and for other relief.

Case No. U-9323

St s epsnt? Nt Novpss?®

At a session of the Michigan Public Service Commission held at its offices
in the city of Lansing, Michigan, on the 29th day of June, 1990.
PRESENT: Hon. William E. Long, Chairperson
Hon. Ronald E. Russell, Commissioner
OPINION AND ORDER

I.
HISTORY OF PROCEEDINGS

On April 14, 1989, Michigan Gas Company filed an application for authority
to increase its rates by $6 million per year. The application was accompanied
by supporting testimony and exhibits reflecting an annual revenue deficiéncy of
approximately $9.6 million.

Pursuant to due notice, a prehearing conference was held on May 23, 1989
before Administrative Law Judge Lana Shafer (ALJ). Michigan Gas, the Commission
Staff (Staff), and the Association of Businesses Advocating Tariff Equity (ABATE)
participated in the proceedings. Cross-examination of the company’s direct case
was completed on July 24, 1989. As a result of discussions among the parties,
a full settlement was reached and a signed agreement was received into evidence
on September 11, 1989. Despite the existence of this settlement, the Staff filed
its direct testimony on September 14, 1989. That testimony proposed granting a

final rate increase of approximately $2.4 million.



On October 11, 1989, the Commission issued an order rejecting the settlement
agreement and returning the case to the ALJ for further proceedings. Although
not specifically finding that the settlement was unreasonable, we determined that
the issues of this case should be resolved on the basis of a contested case
record. Thereafter, on October 13, 1989, Michigan Gas filed a motion for partial
and immediate rate relief (interim rate relief) in the amount of $2.4 million.
On that same date, Michigan Gas filed direct testimony and one exhibit in support
of its request for interim rate relief.

A prehearing conference was held on October 19, 1989, at which the ALJ
established a schedule for future hearings and ordered Michigan Gas to provide
jts customers with notice of the motion for interim rate relief. Following issu-
ance of this notice, the Staff filed a Report and Technical Staff Investigation
and Recommendation (report and recommendation) regarding Michigan Gas’s motion.
That same day, November 20, 1989, the Staff filed the direct testimony of two
witnesses and two exhibits supporting its report and recommendation.“ On
November 21, 1989, Michigan Gas filed the rebuttal testimony of one witness con-
cerning thi§ issue.

The direct cases of Michigan Gas and the Staff regarding the motion for
interim rate relief were cross-examined on November 27, 1989. In addition, the
ALJ heard arguments on the Staff’s motion to strike the utility’s rebuttal testi-
mony éoncerning interim rate relief. Although the ALJ granted the motion to
strike, she allowed Michigan Gas to create a special record containing the direct
testimony and cross-examination of this proposed rebuttal witness. Following
receipt of briefs from all parties, the Commission rejected the utility’s request
for interim rate relief in an order issued on January 23, 1990.

Cross-examination of the Staff’s direct case on final rate relief was com-
pleted on December 1, 1989. The utility’s rebuttal and the Staff’s surrebuttal
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testimony regarding final rate relief were cross-examined on January 16 and 20,
1990, respectively. These proceedings generated a total of 14 volumes of tran-
script encompassing 2,101 pages. In addition, 80 exhibits were marked for the
record. Michigan Gas and the Staff filed briefs and reply briefs, and the ALJ
issued a Proposal for Decision (PFD), recommending a rate increase of $3,097,974,
on March 26, 1990. Thereafter, both Michigan Gas and the Staff filed exceptions

and replies to exceptions on April 16 and 30, 1990, respectively.

II.
DESCRIPTION OF THE APPLICANT

Michigan Gas furnishes natural gas at retail to the public in service areas
in the 1oﬁér peninsula counties of Allegan, Berrien, Cass, Ottawa, St. Joseph,
and Van Buren; the western upper peninsula counties of Baraga, Houghton, Mar-
quette, and Ontonagon; and the eastern upper peninsula counties of Luce, Macki-
nac, and Schoolcraft.

The present rates of Michigan Gas, exclusive of Gas Cost Recovery (GCR)
factors, are those established by the Commission in the Opinion and Order issued

October 25, 1988 in Case No. U-9112.

I11.
. TEST YEAR
A test year must be selected in each rate case. In this proceeding, Michi-
gan Gas proposed using a fully-projected test year based on the 12 months ending
December 31, 1990. In contrast, the Staff used a historical test year based on
figures from year-end 1988. Finally, while not conceding that the use of its

fully-projected test year was inappropriate, Michigan Gas offered rebuttal testi-
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mony subporting the use of a historical test year modified by specific known
conditions.

In support of its initial proposal, Michigan Gas points out that it has been
the past practice of the Commission to base its rate case decisions upon pro-
jected test year data. Because the projected test year closely matches the cal-
endar year in which proposed rates will first take effect, the utility argues,
its use better assures that just and reasonable rates will be established. Fur-
ther, Michigan Gas asserts, use of its projected test year allows for the inclu-
sion of known, measurable, and significant expenditures that are not reflected
in historical data. For example, the utility contends that use of its projected
test year will assure the inclusion of funds for its proposed 1989 and 1990
construction programs, as well as the increased working capital needed to add
significant amounts of underdground storage to its system.. Because the financial
impaét of those projects is not recognized by use of historical data, Michigan
Gas believes that its 1990 fully-projected test year should be adopted.

The Staff’s approach to developing a test year differs greatly from the
utility’s. For example, the Staff asserts that Michigan Gas’s proposal has no
basis in fact but, instead, merely represents a budget request. Furthermore,
because the purchase cost of the uti]ity'is in dispute,1 the Staff fears that
adopting the utility’s fully-projected test year could allow Michigan Gas to use
any increase in revenues to compensate the new owner for its purchase rather than
for any budgeted costs intended to improve gas service. The Staff therefore
asserts that a historical test year must be adopted in order to assure the

accountability of costs charged to the utility’s ratepayers.

as discussed on page 19 of this order, the utility was purchased by a
holding company in 1987 at a price that significantly exceeded its book value.
At the time that this rate case was filed, no decision had been made regarding
how much, if any, of the resulting acquisition adjustment the Commission would
allow the new owner to recover from Michigan Gas’s ratepayers.
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However, the Staff acknowledges that Michigan Gas’s situation differs from
that of most gas utilities. Specifically, the Staff indicates that, due to a
change of ownership in August 1987, the utility’s operations during much of 1988
reflected a temporary start-up by its new management and justified some deviation
from an actual historical test year. The Staff therefore used a year-end
analysis, viewing the cost of service in November 1988 as representative of what
cost levels would have been for the entirg 12 months had no transition taken
place. These cost-of-service figures were then adjusted to reflect seasonal
variations. Additionally, the Staff considered year-end plant-in-service as
being in place from the beginning of the year, thus recognizing significant addi-’
tions to rate base arising from construction projects undertaken during 1988 by
the new management. Finally, following past Commission practice, the Staff used
the Consumer Price Index (CPI) to raise components of the utility’s income state-
ment to the Tevels expected in 1990.

The ALJ concurred with the Staff’s assertion that the use of historical data
provides a more accurate assessment of a utility’s actual cost of service. She
found this to be especially true in this case because Michigan Gas’s fully-
projected test year incorporated several modernization projects that, at the time
of the proceedings, had not progressed beyond the planning stage. The ALJ there-
fore agreed with the Staff that the utility’s fully-projected test year repre-
sented 1ittle more than a budget request and should be rejected. Despite reject-
ing the test year proposed by Michigan Gas, the ALJ was not convinced that all
aspects of the Staff’s proposal should be adopted. Instead, she recommended
adopting the Staff’s historical year-end 1988 test year as a starting point, to
which certain adjustments for known and measurable changes occurring after

December 31, 1988 should be made.
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Both Michigan Gas and the Staff except to the ALJ’s recommendation.
Although conceding that the ALJ’s proposal is more appropriate than that spon-
sored by the Staff, Michigan Gas asserts that its fully-projected test year
provides the mést accurate representation of the period during which the rates
approved in this case will be in effect. Furthermore, Michigan Gas objects to
the ALJ’s conclusion that the utility’s proposal represented 1ittle more than a
budget request. According to Michigan Gas, the record reflects that actual
expenditures for plant additions during the first 11 months of 1989 exceeded by
$1.18 million the additions included in the utility’s direct case for all of
1989. Michigan Gas therefore contends that its original projections were not
mere budgetary wishes, but rather represent a reasonable cost of future service.
In contrast, the Staff’s exception regarding this issue appears to arise from its
belief that test year data should be based, in significant part, upon more easily
verifiable historical data. The Staff therefore contends that no adjustments
should be made to its proposed test year. The Staff also believes that, by using
November 1988 cost levels adjusted for inflation through 1990 and by considering
year-end 1988 plant-in-service as being in place throughout the test year, its
proposal was already highly beneficial to the utility. However, the Commission
finds that these parties’ exceptions regarding the recommended test year are not
well-taken.

Rate cases are, by their very nature, complicated. The United States
Supreme Court recently observed in Duquesne Light Company v Barasch, 488 US 299,
109 S Ct 609, 102 L Ed 2d 646 (1989), that "the economic judgments required in
rate proceedings are often hopelessly complex and do not admit of a single cor-
rect result." (102 L Ed 2d at 661.) As with many of the other aspects of rate
proceedings, the selection of a test year has no single correct answer. This is
illustrated by the fact that other states employ different approaches for the
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selection of a test year. For example, in Georgia the use of a projected test

year is mandated by state Taw. See Re Savannah Electric & Power Company, 90 PUR

4th 563 (1985). However, in Iowa the most recent historical test year must be
utilized, subject only to the availability of existing and verifiable data
respecting costs and revenues. See Iowa Power & Light Company, 92 PUR 4th 299
(1988).

A ‘test year is a device employed to determine representative revenues,
expenses, rate base, and capital structure for use in the rate-setting formula.
A test year may employ historical, projected, or a combination of historical and
projected data. A historical test year uses the latest known level of activity
as a normal representation of future levels of éctivity, whereas a projected test
year uses a future expected level of activity that incorporates normal changes
in activity levels from one year to the next. However, both historical and pro-
jected test years use future expected price levels. Thus, so-called "historical”
test years and "fully-projected" test years seek to set future rates by project-
ing future costs. The difference between the two is that historical test years
are based on the assumption that known business activity levels are representa-
tive of normal future business activity levels, while projected test years are
based on attempts to project future changes in known business activity levels.

Michigan does not have a statute that requires the use of any particular
type of test year. Rather, the selection of a test year is within the Commis-

sion’s broad ratemaking power and expertise. Consumers Power Company v Michigan

Public Service Commission, 181 Mich App 261 (1989). The Commission is therefore

free to select any reasonable methodology that is consistent with the objective
of determining the level of investment on which the shareholders of the utility
are entitled the opportunity to earn a fair rate of return, as well as the Tevels
of expenditures that the utility is entitled the opportunity to recover. While
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it is true that the Commission has frequently utilized fully-projected test
years, it does not follow that we are bound to select Michigan Gas’s proposal
over either the historical test year proposed by the Staff or the modified
historical test year recommended by the ALJ. Similarly, the fact that the
Staff’s proposal constitutes a more pure form of a historical test year does not
require its selection over the test year ﬁsed in the PFD. As was recently stated
by this Commission, "[i]t is the overall objective of fairness, rather than
devotion to a particular methodology, that is of paramount importance."
(December 7, 1989 order in consolidated Cases Nos. U-8678, U-8924, and U-9197,
p. 13.)

In this case, the need for fairness dictates that we reject both tﬁe fully-
projected test year sponsored by the utility and the historical year-end 1988
test year proposed by the Staff. We agree with the ALJ that at least portions
of Michigan Gas’s projected test year figures constitute 1ittle more than budget
requests, which would unnecessarily inflate the utility’s revenue requirements.
We further agree that strict adherence to the Staff’s historical test year does
not provide the most accurate estimate of future conditions in light of the
recent plant improvements initiated by the utility’s new management. However,
because the Staff’s proposed historical test year provides incentive for Michigan
Gas to operate more efficiently, produces simpler rate proceedings, and depends
on more easily verifiable data, we find that it should be adopted as the starting
point for our calculation of the utility’s revenue requirements. We further hold
that those figures should be revised to reflect known and measurable changes

occurring after December 31, 1988.
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IV.
RATE BASE
A utility’s rate base consists of the capital invested in plant, less accum-
ulated depreciation, plus the utility’s working capital requirements. Based on
1988 data, the Staff proposed that $53,677,049 be adopted as Michigan Gas’s total
rate base, consisting of $46,015,000 in net utility plant and $7,662,049 in work-
ing capital. In contrast, Michigan Gas calculated its projected rate base to be
$68,484,386, composed of $60,019,890 in net.utility plant and $8,464,496 in work-

ing capital. Adopting the Staff’s figure for working capital and increasing the

.proposed net utility plant figure to $48,002,439, the ALJ recommended a total

rate base of $55,664,488.

Net Utility Plant

Jon A. Kosht, the utility’s Vice-President of Rates, Regulation, and Gas
Supply, and Steven R. Makowski, its Manager of Engineering and Gas Control, tes-
tified that Michigan Gas’s plant was inadequate and out-of-date, included sub-
standard pipe and distribution facilities, and was in questionable repair. They
further stated that the utility’s gas control and monitoring system‘was so anti-
quated that it was of little use in the areas of safety, security, and economic
protection. Thus, they indicated that over $14 million in construction projects
would be necessary during 1989 and 1990 to remedy various deficiencies in Michi-
gan Gas’s utility plant. However, because this additional plant investment was
scheduled to occur after December 31, 1988, none of the $14 million was included
in the Staff’s proposed historical test year. According to the Staff, its use
of a year-end plant-in-service figure--rather than the lower figure that would

result from the traditional 12-month averaging approach--was sufficiently bene-
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ficial to Michigan Gas to justify strict adherence to the Staff’s proposed
December 31, 1988 cut-off.

Due to her earlier adoption of the Staff’s 1988 year-end figures as a
starting point for any discussion of the utility’s rate case elements, the ALJ
concluded that there was no remaining dispute regarding inclusion of the Staff’s
$46,015,000 of plant-in-service. None of the parties challenged this conclusion.
However, several areas of dispute arose concerning proposed adjustments for
known and measurable changes to the utility’s plant-in-service occurring after

December 31, 1988.

a. The SCADA System

In order to improve its gas control and monitoring abilities, Michigan Gas
elected to purchase and install a computerized SuperQisory Control and Data
Acquisition (SCADA) system. The cost of this project, which replaced what
Mr. Makowski termed an "antiquated" and "barely adequate" gas control, data
acquisition, and safety monitoring system, totalled $398,000. However, because
only 2 of the system’s 37 monitoring stations were hooked into the computer by
December 31, 1988, the Staff concluded that the SCADA system should not be
included in the utility’s rate base. In response, Michigan Gas submitted
uncontroverted testimony showing that the system became fully operational during
1989 and that no further work on the project was required. The ALJ therefore
concluded that the SCADA system was used and useful, and recommended that the
cost of this project be recognized as a known and measurable addition to plant-
in-service.

No exceptions to this recommendation were filed by the parties.2 Because

2A]though the Staff excepted to the ALJ’s general recommendation that known
and measurable changes be allowed to historical test year figures, this exception
was fully addressed in the preceding section of this opinion and order. Fur-
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the ALJ’s recommendation is supported by the record, the Commission finds that
the $398,000 cost of the SCADA system should be iné]uded in Michigan Gas’s plant-

in-service.

b. Century Pipe Replacement

Michigan Gas has instituted a program to replace certa{n sections of distri-
bution pipe installed in its system between 1970 and 1974. This pipe, manufac-
tured by the now-defunct Century Plastics Company (Century), has experienced a

higher than expected rate of failure. Thus, in addition to replacing the most

dangerous sections of Century pipe during 1987 and 1988, Michigan Gas proposed

spending approximately $2.5 million during 1989 and 1990 on further replacement
activities. Michigan Gas therefore asserted that, if its fully-projected test
year were adopted, all costs of this proposed pipe replacement should be included
in the utility’s plant-in-service. The utility also provided rebuttal testimony
indicating that approximately $610,000 had been spent during the first 11 months
of 1989 on Century pipe replacement. Michigan Gas therefore asserted that, even
if the Staff’s historical test year were adopted, this $610,000 would constitute
a known and measurable change that should be added to net utility plant.

The Staff objected to Michigan Gas’s proposal to include the $2.5 million
budgeted for Century pipe replacement during 1989 and 1990. According to
Ramakrishna Veerapaneni, Supervisor of the Gas Operations Section of the Commis-
sion’s Gas Division, the utility had a]ready replaced the sections of pipe that
posed the most significant safety concerns. Due to the utility’s failure to show
that the remaining segments of Century pipe have "undergone substandard operating

experiences and are subjected to suspected deleterious environmental stresses,"

thermore, on page 2 of its replies to exceptions, the Staff specifically stated
that it does not except to the ALJ’s position regarding the SCADA system.
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Mr. Veerapaneni suggested that Michigan Gas should be encouraged to repiace only
those segments of Century pipe that exhibit significant safety concerns. The ALJ
concluded that, based on this testimony, there was no justification for including
the post-1988 portion of the Century pipe replacement program. Noting that
Michigan Gas had yet to receive its consultant’s report regarding the long-term
serviceability of the remaining sections of pipe, the ALJ recommended that none
of the post-1988 Century pipe replacement costs be added to the utility’s plant-
in-service for purposes of this rate case..

Michigan Gas excepts to the ALJ recommendation to reject all post-1988 Cen-
tury pipe replacement costs. According to the utility, the Staff only recom-
mended that "budgeted Century pipe investment be excluded from rate base, not
investment that was already made." (Miéhigan Gas’s Exceptions, p. 5.) The util-
ity therefore claims that the $610,000 actually invested in Century pipe replace-
ment during the first 11 months of 1989 should be recognized as additional plant-
in-service. To do otherwise, claims Michigan Gas, would be inconsistent with the
Staff’s position. We agree. Mr. Veerapaneni recommended that Michigan Gas "be
allowed to recover its investment in Century pipe replacement after it has
actually made the investment to meet safety concerns." (Tr. 1179.) Because none
of the parties alleged that the specific pipe replaced during the first 11 months
of 1989 was not safety-related, this testimony leads us to find that the cost of
this replacement, $610,000, should be added to the utility’s plant-in-service for
purposes of this rate case. However, the Commission further holds that the
remainder of the $2.5 million budgeted for Century pipe replacement should not
be given rate base treatment, particularly in 1ight of the fact that Michigan Gas
has not received its consultant’s report regarding the serviceability of the
remaining sections of pipe. Thus, the remainder of this $2.5 million proposed
plant addition should await consideration in a future rate case.
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A second issue concerning the replacement of Century pipe was addressed by
Michigan Gas and the Staff. William H. Clemence, the utility’s Manager of
Accounting, testified that the early retirement of Century pipe should be treated
as an extraordinary expense and amortized over the approximate normal remaining
life of this pipe. He therefore asked that, as part of this rate case, Michigan
Gas be authorized to amortize $663,728 in unrecovered Century pipe investment
over 20 years, for an annual amortization of $33,186. The total proposed by
Mr. Clemence, $663,728, consists of the unrecovered investment of the Century
pipe that was actually retired during 1988 and that Michigan Gas proposed to
retire during 1989 and 1990.

In opposition to this proposal, the Staff offered the testimony of David J.
Berquist, a public utilities engineer in the Valuation Qnd Depreciation Section
of the Commission’s Technical Services Division. According to Mr. Berquist, the
amortization of unrecovered investment is only necessary if: (1) it is undertaken
prior to the utility’s implementation of remaining life depreciation,3 (2) the
utility’s accumulated provision for depreciation has a debit balance; (3) the
asset account is closed; and (4) the entire investment in the asset account was
replaced in one year with new plant. Because none of these situations exist in
the present case, he recommended that we deny the utility’s request to amortize
the unrecovered investment in Century pipe. According to Mr. Berquist, Michigan

Gas will have the opportunity to revise its depreciation rates to account for the

%Under the remaining life depreciation method, gains or losses are not
recorded upon retirement of plant assets. Instead, the accumulated provision for
depreciation--otherwise referred to as the depreciation reserve--is charged with
the remaining book value of the property retired. It is assumed that each unit
of property is fully depreciated when it is retired. Thus, it is recognized that
some units of the utility plant will be retired earlier than the average remain-
ing Tife and that some units will be retired later than the average service life.
Any reduction of the accumulated provision for depreciation due to unanticipated
early retirements will therefore be recovered by means of recalculating the util-
ity’s depreciation rates in its next depreciation case. :
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early retirement of Century pipe by way of the depreciation case it is required
to file on or before June 30, 1990. Mr. Berquist went on to state that, even if
we elect to allow the amortization requested by Michigan Gas, the amount of this
amortization must be limited to $339,137--the unrecovered investment that arose
from actual Century pipe retirements in 1988.

The PFD made no mention of the utility’s request to amortize its unrecovered
Century pipe investment. The Staff therefore excepts to the PFD and asks that
we deny the utility’s request for amortization. In response, Michigan Gas
asserts that the Staff failed to address this issue in its post-hearing briefs.
The utility therefore contends that we are precluded from adopting Mr. Berquist’s
proposal.

The utility’s argument is not well-taken. Both Mr. Berquist and Mr. Clemence
discussed the treatment of Michigan Gas’s unrecovered Century pipe replacement
in their testimony. Furthermore, the Staff’s initial brief thoroughly addressed
this issue on pages 78 through 80. It was therefore proper for the Staff to
except to the PFD and request a ruling on the potential amortization of the
unrecovered investment in Century pipe. Furthermore, we find that Mr. Berquist’s
recommendation sHou]d be adopted. As noted in his testimony, Michigan Gas can
revise its depreciation rates to account for the early retirement of Century pipe
in its upcoming depreciation case. Thus, because none of the four factors dis-
cussed in his testimony have been shown.to exist, and because no special circum-
stances have been alleged that would require adoption of the utility’s proposal,

the Commission denies Michigan Gas’s requested amortization.

c. Additional Plant Investment Made Prior to November 30, 1989

In addition to work performed on the SCADA system and the replacement of

Century pipe, Mr. Clemence’s rebuttal testimony indicated that Michigan Gas spent
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$5,290,737 on other plant additions during the 11 months ended November 30,
1989.% The uti]ity therefore requested that this additional plant investment
be included in its current plant-in-service. The Staff objected to this pro-
posal, claiming that these miscellaneous plant additions should be offset by
increased revenues arising from those‘additions and by any increase in the util-
ity’s accumulated depreciation between December 31, 1988 and November 30, 1989.
The ALJ agreed in part with the Staff’s position. vSpecifica]1y, she held that
the $3,664,297 of 1989 plant investment for new customer connections should not

be recognized on the grounds that it would be offset by a corresponding increase

in revenues. However, she went on to conclude that the Staff did not sufficient-

1y explain why depreciation alone would be sufficient to "wipe out" recognition
of the utility’s remaining 1989 plant investment. The ALJ therefore recommended
that we increase Michigan Gas’s plant-in-service by the portion of the actual
plant investment made on or before November 30, 1989 for purposes other than
connecting new customers.

Both Michigan Gas and the Staff except to this recommendation. Although the
utility agrees with the ALJ’s decision to exclude the $3,664,297 in plant invest-
ment that could result in increased revenues (Michigan Gas’s Exceptions, p. 6),
it excepts to her calculation of the amount to be added to plant-in-service.
Specifically, Michigan Gas notes that the ALJ’s recommended addition to plant-in-
service failed to include the $610,000 expended on Century pipe replacement
during the first 11 months of 1989. Renewing its earlier arguments concerning
this cost, the utility requests that the ALJ’s recommendation be increased by

$610,000. Based on our earlier discussion of Century pipe replacement costs, we

*A1though Exhibit A-77 indicates that construction costs for this period
totalled $6,261,737, this figure included $609,726 of Century pipe replacement
costs and $361,274 of SCADA system completion costs. Because the costs of these
two projects have been separately addressed in this order, they must be removed
from consideration in this discussion.
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agree with the utility and find that the figure recommended by the ALJ should be
increased by $610,000. We therefore turn our attention to the remaining mis-
cellaneous plant additions made by Michigan Gas.

As reflected in both its exceptions and replies to exceptions, the Staff
contends that none of this additional post-1988 plant investment should be
included in rate base. Specifically, the Staff asserts that these "gross addi-
tions to plant investment" conflict with the Commission’s accepted practice of
only including "net additions" in rate base. (The Staff’s Replies to Exceptions
p. 3.) We agree. As indicated in our December 7, 1989 order in consolidated
Cases Nos. U-8678, U-8924, and U-9197, any new plant additions must be offset by
such factors as plant retirements, increased depreciation, and amortization
expense. However, nothing in this record indicates that the requisite offsets
were made to the additional plant investment discussed on page 15 of the PFD.

For example, Mr. Clemence admitted that his proposed additions to plant-in-
service did not account for any plant retirement that may have occurred during
the first 11 months of 1989. Furthermore, he testified that the utility’s depre-
ciation expense for the 12 months ended November 30, 1989 was $2,168,424. (Tr.
2059.) Assuming that this expense was incurred at a steady rate, the deprecia-
tion offset would total $1,987,722 [$2,168,424 + 12 months x 11 months]. However,
the non-customer connect portion of the utility’s additional plant investment
totals only $1,626,440 [$5,290,737 additional plant investment - $3,664,297 in
investment pertaining to new customer connections]. Because the potential addi-
tion to rate base arising from the non-customer connect portion of Michigan Gas’s
additional plant investment between December 31, 1988 and November 30, 1989 fails
to exceed the potential depreciation offset, let alone the offsets resulting from
plant retirements and amortization expense increases during this 11-month period,
no "net addition" results. Instead, it appears that a net reduction to the
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utility’s rate base would result. Therefore, we find that the ALJ’s recommenda-

tion to include this additional plant investment in rate base should be rejected.

Working Capital

Working capital is the amount of funds required to bridge the gap between
the time of payment of a utility’s expenses and the receipt of revenues from its
customers. Although the proper methodology for calculating a utility’s working
capital requirement was once a controversial issue, almost all parties now rely
on the balance sheet method adopted by the Commission’s June 11, 1985 order in
Case No. U-7350. Indeed, both the Staff and Michigan Gas used the balance sheet
method to develop their proposed working capital allowances. However, due to

their reliance upon different test years, the parties’ working capital projec-

tions differed by $802,447. The utility’s use of a 1990 fully-projected test

year led to a working capital proposal of $8,464,496, whereas the Staff’s use of
year-end 1988 data resulted in a figure of $7,662,049.

The difference between these proposals arose from the fact that Michigan
Gas’s test year included an expected investment in additional underground
storage. Specifi§a11y, in addition to existing storage contracts with Consumers
Power Company (Conéumers), Michigan Gas planned to lease 4 billion cubic feet
(Bcf) of space in a new gas storage field being developed by ANR Eaton Company
and SEMCO Gas Storage Company. According to Mr. Kosht, although Michigan Gas had
previously contracted for this additional 4 Bcf of underground storage, this new
facility--known as the Eaton Rapids 36 Storage Field--was not scheduled for com-
pletion until April 1, 1990. Thus, because Michigan Gas had not begun using. this
facility by December 31, 1988, the Staff’s test year ignored its possible effect

on the utility’s working capital ailowance.
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. The ALJ rejected the utility’s working capital proposal. According to her,
the record failed to show when the Eaton Rapids facility would actually be avail-
able for use. Furthermore, she stated that because no historical or actual
figures existed regarding the utility’s cost for the use of this storage field,
Michigan Gas’s proposed adjustment to its working capital allowance was too spec-
ulative to constitute a known and measurable change. The ALJ therefore recom-
mended that we adopt the Staff’s working capital figure of $7,662,049. Michigan
Gas excepts to this recommendation. The utility contends that our December 7,
1989 order in consolidated Cases Nos. U-8678, U-8924, and U-9197, which increased
Consumers’ working capital allowance to account for proposed increases in under-
ground storage, supports increasing Michigan Gas’s working capital requirement
in the present case. The utility further asserts that because the record shows
that this additional storage was expected to be available by April 1, 1990 and
that Michigan Gas had contracted for 4 Bcf of the storage fié]d’s capacity, the
“known\and measurable" standard has been satisfied. We agree.

The rebuttal testimony of Mr. Clemence pointed out that construction and
operation of the Eaton Rapids 36 Storage Field was approved by our November 9,
1989 order in Case No. U-9355, and further confirmed that Michigan Gas would
begin using this facility during 1990. Further, we note that our February 6,
1990 order in Case No. U-9369 established rates for the use of this storage field
based on a Memorandum of Understanding that stated that storage service would be
made available to Michigan Gas on or before April 1, 1990. These factors, as
well as other evidence and arguments offered in this case, lead us to find that
the utility’s proposed $802,447 adjustment to its working capital allowance is
based on a known and measureable change. The Commission therefore holds that
Michigan Gas’s proposed working capital allowance, in the amount of $8,464,496,
should be adopted for purposes of this rate case.
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As discussed later in this opinion and order, we generally agree with the
Staff’s position regarding cost allocation and rate design. Thus, for purposes
of cost allocation, we find that the additional $802,447 should be treated as an
incremental increase to the Staff’s gas in storage working capital requirement.
A1l remaining working capital amounts should remain at the levels originally

reflected in the Staff’s cost-of-service allocation study.

Acquisition Adjustment

The utility property that became Michigan Gas was purchased by Southeastern
Michigan Gas Enterprises (SEMGE) from Michigan Power Company (Michigan Power) on
August 31, 1987. The purchase price of $39,433,000 created an original plant
acquisition adjustment® of $8,820,000. (Tr. 673-675.) Although having already
written off over $1.4 mi1lion of this acquisition adjustment, Michigan Gas sought
authority to recover the remainder from its ratepayers. Specifically, the util-
ity asked that it be allowed to amortize $7,373,810 of the original acquisition
adjustment over 30 years and to include the unamortized balance in its rate base.
This proposal sparked substantial controversy regarding how an acquisition
adjustment should be treated.

According to Michigan Gas, many state regulatory commissions have found that
public policy favors the recovery by a utility of an acquisition adjustment.
However, the utility noted, they have required varying levels of proof to support
their rulings. For example, in states that are fair value jurisdictions, the
record need only establish that the purchase price was less than or equal to the
utility’s true market value at the time of purchase. In original cost jurisdic-

tions, on the other hand, some commissions have only required proof that the

SAn acquisition adjustment--otherwise known as an acquisition premium--is
the amount paid above "book cost" or "depreciated original cost" to acquire
utility property previously devoted to public service.
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purchase was prudent and that the price was reasonable. Finally, Michigan Gas
noted, other original cost states have adhered to a more stringent level of
proof, requiring that a;tua] benefits to ratepayers be substantiated before the
acquisition adjustment can be recovered.

Michigan Gas went on to admit that a few decisions exist in which a commis-
sion has summarily rejected recovery of and on an acquisition adjustment, on the
basis that the concept of original cost strictly bars such treatment. The util-
ity argued, however, that those decisions generally contained only abbrevigted

discussions of the issue and typically did not address whether the acquisition

resulted in any offsetting benefits to ratepayers. Michigan Gas therefore

asserted that whenever commissions have thoroughly analyzed the issue, it has

been consistently recognized that the concept of original cost does not bar .

inclusion of an acquisition adjustment in rate base or preclude recognition of
the corresponding amortization expense in a utility’s cost of service.
Concerning the treatment of acquisition adjustments in Michigan, the utility
asserted that the Commission has failed to adopt a particular methodology. Spe-
cifically, Michigan Gas asserted that past orders have not been entirely consis-
tent and have seldom expressed the rationale underlying the Commission’s deci-
sion. For example, although noting that the November‘}G, 1982 order in consoli-
dated Cases Nbs. U-7125 and U-7098 denied Southeastern Michigan Gas Company’s
request for rate base treatment of an acquisition adjustment, Michigan Gas cited
six other rulings--issued both before and after that order--in which favorable
treatment of a plant acquisition adjustment was allowed. Michigan Gas therefore
concluded that although a Michigan utility’s request for rate base treatment may
not always be granted, the Commission has never viewed the concept of original
cost as an absolute bar to recovery of and on acquisition adjustments. According
to the utility, the Commission will permit this type of recovery "in appropriate
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circumstances." (Michigan Gas’s Initial Brief, p. 29.) Michigan Gas further
asserted that even if the striﬁgenf actual benefits standard is used to determine
whether "appropriate circumstances" exist in the present case, the utility
satisfied that standard.

According to the utility, SEMGE’s purchase of Michigan Power’s gas division
resulted in significant actual benefits to the utility’s customers: (1) its con-
struction of the Overisel pipeline resulted in a significant gas cost savings by

increasing the utility’s sources of gas and improving its access to storage

facilities, (2) its superior gas purchasing strategies dramatically reduced

ratepayers’ gas costs between 1986 and 1988; (3) its aggressive marketing plans

helped spread fixed cost over a wider customer base; (4) it has improved the

‘utility’s emergency response time and procedures; (5) it has improved safety by

replacing critical sections of Century pipe; (6) its installation of the SCADA
system has increésed efficiency and safety, as well as precluding overbillings
by the utility’s pipeline suppliers; and (7) its interconnection of the Sawyer
and New Buffalo distribution networks will improve system reliability for
ratepayers in those areas. According to Michigan Gas, these benefits have more
than offset the rate increase necessary to permit a return of and on its
acquisition adjustment. The utility therefore asserted that its proposed
treatment of_the remaining $7,373,810 acquisition adjustment should be adopted.

In opposition, the Staff asserted that regulatory and accounting principles,
as well as public policy considerations, require us to deny Michigan Gas’s
request for rate base treatment of the acquisition adjustment. The Staff con-
tended that ratepayers received no value as a result of the system’s purchase by
SEMGE. Instead, the Staff argued that any value that has accrued to ratepayers

following SEMGE’s purchase of this gas franchise arose not from the acquisition

itself, but rather from subsequent expenditures made by the new owners to improve
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service. Because ratepayers will ultimately pay for this improved service
through a return of and on these additional expenditures, the Staff concluded
that no benefit to ratepayers arose from the acquisition itself.

The Staff went on to assert that although Michigan Gas’s ratepayers received
no direct benefit from the acquisition, the new owner did. For example, the
Staff pointed out that the acquisition has allowed SEMGE to shift a significant
level of indirect costs from its other subsidiaries to Michigan Gas. Specifi-
cally, $1,023,821 of indirect cost were shifted to Michigan Gas’s ratepayers
during 1988 alone. (Exhibit S-27, Schedule C-2.) The Staff further noted that
this qost—shifting had the effect of providing SEMGE with an 11.61% return on the’
original plant acquisition premium [$1,023,821 savings + $8,820,000 original
premium], a benefit the parent company will continue to receive whether we
specifically authorize Michigan Gas to earn a return of and on the acquisition
adjustment. Moreover, the Staff asserted that this 11.61% return did not include
returns caused by: (1) the shifting of some direct costs to Michigan Gas; (2)
the continuing growth of the utility’s customer base; and (3) the synergy
resulting from the consolidation of some subsidiary operations.

In addition to these ongoing benefits, the Staff noted that SEMGE will
Tikely receive a premium--possibly exceeding that paid to Michigan Power--if and
when it elects to sell Michigan Gas to some other party. Because there is no
mechanism that guarantees Michigan Gas’s rapepayers a recapture of the future
premiﬁm SEMGE might receive upon resale of the franchise, the Staff argued that
it would be inequitable to assess SEMGE’s current acquisition adjustment against
these ratepayers.

Finally, the Staff contended that it would be poor public policy to allow
returns of and on plant acquisition adjustments. Specifically, the Staff argued
that allowing acquisition premiums to be recovered in rates will encourage bid-
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ding wars for utility assets and result in setting rates based on the highest
bidder’s costs, rather than those of the lowest bidder. The Staff therefore con-
cluded that, unless the acquisition of the utility is ordered by the Commission
or other public authority as being in the public’s interest, no return of or on
an acquisition adjustment should be allowed.

The ALJ recommended that we reject Michigan Gas’s proposed treatment of its
acquisition adjustment, based on her reading of past Commission orders, her
understanding of the treatment given acquisition premiums in other jurisdictions,
and her conclusion that ratepayers received no value as a direct result of this
acquisition.

Concerning past Commission orders, the ALJ agreed with the Staff that the

" six cases cited by Michigan Gas were not applicable to the present situation.

Specifically, she concluded that each of those cases was outdated, was based on
settlements that required no Commission findings regarding the propriety of
giving rate base treatment to an acquisition premium, involved situations in
which rates decreased as a result of an acquisition, or concerned the purchase
of plant assets from a non-regulated subsidiary. In addition, the ALJ’s reading
of the November 16, 1982 order in consolidated Cases Nos. U-7125 and U-7098 con-
vinced her that Michigan is an original cost state that follows the Uniform
System of Accounts. She therefore concluded that although the Commission never
specifically stated that it would preclude recovery of or on an acquisition
adjustment in all cases, the November 16, 1982 order warned utilities that it may
be difficult to obtain rate base treatment for their future acquisition premiums.

Noting that the Commission had not yet adopted a specific rule regarding the
treatment of acquisition adjustments, the ALJ stated that we must look to other
jurisdictions for guidance. Although recognizing that the treatment of this
issue varied somewhat from one commission fo another, she generally concluded
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that recovery of and on acquisition adjuSiments will only be permitted when
ratepayers have received an actual benefit from the acquisition. The ALJ
therefore applied the actual benefits standard to her evaluation of this case.

Despite the utility’s assertions that its ratepayers received numerous
benefits from the acquisition, the ALJ concluded that these benefits did not
arise from the acquisition itself. Instead, the ALJ stated, any actual benefit
received by Michigan Gas’s ratepayers following the change in ownership resulted
solely from the increased expenditures that were addressed in Case No. U-91126
or that will be addressed in this proceeding. The ALJ went on to indicate that,
as asserted by the Staff, allowing Michigan Gas to recover its acquisition
adjustment in this case could send the wrong signal to utilities and encourage
bidding wars for utility assets. In that regard, the ALJ agreed with the

California Public Utility Commission’s statement in Re: Conejo Valley Water

Company, 58 PUR 3d 284 (1965):

"If a regulated utility purchasing dedicated property were
allowed to pass on to its customers a price higher than
original cost, the parties to the transactions would be in
a position to frustrate the application of the original cost
standard by arranging a transfer of ownership at a premium.
The seller would receive, at the expense of future rate-
payers, more than his original cost, and yet the willingness
of the purchaser to pay such a premium would have little
significance since he himself would not bear the burden.”
(58 PUR 3d at 296-297.)

The ALJ further stated that she found it somewhat ironic that Michigan Gas
seeks authority to recover an acquisition premium paid for plant assets while,
in attempting to justify its repeated requests for rate increases, the utility
has consistently stated that the plant purchased in 1987 was in significant

disrepair. The ALJ stated that "either the plant is in disrepair or it isn’t."

®Case No. U-9122, Michigan Gas’s last general rate case, was filed on
April 29, 1988. Our October 25, 1988 order in that case approved a settiement
that increased the utility’s revenues by $3.5 mi11ion annually.
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(PFD, p. 33.) If it is, she concluded, there would be little justification for
the payment of an acquisition premium unless the premium were being paid for
something other than the intrinsic value of the plant. Believing that SEMGE’s
payment of an acquisition premium for an allegedly out-of-date system constituted
an investment risk, the ALJ concluded that this risk should be borne by the
utility’s shareholders rather than its ratepayers; She therefore recommended
that we reject Michigan Gas’s request for a return of and on its remaining
acquisition adjustment.

Michigan Gas excepts to this recommenation on several grounds. First, the
utility argues that the ALJ employed an improper standard by agreeing with the
Staff that in order to recover an acquisition adjustment, an improvement in
service must be shown to be the direct and immediate result of the acquisition

rather than the result of ratepayer-underwritten plant additions. Michigan Gas

‘contends that because no other commission has adopted that standard, it should

not be applied in this case. We find that the argumeht is not well-taken.

The ALJ properly noted, as did Michigan Gas in both its initial brief and
its exceptions, that the Commission has never adopted a particular methodology
regarding the treatment of acquisition adjustments. She also correctly concluded
that, although the November 16, 1982 order in consolidated Cases Nos. U-7125 and
U-7098 indicates that Michigan is an original cost state, we must turn to other
jurisdictions for guidance regarding what standard should be employed. Our
review of other commissions’ dealings with this issue reveals that the standards
adopted in original cost jurisdictions range from those that summarily reject
recovery of and on all payments in excess of the original cost--Re: Dayton Power
& Light Co., 21 PUR 4th 376 (1977)--to those that only require proof that the
purchase of utility property was prudent and that the price was reasonable--Re:
Montana-Dakota Utilities Co., 81 PUR 4th 90 (1987). Because the standard
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employed by the ALJ falls well within this range, we find that its application
to this case was reasonable. Furthermore, this standard avoids the situation in
which ratepayers would be required to pay twice for the same improvement in
service--once for the particular plant addition and again for the acquisition
adjustment--while still allowing for the recovery of and on an acquisition
adjustment in appropriate circumstances. The Commission therefore finds that the
ALJ’s use of this standard was proper.

Second, Michigan Gas points out that, elsewhere in the PFD, the ALJ noted
that certain benefits arose from SEMGE’s purchase of the utility: Specifically,
the ALJ concluded that the utility’s cost of capital and its income tax expense
declined as a result of the acquisition, and recommended that these benefits be
shared with its ratepayers. (PFb, pp. 37-38.) Although not waiving its poten-
tial challenge to the ALJ’s recommendation on this issue, Michigan Gas contends
that these alleged benefits satisfy the standard recommended by the ALJ. The
utility claims that because these purported benefits arose directly from the
acquisition and because they did not result from additional expenditures that
will be recovered as part of the utility’s rate base, they justify allowing a
recovery of and on the acquisition adjustment. We disagree.

The argument appears to be based on the utility’s misunderstanding of the
standard adopted above. Michigan Gas seems to be]ieve that a utility can receive
favorable treatment of its acquisition adjustment by showing that one or two
jsolated benefits arose from the transfer of 6wnership, regardless of whether the
overall effect of the acquisition was beneficial to ratepayers. We find that
this interpretation of the standard establishes too low a threshold. Instead,

we read the standard recommended by the ALJ and adopted by this Commission to

require a showing that ratepayers received a net benefit from the acquisition.

Here, Michigan Gas asserts that the capital cost and income tax benefits total

%
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just under $1 million. However, this total fails to offset even the $1,023,821
in indirect costs that have been shifted to Michigan Gas’s ratepayers as a result
of the acquisition. We therefore do not find the utility’s second argument to
be persuasive.

Third, the utility objects to the ALJ’s statement that "it js clear from the
record that [Michigan Gas’s] acquisition has resulted in increases to the
ratepayers rather than decreases." (PFD, p. 32.) According to the utility, the
record actually indicates that, due to Michigan Gas’s success in reducing gas
costs, its customers paid less for serQice during 1988 than in any of the five
preceding years. Specifically, Mr. Kosht testified that the average price of gas
for the utility’s customers dropped from $4.50 per thousand cubic feet (Mcf) in
1986 to $4.25 per Mcf in 1988. The utility therefore contendS that this reduc-
tion in gas prices offsets any rate increases caused by SEMGE’s purchase of the
franchise. Again, we disagree.

As pointed out in the Staff’s replies to exceptions, a gas utility’s overall
rate§ are divided into two distinct categories. One consists of gas costs and
the other consists of all non-gas costs. The costs that are assignéd to the
first category are recovered by the utility through GCR factors, while all non-
gas costs are recovered through base rates. Thus, because the.present case is
concerned solely with establishing new base rates for Michigan Gas, it appears
that the ALJ’s above-quoted statement was intended to apply only to the non-gas'
portion of ratepayers’ bills. Thus, the ALJ’s statement was not contrary to the
record evidence. Furthermore, the record indicates that gas costs dropped signi-
ficantly for all of Michigan’s small gas utilities between 1986 and 1988.
(Exhibit A-72.) Because an industry-wide drop in gas prices should not be used

as a justification for raising a utility’s base rates, we find that the price
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reduction discussed by Mr. Kosht cannot be used to offset the rate increases
granted to Michigan Gas in Case No. U-9112 and requested in the presenf case.
Fourth, Michigan Gas objects to the ALJ’s statement that allowing it to earn
a return of and on its acquisition adjustment will encourage bidding wars for
utility assets. According to Michigan Gas, requiring proof that an actual
benefit to ratepayers arose from the sale of the franchise provides sufficient
protection against excessive bids. Once again, we disagree. As noted earlier,
granting favorable treatment of an acquisition adjustment based solely on a
showing that one or two isolated benefits arose from the new ownership consti-
tutes an unreasonably 1bw threshold. Unless the overall effect of the acquisi-
tion--including rate increases proposed by the new owner--is beneficial to

ratepayers, any potential buyer that could offer proof of a single ratepayer

" benefit would be free to bid as much as it wanted, secure in the knowledge that

the resulting acquisition premium would be recovered.
Fifth, Michigan Gas objects to language in the PFD.stating that:

", . . the Administrative Law Judge finds it somewhat ironic
that [Michigan Gas] seeks a premium acquisition adjustment
in this proceeding claiming that the plant purchased was
somehow worth more than the original book cost of the plant
when at the same time, for purposes of other aspects of this
rate case, [Michigan Gas] argues that the plant purchased is
in such disrepair that the Company must repeatedly come to
this Commission to secure rate increases for plant improve-
ments. It seems to the Administrative Law Judge that either
the plant is in disrepair or it isn’t. If it is in disre-
pair then there is not substantial justification for an
acquisition premium unless that acquisition premium applied
to something other than the intrinsic value of the plant.”
(PFD, p. 33.)

The utility contends that it is not ironic to pay an acquisition premium for
property that is in a state of disrepair. Michigan Gas cites the housing market
as an example. The utility notes that homes built 30 years ago do not generally
sell at their net original cost, but rather at levels greatly in excess of
original cost. Although the home’s condition would affect its selling price, it
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does not follow that such a house, if in disrepair, would only sell for its
original cost or some price below originﬁﬂ cost. Instead, Michigan Gas asserts,
it is far more likely that the house would sell for more than its original cost
despite the need for renovations. The utility contends that the same logic
applies to the present case. However, the Commission finds that this argument
is not well-taken. Michigan Gas’s analogy is not germane to the present situ-
ation because house prices are based on market value, whereas- the ratemaking
value of utility property in Michigan is based on its original cost.

Sixth and finally, Michigan Gas argues that considerations of public policy
support recovery of and on the acquisition adjustment in this case. In support
of this contention, the utility asserts that its gas purchasing strategy and its
construction of the Overisel pipeline have resulted in significant savings to its
customers. Furthermore, Michigan Gas states that its implementation of~the SCADA
system and its replacement of critical portions of Century pipe have improved the
system’s safety. The utility contends that because these improvements in service
have resulted from SEMGE’s purchase of the franchise, the Commission should
encourage this type of acquisition by authorizing recovery of Michigan Gas’s
acquisition adjustment. Doing so, the utility claims, will serve the public
good. Again, we disagree. Although wé commend Michigan Gas for the steps it has
taken to improve service and reduce the cost of gas, we cannot ignore the fact
that the benefits mentioned above did not arise from the acquisition itself.
Instead, they resulted either from construction projects that will ultimately be
paid for by ratepayers or from industry-wide changes in the cost of gas.

Based on the factual, legal, and public policy issues discussed above, we
find that the ALJ’s recommendation should be adopted. Michigan is an original
cost jurisdiction in which no specific standard has been established for the
treatment of acquisition adjustments. The Commission must therefore decide in
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this case whether to adopt the utility’s proposal to allow a return of and on an
acquisition adjustment whenever the purchase price is shown to be reasonable or
to establish some more stringent standard. Because the relatively lax standard
proposed by Michigan Gas fails to protect ratepayers from paying twice for the
same improvement in service, public policy dictates thét we allow recovery of and
on acquisition.adjustments only where ratepayers receive a net benefit from the
change in ownership. Furthermore, the record indicates that the benefits arising
from this acquisition resulted either from.plant additions that will ultimately
be paid for by ratepayers or from industry-wide variations in the cost of gas,
rather than from SEMGE’s purchase of this franchise. We therefore adopt the
ALJ’s recommendation and find that Michigan Gas should not be allowed to recover

either a return of or on the acquisition adjustment.

Conclusion -
Based on the discussion and findings set forth above, the Commission finds

that Michigan Gas’s rate base is $55,487,496, computed as follows:

Net Utility Plant per Staff’s Case $46,015,000
Plus: Cost of the SCADA System 398,000
Plus: Century Pipe Replacement 610,000
Total Net Utility Plant 47,023,000
Plus: Working Capital Allowance 8,464,496
Total Rate Base $55,487,496

V.

RATE OF RETURN
In order to calculate Michigan Gas’s revenue requirement, it is necessary
to select a rate of return to be applied to the utility’s total rate base.
Establishing a rate of return requires us to review each element of Michigan

Gas’s capital structure.
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Both Michigan Gas and the Staff presented evidence regarding the appropriate
capital structure and cost of capital. Dennis R. Bolster, an economist and sen-
jor consultant for Foster Agsociates, Inc., testifiedion behalf of the utility.
Mr. Bolster recommended that we adopt an overall rate of return of 11.18%,
including a return on common equity of 13.5%. The Staff’s position was presented
by Brian L. Ballinger, a senior economist in the Commission’s Technical Services
Division. Mr. Ballinger recommended authorizing an overall rate of return

between 9.99% and 10.16%, including- a return on common equity of between 11.21%

and 11.53%.

Capital Structure

The first step in determining the utility’s rate of return is to select the
appropriate capital structure. Consistent with Michigan Gas’s use of a fully-
projected 1990 test year, Mr. Bolster presented a projected capital structure for
the 12 months ended December 31, 1990. In contrast, Mr. Ballinger presented a
capital structure that comported with the Staff’s use of a 1988 year-end test
year. In addition to the use of a different test year, Mr. Ballinger’s proposal
varied from Mr. Bolster’s in two important ways. First, his proposal used a con-
solidated capital structure approach instead of Mr. Bolster’s independent company
approach.7 Mr. Ballinger testified that this was necessary to account for the

effects of leverage and double leverage and to avoid authorizing the utility’s

"The consolidated capital structure approach is based on the premise that
investors make their investment decisions regarding utilities that are subsidiar-
jes of a holding company by evaluating the parent company’s consolidated finan-
cial statements. The independent company approach, in contrast, ignores the
interrelationship of the parent company and its subsidiaries.
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owners to obtain an excessive return on investment.® Second, Mr. Ballinger
adjusted the utility’s capital structure to reflect the potentia] disallowance
of the acquisition adjustment.

The ALJ concluded that the Staff’s consolidated capital approach should be
used. Otherwise, she reasoned, ratepayers would not benefit from the new owner’s
Tower consolidated cost of capital and Tower consolidated income taxes, despite
the fact that ratepayers would be required to pay any higher consolidated oper-
ating costs that might be allocated to them. Furthermore, because the record
showed that SEMGE used double leverage in purchasing Michigan Gas, the ALJ felt
that some method must be used to account for this leverage. Otherwise, she
reasoned, the parent holding company would be allowed to earn a return on its
jnvestment that greatly exceeded its cost of capital. In support of her conclu-
sion, the ALJ cited Re: Hawkeye State Telephone Co., 2 PUR 4th 166 (1974), which
states as follows:

"[Wlhen there is a parent-subsidiary relationship, where
there is debt issued by both parent and subsidiary, there
exists a form of financial pyramiding known as ‘double
leverage.’ If we were to ignore this double leverage and
allow the subsidiary a return on its ‘apparent’ equity
investment in utility plant equal to the market cost of
equity, this could result in the parent’s shareholders
earning more on their investment in the company than the
market cost of equity. Permitting this to occur not only
results in greater earnings to the actual equity holder than
is proper, but also discriminates against those companies
who do not engage in double leveraging, and whose share-
holders are restricted to earnings on their investments in
the company equal to the market cost of equity." (2 PUR 4th
at pp. 180-181.)

8Leverage refers to the use of debt to finance the acquisition or operation
of a company. As noted by Mr. Ballinger, raising funds through the use of debt
instruments allows the shareholders of a corporation to maintain control of the
company with a lesser investment, thereby reducing the owners’ financial risk.
Moreover, if the company earns more on the borrowed funds than it pays in inter-
est, the owners’ return on each dollar of investment is magnified. Double lever-
age describes a situation where--as in the present case--debt is employed by both
a parent company and its subsidiary. This situation can result in the further
magnification of the owners’ return on equity invested in the parent company.
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The ALJ therefore recommended that we adopt a capital structure that reflects the
consolidated cost of capital.

Regarding the Staff’s proposal to adjust Michigan Gas’s capital structure
to reflect disallowance of the acquisition adjustment, the ALJ noted that this
would increase the utility’s percentage of cost-free capital--made up of deferred
income taxes and deferred investment tax credits--from 7.56% to 8.68% and reduce
its overall rate of return by 12 basis points. The ALJ concluded that failing
to take this step would allow Michigan Gas to earn a return on the acquisition
premium. She therefore recommended that we make the adjustment proposed by
Mr. Ballinger in order to ensure consistency with the acquisition premium dis-
allowance recommended earlier.

Finally, the ALJ rejected the uti]ity}s claims that Mr. Ballinger’s 1988
year-end capital structure is stale and fails to recognize known changes.
Despite the utility’s assertions that (1) a significant proportion of short-term
debt would be converted to long-term debt, (2) the reserve for deferred federal
taxes would decline, and (3) the percentage of cost-free capital would drop, all
by the close of 1990, the ALJ noted that no evidence established the extent of
these purported changes. Thus, concluding that Michigan Gas failed to prove the
existence of any known and measurable change, she recommended that we adopt the
Staff’s year-end 1988 consolidated capital structure, adjusted to reflect the
disallowance of the acquisition adjustment. This recommended capital structure

is as follows:

Short-Term Debt 13.91%
Long-Term Debt - 24.63%
Common Equity ‘ 49.94%
Cost-Free Capital 8.68%

Job Development Investment Tax Credit (JDITC) 2.84%
100.00%
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Michigan Gas excepts to this recommendation. First, it argues that the ALJ
was wrong to recommend the use of a consolidated capital structure. Becéuse the
risks of a parent company are generally different than those of its individual
operating utilities, Michigan Gas asserts that it should be treated on a stand-
alone basis in order to insulate it from SEMGE’s other business risks. Michigan
Gas further contends that, by reducing the utility’s allowed rate of return
"solely because it is a subsidiary," use of a consolidated capital structure
constitutes discrimination that bears no rational relationship to a legitimate
governmental end. We disagree.

Some highly-diversified parent companies have business risks that are
significantly different from thoﬁe of their subsidiaries. In those situations,
use of a consolidated capital structure may not be appropriaie. However, the
record indicates that we are not facing that situation in the present case.
Specifically, 93.82% of SEMGE’s total capitalization pertains to local gas dis-
tribution activities like those performed by Michigan Gas. (Exhibit S-49.)
Thus, because SEMGE’s business risk is nearly identical to that of Michigan Gas,
we find that use of a consolidated capital structure is appropriate in this case.
Moreover, we find that its use is neither discriminatory nor without justifica-
tion. Despite Michigan Gas’s protestations to the contrary, it is not being
treated differently due to its position as a subsidiary. Rather, the consoiidat-
ed capital structure approach is being applied due to the fact that the use of
debt financing by both SEMGE and Michigan Gas has led to the existence of double
Teverage. We further find that the use of a consolidated capital structure in
this instance promotes a legitimate government end, namely the accurate determin-
ation of the utility’s cost of capital.

Although Michigan Gas offers two other arguments in support of this excep-
tion, neither is persuasive. Specifically, although the utility claims that no
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evidence supports the ALJ’s conclusion that ratepayers will pay higher consoli-
dated operating costs due to the acquisition, we find that this argument ignores
the fact that $1,023,821 of indirect costs were shifted to Michigan Gas’s rate-
payers during 1988. Furthermore, testimony offered by the Staff indicates that
this shifting of costs to the utility’s customers will continue indefinitely.
We also disagree with the utility’s final argument, in which it contends that the
use of a consolidated capital structure constitutes improper regulation of a non-
regulated holding company. Although today’s order may indirectly affect SEMGE,

it neither requires nor authorizes the holding company to take or refrain from

taking any course of action. We therefore hold that our adoption of the con-

solidated capital structure proposed by the Staff does not constitute regulation

of a non-regulated entity.

In its second exception regarding the capital structure, the utility claims

that the ALJ erred by removing the acquisition adjustment from Michigan Gas’s
capital structure. According to the utility, removing the acquisition adjustment
from the rate base, as we have done in this order, fully protects ratepayers
because it precludes the utility from earning any return of and on that invest-
ment. The utility therefore contends that removing this acquisition adjustment
from the capital structure, as both the Staff and the ALJ have done, will
inequitably compound that disallowance by also reducing the required rate of
return. Again, we disagree.

In our earlier discussion regarding treatment of the acquisition adjustment,
the Commission indicated that ratepayers should not be assessed higher rates for
gas service simply due to a change in the franchise’s ownership. Thus, to pro-
tect Michigan Gas’s customers, we rejected the utility’s request for rate base
treatment of the acquisition adjustment. However, we find that this action is
not, by itself, sufficient to shield ratepayers from the full effect of the
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acquisition adjustment. As noted in the Staff’s replies to exceptions, unless
the acquisition premium is also removed from the utility’s capital structure,
rates would still reflect the effects of financing the acquisition. The
Commission therefore finds that, consistent with our infent to protect Michigan
Gas’s customers from any rate increases arising from SEMGE’s purchase of the
utility, the capital structure adjustment proposed by Mr. Ballinger and recom-
mended by the ALJ should be adopted.

The utility’s third exception .concerning this issue is that the ALJ erred

in rejecting Mr. Bolster’s projected year-end 1990 capital structure. According

to the ALJ, her rejection of the projected capital structure was based on her

earlier rejection of the utility’s fully-projected test year. Michigan Ggs
therefore argues that if we agree with the utility’s exception regarding selec-
tion of the test year, we must also adopt Mr. Bolster’s projected capital struc-
ture. However, having rejected Michigan Gas’s arguments regarding use of the
fully-projected 1990 test year, the Commission finds that Mr. Bolster’s projected
capital structure should also be rejected. We therefore adopt the capital struc-

ture proposed by the Staff and recommended by the ALJ.

Cost Rate--lLong-Term Debt

In keeping with Mr. Bolster’s capital structure, Michigan Gas asserted that
a Tong-term debt cost rate of 10% would be proper. Alternatively, the utility
concedes that Mr. Ballinger’s proposed rate of 10.57% would be appropriate if his
capital structure is adopted instead of Mr. Bolster’s. This is true, the utility
says, because of the way Mr. Ballinger computed the amount of long-term debt and
its cost rate. Specifically, he first determined that the nominal coupon rate
of the utility’s outstanding long-term debt of $10 million was 10%, and then
converted the nominal rate to an effective rate of 10.57% by reducing the face
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amount of the outstanding debt by $541,000 of unamortized debt expense. He
theréfore reduced the percentage of debt, but increased the cost of debt, to
recognize that interest is paid only on the face amount.

Due to the lack of dispute between the parties, and in 1ight of her use of
Mr. Ballinger’s capital structure, the ALJ recommended that we adopt the long-
term cost rate of 10.57%. No exceptions have been filed concerning this
recommendation. Thus, due to the Commission’s acceptance of Mr. Ballinger’s
proposed capital structure, we find that the ALJ’s recommendation is supported

by the record and should be adopted.

Cost Rate--Short-Term Debt

Mr. Bolster determined that the cost rate for short-term debt would be
10.50%, which represented his estimate of what the average commercial prime rate
would be in 1990. Mr. Ballinger, on the other hand, computed this rate to be
10.58%. Sfarting with the utility’s existing short-term debt rate of 10.50%,
Mr. Ballinger included customer deposits and pipeline refunds as part of Michigan
Gas’s short-term debt, and recommended that we adopt his figure of 10.58%.

No exceptions have been filed regarding the ALJ’s recommendation to use
10.58% as the cost rate for the utility’s short-term debt. The Commission finds

that this recommendation is supported by the record and should be adopted.

Cost of Common Equity

Mr. Bolster recommended a rate of return of 13.5% on Michigan Gas’s common
equity. In doing so, he considered the utility on a stand-alone basis. In
arriving at his recommendation, Mr. Bolster performed a discounted cash flow
(DCF) analysis and a risk premium analysis to estimate the utility’s cost of com-

mon equity. The DCF approach used by Mr. Bolster is based on the hypothesis that
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~ the current required rate of return on an investment in Michigan Gas is equal to
the anticipated dividend yield plus anticipated future growth of an 1l-company
barometer group of similar utilities. In contrast, the risk premium épproach
computes the required return on common equity by comparing common eqqity returns
to risk-free returns, 1ike long-term treasury bonds. The result of Mr. Bolster’s
evaluation was a bare cost of equity of 13.3% under the DCF analysis and 13.75%
under the risk premium analysis. He therefore proposed 13.5%, the average of
those two figures, as a reasonable -cost of common equity for Michigan Gas.

Mr. Ballinger used the consolidated capital structure approach to estimate

the utility’s cost of common equity, rather than the stand-alone evaluation con-

ducted by Mr. Bolster. Mr. Ballinger’s first step was to establish an estimated
range for the cost of common equity for the utility’s parent, SEMGE. In doing
so, he used the same 11-company barometer group as Mr. Bolster, and employed both
the DCF and risk premium methodologies. However, because they were based on more
fecent data,® Mr. Ballinger’s analysis resulted in lower figures than those
arrived at by Mr. Bolster. Mr. Ballinger’s analysis led him to conclude that
SEMGE’s cost of common equity was between 12.75% and 13.25%. He then computed
SEMGE’s overall rate of return for year-end 1988. SEMGE’s overall rate of return
was then imputed to its subsidiaries, producing a cost of common equity for
Michigan Gas of between 11.21% and 11.53%. Mr. Ballinger recommended that the
low end of this range would be the most appropriate. (Tr. 1327.)

The ALJ recommended that we adopt Mr. Ballinger’s proposal to impute SEMGE’s

overall cost of capital to Michigan Gas. Furthermore, because Mr. Ballinger’s

The dividend yield component of Mr. Bolster’s DCF analysis was based on the
average dividend yield for the 11-company barometer group during the eight months
ended February 1989, whereas the average dividend yield proposed by Mr. Ballinger
was derived from figures from May, June, and July 1989. (Tr. 1322 and 2191.)
Furthermore, while Mr. Bolster’s risk premium analysis used a prospective yield
on long-term treasury bonds of 9.0%, that rate had fallen to 8.13% by the time
Mr. Ballinger prepared his direct testimony. (Tr. 224 and 1326.)
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DCF and risk premium analyses were based on more recent data, she concluded that
his projections of the utility’s cost of common equity were superior to those
offered by Mr. Bolster. However, due to Mr. Ballinger’s failure to justify using
the Tow end of his 11.21% to 11.53% range, the ALJ recommended that we adopt the
midpoint, 11.37%, as Michigan Gas’s cost of common equity.

Michigan Gas excepts to the ALJ’s recommendations on several grounds. First,
the utility renews its argument ihat the consolidated capital structure approach
does not best reflect its cost of common equity. Instead, Michigan Gas asserts,
this approach merely identifies SEMGE’s cost of equity and then uses this figure
to derive the utility’s cost of equity. Michigan Gas therefore asserts that Mr.
Bolster’s proposa1, which computed the utility’s cost on a stand-alone basis,
should be adopted instead. Second, the utility again contends that the consoli-
dated capital structure approach serves to regulate the non-regulated holding
company. Third, the utility asserts that the rate of return on common equity for
both SEMGE and Michigan Gas should be no less than 13.25%, the rate of return
recently authorized for both Michigan Consolidated Gas Company (Mich Con) and
Consumers. Fourth, Michigan Gas asserts that the ALJ should have adjusted
SEMGE’s rate of return on common equity to reflect the fact that because 38.6%
of SEMGE’s capital structure comes from common equity as opposed to an average
of 51.7% for the 11-company barometer group, SEMGE has a higher financial risk
than comparable gas distributors.

The Commission disagrees with the first three arguments made by the utility.
The record reflects that Michigan Gas does not arrange for its own financing.
Instead, all debt financing for SEMGE and its subsidiaries is arranged by the
parent company. Furthermore, Michigan Gas does not seek out and obtain its own
equity capital. Rather, SEMGE sells its own stock and puts the money raised from
the sale into its subsidiaries, 1ike Michigan Gas. It therefore follows that an
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analysis of the utility’s cost of common equity depends, in great part, upon its
parent company’s position in the market. Thus, the Commission finds that it was
proper for the ALJ to use SEMGE’s cost of common equity to derive Michigan Gas’s
cost of equity, rather than using the independent company methodology proposed
by Mr. Bolster. Regarding the utility’s claim that the consolidated capital
structure improperly regulates SEMGE and its non-regulated subsidiaries, we again
note that its use in this case only determines what cost of capital is appro-
priate for Michigan Gas, a regulated utility. As stated earlier, this order
neither requires nor authorizes the parent company to take or refrain from taking
any course of action. The Commission therefore finds that Michigan Gas’s first
two arguments regarding this issue should be rejected.

With regard to the utility’s third argument, we are not persuaded that the
authorized rate of return on common equity for both SEMGE and Michigan Gas must
be greater than or equal to that of Mich Con and Consumers. Mich Con’s current
rate of return, established by our April 12, 1990 order in Case No. U-9475,
resulted from a settlement agreement. Because this agreement does not neces-
sarily reflect the result that would have been reached had the partfes chosen to
fully litigate the issue, we find that Mich Con’s rate of return on common equity
should not be determinative of the return'a11owed in the present case. Further-
more, because the return authorized for Consumers in consolidated Cases Nos.
U-8678, U-8924, and U-9197 was based on a different record and because Consumers
faces different business risks than either SEMGE or Michigan Gas, we find that
these entities need not have identical rates of return on common equity.

Although we disagree with the utility’s first three arguments, we do find
some merit to the fourth. Specifically, a company’s greater-than-average reli-
ance upon debt financing may, in some cases, necessitate raising its rate of
return on common equity to attract additional investment. However, because
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SEMGE’s decision to use debt instead of equity to finance its operations was
solely within its management’s discretion, we find that the fact that its capital
structure contains more debt than the average of the 1l-company barometer group
does not, by itself, support the adoption of Mr. Bolster’s position.

For these reasons, we find that Mr. Ballinger’s approach to estimating the
utility’s cost of common equity should be adopted. However, we further find that
the top end of his cost ranges for both SEMGE and Michigan Gas should be used in
this case. We therefore hold that SEMGE’s cost of common equity should be 13.25%
and that, based on the consolidated capita] structure approach, Michigan Gas’s

authorized rate of return on common equity should be 11.53%.

Conclusion

Based upon the discussion and findings set forth above, the Commission finds

the overall rate of return for Michigan Gas to be 10.16%, is computed as follows:

Structure Cost Weighted
Description Percent Rate Cost Rate
Long-Term Debt 13.91% 10.57% 1.47%
Short-Term Debt 24.63 10.58 2.61
Common Equity 49,94 11.53 5.76
Cost-Free Capital 8.68 0.00 0.00
JDITC 2.84 11.12 _0.32
Total 100.00% --- 10.16%
Iv.

ADJUSTED NET OPERATING INCOME
In order to establish whether a revenue deficiency exists, it is necessary
to determine what Michigan Gas’s net operating income will be in the future based
on its current rates. To make this calculation, allowable expenses, taxes, and
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depreciation must be subtracted from the utility’s projected total operating
revenues. The starting point for this calculation is the determination of the

utility’s future sales and transportation volumes.

Sales and Transportation Volumes

Consistent with its position that a fully-projected test year is appropri-
ate, Michigan Gas computed its operating revenues on the basis of projected sales
and transportation volumes (throughput) for 1990. The Staff, on the other hand,
based its calculation of proposed volumes on actual data from year-end 1988.
These historical figures were then updated to present a reasonable prediction of
the utility’s sales and transportation volumes for 1990 and beyond. In updating
these figures, the Staff adopted several of the adjustments proposed by Michigan
Gas. In addition, the Staff included 98,817 Mcf of interruptible transportation
for BASF Corporation and 1,203,646 Mcf of coal displacement sales to Stone Con-
tainer Corporation. These additions led the Staff to propose the adoption of
23,922,432 Mcf as the utility’s throughput for purposes of this rate case.

Michigan Gas conceded that if the historical test year was adopted, the
Staff’s figure of 23,922,432 Mcf would be an acceptable starting point for the
utility’s total sales and transportation volumes. (Michigan Gas’s Initial Brief,
pp. 76-77.) However, Michigan Gas argued that weather normalization should be
based on a 15-year average of annual degree days, rather than the 30-year average
employed by the Staff. This claim was supported by Michigan Gas’s own statisti-
cal study indicating that the state is experiencing a warming trend that can only
be sufficiently accounted for by using its 15-year average of annual degree days.
The utility went on to assert that using the 15-year average would reduce the
Staff’s throughput projection by 88,003 Mcf and cause expected revenues to drop
by $59,608.
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Noting that the Commission has long adhered to the use of a 30-year average
of annual degree days, the ALJ recommended rejecting Michigan Gas’s proposal to
use a 15-year average. According to the ALJ, the study undertaken by the utility
was not sufficient to warrant a change in Commission policy. Instead, she felt
that further study was needed before we abandon the use of the 30-year average.

Michigan Gas excepts to the ALJ’s recommendation that we use a 30-year
average. According to Michigan Gas, evidence presented in this case shows that
the 15-year average was "more accurate in predicting expected weather in the near
term." (Michigan Gas’s Exceptions, p. 64.) Additionally, the utility notes that
both Charles D. Laderoute, an economist and President of Charles D. Laderoute,
Ltd., and George M. Chapel, a rate and gas supply analyst for Michigan Gas,
testified that a warming trend is currently underway that is not adequately
reflected in the 30-year average. The utility further asserts that this trend,
referred to by Mr. Laderoute as "the greenhouse effect" or "global warming," has
been recognized by the American Meteorological Society (AMS). (Tr. 62-63.)
Michigan Gas therefore contends that the ALq’s adherence to the 30-year average
15 not appropriate and that the 15-year average proposed by the utility should
be adopted instead. We disagree.

The Commission recognizes that, due to the cyc]icai nature of weather, a |
shorter historical period may provide a more accurate prediction of short-term
weather conditions. However, in rate cases 1ike this, the Commission is Tooking
for the "normal® temperature, whether or not that figure precisely coincides with
the temperature predicted in the near term. Moreover, the Commission has long
used a 30-year average to compute "normal" weather. The Commission therefore
finds that, until we are presented with more compelling evidence supporting the
use of a shorter period, we should continue to employ the 30-year average pro-
posed by the Staff. Thus, we adopt the Staff’s projected sales volume of
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17,275,217 Mcf and transportation volume of 6,647,215 Mcf, and find that a
combined throughput level of 23,922,432 Mcf is reasonable and prudent.

Net Operating Income

Using a fully-projected test year, Michigan Gas computed its net operating
jncome for 1990 to be $1,490,549. (Exhibit A-9, Schedule C-1.) The Staff, in
contrast, began with the utility’s 1988 net operating income of $3,478,000 and
made 12 adjustments in arriving at a level of $3,586,000 for 1990. With one
exception,1° these adjustments were confined to normalizing and updating 1988
data. Due to the Staff’s belief that the historical test year should be rigor-'
ously adhered to, neither.known, measurable, nor anticipated changes in the
utility’s expenses were included in the Staff’s computation.

In Tight of her recommendation regarding the selection of a test year, the
ALJ concluded that the Staff’s figure was more appropriate than the utility’s
proposal. Specifically, she indicated that "the purity of the test year" could
only be preserved by adopting the Staff’s computation of net operating income as
a starting point. (PFD, p. 50.) However, the ALJ again stated that the Staff’s
figure should be adjusted for known and measurable changes in Michigan Gas’s
operating expenses. We agree.

During our earlier discussion of the appropriate test year, we found that
some of the utility’s cost projections constituted mere budget requests. How-

ever, we further held that strict adherence to the Staff’s historical figures

s noted in our discussion of the parties’ proposed test years, the Staff
used a year-end analysis of Michigan Gas’s cost of service in recognition of the
fact that the utility’s operations during eariy 1988 reflected a temporary start-
up by its new management. In doing so, the Staff viewed Michigan Gas’s November
1988 other operation and maintenance expense (other 0&M expense) as representa-
tive of what these cost levels would have been for all 12 months had no transi-
tion been taking place. The Staff then applied CPI inflation factors of 5.1% and
5.2% for the years 1989 and 1990, respectively, to arrive at a 1990 level of
other O&M expense.
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would not provide the most accurate estimate of future income. We therefore
adopted the Staff’s historical data as a starting point, but held that those
figures should be revised to reflect known and measurable changes occurring after
December 31, 1988. For those same reasons, we adopt the Staff’s figure of
$3,586,000 as a reasonable estimate of Michigan Gas’s 1990 net operating income,
but further find that this figure should be adjusted for known and measurable

changes identified on this record.

Operating Expenses

Michigan Gas requested that several adjustments be made to the Staff’s

calculation of net operating income due to changes in certain expense levels.
The ALJ recommended that we adopt some of those proposed adjustments and reject
the rest. Although both Michigan Gas and the Staff except to her recommendations
regarding several proposed changes to operating expenses, no dispute exists with
regard to her conclusions on seven expense-related issues. For example, Michigan
Gas does not except to the ALJ’s recommendation that we deny the utility’s
request to increase the historical amount of other 0&M expense by $720,000 before
applying CPI inflation factors for 1989 and 1990. Similarly, the Staff raises
no specific exceptions11 to the ALJ’s recommendation that the Commission grant
the utility’s request to: (1) increase depreciation expense by $59,379 to
reflect the fact that the SCADA system was operational prior to the start of
1990; (2) increase depreciation expense by an additional $68,022 to reflect that,
according to record evidence for the 12 months ended Novémber\30, 1989, the Staff

had underestimated the utility’s actual depreciation costs; (3) raise the util-

11A’Ithough the Staff has generally excepted to the ALJ’s recommendation that
we make known and measurable changes to historical test year figures, the
Commission fully addressed, and ultimately rejected, this exception earlier in
today’s opinion and order.
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ity’s property tax expense by $9,000 due to the SCADA system becoming opera-
tional; (4) increase property tax expense by an additional $147,643 beyond the
Staff’s proposed increase due to other known and measurable plant additions made
during 1989; (5) increase the Staff’s probosed uncollectible expense by $12,304;
and (6) amortize the utility’s rate case expense for Case No. U-9112 at $94,076
annually for three years, rather than at the Staff’s proposed level of approxi-
mately $9,000 per year.

As noted above, no exceptions have been filed regarding the ALJ's recommen-
dations on these seven issues. The Commission finds that the ALJ’s recommenda-
tions are supported by the record and should be adopted. As for the other ad-

justments proposed by the parties, we will address each of these issues seriatim.

a. Maintenance Expense '

The Staff’s calculation of Michigan Gas’s net operating income included
$800,000 in maintenance expense. This figure was drawn from the utility’s books,
which indicated that it had spent that amount on maintenance during 1988. Claim-
ing that $800,000 was an unreasonably low amount to budget for maintenance ex-
pense during 1990 and beyond, the utility proposed that this figure be increased
by $218,000 annually. However, the ALJ rejected this proposed adjustment.
According to her, the fact that Michigan Gas spent $800,000 during calendar year
1988 and an identical amount during the 12-month period ended November 30, 1989
indicated that a maintenance expense of $800,000 per year is sufficient to allow
the utility to operate in a satisfactory manner.

Michigan Gas excepts to the ALJ’s rejection of the utility’s proposal to
increase its annual maintenance expense by $218,000. According to Michigan Gas,
its predecessor, Michigan Power, spent $1,018,000 on maintenance of the system
during 1986. Mr. Clemence asserts that the only reason annual maintenance
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expense did not remain at this level following SEMGE’s purchase of the franchise
is that many maintenance projects were deferred du?ing 1988 and 1989 in order for
the utility to "realize a modicum of profitability." (Tr. 876.) The utility
contends that this deferral of maintenance projects cannot continue indefinitely
without reducing the system’s safety and reliability. Therefore, Michigan Gas
asserts that we should increase the Staff’s allowance for maintenance expense by
$218,000.

We agree, in part, with the utility’s assertion. The fact that Michigan

Power previously spent as much as $1,018,000 annually to maintain this system

supports Michigan Gas’s claim that it was only able to reduce this expense to

$800,000 during 1988 and 1989 by deferring some maintenance. Furthermore, we
agree that system maintenance and repair cannot be deferred indefinitely without
adversely affecting safety and reliability. Thus, some adjustment should be made
to the level of maintenance expense proposed by the Staff and recommended by the
ALJ. However, Michigan Gas has failed to persuade us that maintenance expense
must immediately be increased by $218,000 per year. We therefore find that only
one-half of the utility’s proposed increase, or $109,000, should be authorized
at this time. Furthermore, we instruct the Staff to closely monitor the util-
ity’s actual spending on maintenance and repairs to verify that these additional

funds are being spent on system maintenance.

b. Appliance Sales

As had been the case with Michigan Power, a portion of Michigan Gas’s facil-
ities and labor has been dedicated to the sale of appliances such as gas stoves
and ranges. Because the sale of appliances constitutes a non-jurisdictional
activity, all costé related to this activity must be removed from the utility’s
jurisdictional expenses. Although the parties agreed that removal of appliance
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sale costs was necessary, they disagreed on the amount. The Staff proposed that
an additional $50,000 should be disallowed beyond the amount deducted in Michigan
Gas’s own books, resulting in an after-tax reduction of $33,000. (Exhibit S-27,
Schedule C-9.) The ALJ agreed with the Staff and incorporated this disallowance
into her calculation of Michigan Gas’s adjusted net operating income.

Michigan Gas excepts to the ALJ’s conclusion regarding appliance sale costs
on the grounds that the record does not support this disallowance. According to
the utility, the only evidence supporting this adjustment was a single sentence

in the testimony of Robert C. Mogis, an auditor in the Commission’s Gas Division,

stating that he "disallowed a net amount of $33,000 for appliance sales costs

over the amount recorded on the books of account due to audit findings." (Tr.
1831.) However, Michigan Gas points out, no explanation of these "audit find-
ings" was provided in the record.!? 1In contrast, the utility argues, Mr. Clem-
ence’s rebuttal testimony provided overwhelming evidence of the propriety of the
utility’s initial handling of these non-jurisdictional costs. Specifically,
Mr.. Clemence reviewed the Staff’s workpapers and discovered fhat the Staff: (1)
allocated too much square footage to appiiance sales, and (2) failed to use cur-
rent data when assigning salary expenses to these non-jurisdictional activities.
(Tr. 2050 and 2061.)

Although Mr. Clemence’s testimony on this issue is far from overwhelming,
we find that it is superior to the record evidence submitted by the Staff. The
Commission therefore holds that the Staff’s disallowance should be rejected and

that Michigan Gas’s operating expenses should be increased by $50,000.

2A1though a more detailed explanation of the reasons for this proposed
disallowance was provided on pages 30 through 32 of the Staff’s Initial Brief,
Michigan Gas properly notes that these "factual assertions” do not constitute
record evidence. Thus, we do not consider these assertions in formulating
today’s opinion and order.
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c. Sale and Leaseback of the Utility’s Motor Vehicle Fleet

Shortly after SEMGE purchased the utility, Michigan Gas sold its company
fleet to another subsidiary of SEMGE, Southeastern Michigan Engine Specialists
(Engine Specialists). The utility then leased the entire fleet of vehicles back
from Engine Specialists. According to Mr. Mogis, this arﬁangement unnecessarily
increased Michigan Gas’s annual vehicle expense. (Tr. 1831.) Despite the
utility’s assertions that this sale and leaseback could save the ratepayers money
due to the removal of these vehicles from ratebase, the ALJ recommended that we
adopt the Staff’s proposal to disallow $35,000 in gross expenses and $23,000 in
net expenses arising from this arrangement.

Michigan Gas excepts, and requests that we include these disallowed expenses
in the calculation of the utility’s net adjusted operating expenses. This excep-
tion is based on the utility’s assertion that the benefits of this sale and
leaseback outweigh any increases in Michigan Gas’s vehicle expense. The Commis-
sion disagrees.

Mr. Clemence admitted that the lease between the utility and Engine Special-
ists calls for the payment of an "interest element" based on the net book value’
of the fleet at the time of its transfer. (Tr. 2059-2060.) He further indicated
that the same rate would be applied until expiration of the Tease, despite the
fact that the vehicles will continue to depreciate throughout this period. Thus,
due to the lease’s failure to account for depreciation, the sale and leaseback
of the company fleet will actually require Michigan Gas’s ratepayers to pay
higher vehicle costs than if the utility had retained ownership of the fleet.
However, Michigan Gas has not shown any countervailing benefit to ratepayers from
this sale and leaseback. The Commission therefore finds that the Staff’s pro-

posed adjustment was proper and that Michigan Gas’s request should be rejected.
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d. Economic Development Expense

On April 29, 1986, the Commission issued an order in consolidated Cases Nos.
U-6490 and U-8455 in response to federal guidelines contained in the Public
Utility Regulatory Policies Act (PURPA). Section 303(b)(2) of Title III of PURPA
established an advertising standard for gas utilities that provides:

"No gas utility may recover from any person other than the
shareholders (or other owners) of such utility any direct or
indirect expenditure by such utility for promotional or
political advertising as defined in Section 304(b)."

The term "promotional advertising" was defined to mean any advertising for

the purpose of encouraging any person to select or use the service or additional.

service of the gas utility or the selection or installation of any appliance or
equipment designed to use the utility’s service.

With regard to advertising that promotes economic development in Michigan,
the April 29, 1986 order stated:

"The Commission also finds that advertisements which pro-
mote economic development in Michigan have a direct benefit
to ratepayers. This type of advertisement benefits both a
utility’s shareholders and ratepayers. Increased sales
could generate increased profits for shareholders and may
provide ratepayers with a benefit by increasing the base
over which fixed costs are spread, thus lowering the fixed
cost burden of each customer. Additionally, the public
interest is served through the creation of more jobs and the
development of a stronger, more diversified state economy.

* %k %

"Therefore, the Commission finds that utility advertising
to promote economic development and the reindustrialization
of Michigan should be allowed cost of service treatment.
However, the Commission stresses that such advertising pro-
grams must not be tailored to raid another Michigan util-
ity’s existing customers. . . . Cost of service treatment
for advertisements will not be permitted if those advertise-
ments are designed to encourage existing companies to switch
energy sources or to simply relocate from one Michigan Toca-
tion to another.

"Additionally, as a utility’s shareholders will also
benefit from advertising directed at improving Michigan’s
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economic climate, the Commission believes that the share-
holders should be required to pay a significant share of
those costs." (Order in consolidated Cases Nos. U-6490 and
U-8455, pp. 24-25.)
In light of Tanguage quoted above, Michigan Gas has taken steps to implement
a comprehensive economic development program that, according to the utility, is
not intended to divert customers from other Michigan utilities. According to
Thomas M. Sherman, the utility’s Manager of Marketing, the purpose of ‘this pro-
gram is to actively pursue industrial retention and to revitalize areas that have

already experienced industrial flight by bringing in new businesses. He stated

that Michigan Gas plans to spend a total of $140,700 in 1990 on: (1) economic.

development advertising, (2) pariicipation in organizations 1ike the Michigan
Electric and Gas Association Development Corporation and the Southwest Michigan
Uti]ity Alliance, and (3) the employment of two persons to run the program by
engaging in promotional and occasional Tegislatively-oriented activities.

The Staff objected to the utility’s request to recover all but $20,000 of
its economic development expense through its rates. According to Cornell D.
Pettiford, an auditor in the Commission’s Gas Division, it would be improper to
give cost-of-service status to these expense items for three reasons. First, he
stated that the utility failed to present the evidence required by the April 29,
1986 order in consolidated Cases Nos. U-6490 and U-8455 regarding "descriptions
of its advertising programs or the specific targets to which the advertising is
to be directed." (Tr. 1216.) Second, he indicated that the Staff’s position was
consistent with the Commission’s December 22, 1988 order in consolidated Cases
Nos. U-8812, U-8635, and U-8854, where Mich Con’s economic development advertis-
ing expense was disallowed. Third, he asserted that the amount of the utility’s
proposed economic development expense was not supported by historical data. The
Staff therefore argued that none of Michigan Gas’s $140,700 economic development
expense should be included in the calculation of net operating income.
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The ALJ concluded that Michigan Gas satisfied the requirements set out in
consolidated Cases Nos. U-6490 and U-8455. Specifically, she noted that
Mr. Sherman described in detail the various components of the economic develop-
ment program, indicated what specific problems exist with respect to economic
development in its service territory, testified about the specific activities the
utility intends to undertake, and identified the following as its target indus-
tries: (1) pulp and paper production, (2) food processing, and (3) auto parts
manufacturing. The ALJ went on to state that she was not persuaded by the
Staff’s argument regarding the Tack of an equivalent amount of economic develop-
ment expense during the historical test year. According to her, sufficient
information exists on the record to warrant inclusion of this $140,700 expense
as a known and measurable change to historical test year figures. However,
despite Michigan Gas’s claim that prior Commission orders only required utility
shareholders to absorb half of the advertising expenses related to economic
development, the ALJ went on to rule that shareholders and ratepayers should
split all economic development costs. She therefore recommended that only one-
half of the utility’s total economic development expense, $70,350, be included
in the computation of Michigan Gas’s net operating income.

The Staff excepts to this recommendation, renewin§ its claim that only
historical levels of economic development expense should be considered when
calculating the utility’s net operating income. Furthermore, based on its
assertion that Michigan Gas spent Tittle on economic development during 1988, the
Staff asserts that none of this proposed expense should be passed on to the
utility’s ratepayers. We disagree. Although this expense is less certain than
the other known and measurable changes adopted in today’s opinion and order, we
find sufficient evidence to warrant its inclusion. Furthermore, we find that the
ALJ’s recommendation to hold shareholders and ratepayers equally responsible for
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the reasonable cost of economic development activities is both reasonable and in
the public interest. In reaching this conclusion, we reaffirm our belief--stated
in our December 7, 1989 order in consolidated Cases Nos. U-8678, U-8924, and
U-9197--that, although utilities should not be given an open-ended authorization
to spend ratepayer money on economic development activities, the public inteﬁest
is served by the creation of more jobs, the development of a stronger, more
diversified economy, and the potential lowering of the fixed cost burden on rate-
payers. Accordingly, we reject the Staff’s exception regarding this issue and
adopt the ALJ’s recommendation to include $70,350 of Michigan Gas’s economic
development expense in the calculation of net operating income.

However, we also find that it would not be proper to require ratepayers to
finance any lobbying efforts that Michigan Gas may have contemplated as part of
its "legislatively-oriented activities." Instead, any lobbying by the utility
should be paid for solely by its shareholders.

e. Parent Company Tax Savings
The Staff proposed including a $297,000 income adjustment in the computation

of Michigan Gas’s net operating income. According to the Staff, this figure re-
flects Michigan Gas}s share of the annual tax savings SEMGE realized by acquiring
the utility. The Staff contended that because Michigan Gas is assigned part of
the common costs incurred by SEMGE and its subsidiaries, it should also be
entitled to.a share of the benefits derived from the consolidation, such as
reduced taxes. The Staff further asserted that use of the consolidated capital
structure, which includes the parent compény's interest expense when computing
the overall rate of return, demands that the tax savings arising from that
interest expense be accounted for; otherwise, $1.00 of parent company interest
requirements would be translated into $1.51 of revenues to cover that interest.
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Despite the utility’s arguments in opposition to this proposal, the ALJ recom-
mended that we adopt this adjustment.

Michigan Gas excepts to this recommendation. The utility claims that, con-
trary to the Staff’s assertions, Michigan Gas is only assigned costs that are
directly attributable to its own gas distribution activities. Thus, Michigan Gas
contends, the utility pays only its own costs and not those of the consolidated
group. Furthermore, the utility argues that it is inconsistent for the ALJ to
recommend the sharing of this parent company tax savings in Tight of her earlier

conclusion that no return of or on the acquisition adjustment should be allowed

since ratepayers received no direct benefit from this consolidation. We disagree

with both of these arguments.

Despite Michigan Gas’s assertion that it pays only those costs that are
directly attributable to its own activities, the record shows that SEMGE also
assigns a significant amount of indirect expenses to this utility. Furthermore,

we find that the utility has again misinterpreted the standard applied by the ALJ

regarding returns of and on acquisition adjustments. As stated earlier, the test

is not whether one or two isolated benefits arise from the change in ownership,
but rather whether the overall effect of the acquisition was beneficial to rate-
payers. Thus, the existence of this tax benefit and its partial assignment to
Michigan Gas’s ratepayers is not inconsistent with the denial of the utility’s
request for favorable treatment of its acquisition premium. We therefore find
that the ALJ’s recommendation regarding the parent company tax savings should be

adopted.

Remaining Issues
Two additional adjustments are required when computing net operating income.
The first reflects the tax effect of the interest implicit in the capital struc-
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ture. This adjustment, which results in an increase of $38,043 in net operating

income due to a reduction in income tax, is computed as follows:

Rate Base $55,487,496
Weighted Cost of Debt x 4.08%
Required Interest Expense $ 2,263,890
Booked Interest Expense - 2,152,000

Increased Interest Deduction $ 111,890

Federal Income Tax Rate - X _34%
Income Tax Savings $ 38,043

The second adjustment reflects the impact of the JDITC contained in the
capital structure. This adjustment, which recognizes the tax consequences of
interest synchronization, leads to an increase of $21,860 in the utility’s net

operating income, and is computed as follows:

Rate Base $55,487,496
Percent of JDITC in Capital Structure X 2.84%
Amount of JDITC in Rate Base $ 1,575,845
Weighted Cost of Debt X_4.08%
Gross Interest Synchronization $ 64,294
Federal Income Tax Rate X__34%
Tax Savings Due to Interest Synch. $ 21,860

None of the parties have disputed the need for, nor the method of computing,

these two adjustments.

Conclusion

Based upon the discussion and findings set forth abové, the Commission finds
the utility’s adjusted net operating income to be $3,546,508. This figure is
computed as follows:
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Gross Net

Net Operating Income:

(per Staff Exhibit S-27) $3,586,0Q0
Adjustments Increasing Expenses:
Depreciation from SCADA System (59,379) (39,190)
Other Depreciation through
November 30, 1989 (68,022) (44,895)
Property Tax on the SCADA System (9,000) . (5,801)
Other Property Tax through
November 30, 1989 - : (147,643) (95,156)"
Rate Case Expenses (from U-9112) (85,076) (54,831)
Uncollectibles Expense (12,304) (7,930)
Maintenance Expense (109,000) (70,251)
Appliance Sales Expense (50,000) (33,000)
Economic Development Expense (70,350) (45,341)

Adjustments Decreasing Expenses:

Parent Company Tax Savings "~ 297,000 297,000
Interest Implicit in Capital Structure 111,890 38,043
Interest Synchronization 64,294 21.860

Adjusted Net Operating Income: $3,546,508

13A1though the Staff did not except to the gross amount of the ALJ’s adjust-
ment regarding increases in the utility’s property tax expense due to miscella-
neous plant additions, it did except to the net figure of $104,089 used in
computing Michigan Gas’s adjusted net operating income. We find that the Staff’s
exception--to the effect that the ALJ made a mathematical error in computing the
after-tax effect of this adjustment--was correct and that the proper net
adjustment should be $95,156.
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VII.
REVENUE DEFICIENCY
Having determined Michigan Gas’s rate base, overall rate of return, and
adjusted net operating income, the computation of the utility’s revenue defi-
ciency is relatively straight-forward. This computation, as set forth below,

leads us to find that the utility’s revenue deficiency totals $3,244,430.

Description Amount
Rate Base . . $55,487,496
Overall Required Rate of Return X _10.16%
Required Income $ 5,637,530
Less: Adjusted Net Operating Income -_3.546,508
Income Deficiency $ 2,091,022
Revenue Multiplier x_1.5516
Revenue Deficiency $ 3,244,430
VIII.
RATE DESIGN

Having established Michigan Gas’s revenue deficiency, the Commission must
now design rates and establish or modify certain rules for the utility's
customers, both sales and transportation. Testimony and exhibits supporting

specific proposals were submitted by Michigan Gas and the Staff.

Rate Restrucfuring

Michigan Gas proposed to restructure its rates in two important ways.
First, based on an analysis of its customers’ load and usage characteristics, the
utility proposed revising its rate classes. Specifically, it suggested: (1)
jncorporating all large and firm transportation customers into a single rate
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class, (2) creating a new grain drying class, and (3) combining rate classes
GS-2, GS-3, and GS-4 into one rate class, entitled "large general service." The
ALJ recommended that we adopt this proposal, and no exceptions were filed
regarding this issue. The Commission finds that this recommendation is supported
by the record and should be adopted.

By way of its second proposal, Michigan Gas requested that it be allowed to
implement seasonal rates for the sale and transportation of gas. Because a
higher percentage of the utility’s. demand-related costs are required by peak
usage, and because Michigan Gas’s system peak occurs during the winter, this
proposal calls for higher base rates during the winter and lower rates during the
summer. According to the utility, those seasonal rates better reflect the cost
of service than rates that remain the same throughout the year.

During the hearings, the Staff indicated that it "agreed in principle" with
this proposal. (Tr. 1586.) However, William G. Aldrich, a cost of service
specialist in the Commission’s Gas Division, warned that seasonal rates could
prove unpopular with customers because they would increase base rates during the
part of the year when most customers are already receiving their highest gas
bills. Furthermore, he noted that low load factor customers (e.g., residential
space heating customers, whose gas use is significantly higher in the winter)
could experience significantly higher rates than they would péy if the distribu-
tion charge was the same all year. Despite these concerns, the Staff originally
recommended that Michigan Gas’s seasonal rate proposal be approved on a one-year
trial basis. In its initial brief, however, the Staff changed its position and
asked that seasonal rates not be adopted in this case. This change arose, at
least in part, from our issuance of the December 21, 1989 order in Case No.

U-9185--Michigan Gas’s 1989 GCR plan case--in which we rejected the utility’s
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proposal to implement monthly GCR factors that charged higher prices in the
winter and lower prices in the summer.

" The ALJ concluded that our order in Case No. U-9185 should not affect
whether seasonal rates are adopted in the present case. According to her, there
was "nothing in the record on which to substantiate rejection of such factors."
(PFD, p. 61.) She therefore recommended that seasonal rates be adopted despite
the Staff’s objection.

The_Staff excepts to this recommendation on several grounds. For example,
jt asserts that the present situation is much like that addressed by our
December 21, 1989 order in Case No. U-9185. According to the Staff, the seasonal

rates proposed in this rate case would have the same effect on many ratepayers

" as the monthly GCR factors proposed by Michigan Gas in Case No. U-9185; costs

would rise during the winter, when heating bills are already the highest. Thus,
the Staff argues, we should treat the utility’s request for seasonal rates the
same as we treated its request for monthly GCR factors. Thé Staff further
asserts that, contrary to the ALJ’s belief, Mr. Aldrich’s testimony regarding the
effect on Tow load factor customers supports the rejection of seasonal rates in
the present case. We agree.

Although our prior ruling regarding Michigan Gas’s request for monthly GCR
factors in Case No. U-9185 is not controlling, we do find it to be instructive.
Specifically, that order expresses the Commission’s belief that seasonal rates
are not desirable. For example, whether dealing with the non-gas component (base
rates) or the gas component (GCR factors) of an average customer’s bill, increas-
ing the size of the bill during winter months can have Serious consequences. As
noted in our December 21, 1989 order in Case No. U-9185, this is particularly

true with regard to certain residential space heating customers who need state
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assistance to heat their residences. Thus, we reject the utility’s proposal to

implement seasonal rates for any of its customers.

Gas Allocation and Curtailment Rule Changes

Both Michigan Gas and the Staff proposed replacing the utility’s gas alloca-
tion and curtailment rules with a new set of rules that, among other things,
better recognizes the advent of gas transportation. Each set of proposed rules
specifies how the utility will handle curtailment due to lack of gas supply as
well as curtailment due to lack of capacity. In addition, the Staff proposed
modifying Michigan Gas’s current interruptible service rate schedule to make it
clear that the utility’s obligation to serve ends following the issuance of
proper notice. The Staff further proposed that Section F6.2 of the utility’s
existing rules, entitled "Indemnification of the Company," be eliminated and that
Section F3.3, concerning transportation customers’ gas nominations, be revised.
The utility consented to the adoption of the Staff’s proposed changes. (Michigan
Gas’s Initial Brief, p. 103.)

Due to the lack of dispute among the parties, the ALJ recommended that we
adopt the Staff’s proposed rule changes. No exceptions have been filed concern-
ing this recommendation. The Commission finds that this recommendation--concern-
ing adoption of the Staff’s proposed Rule B3, Controlled Service, and Rule B4,
Curtailment of Gas Service, as well as the proposed amendments to the utility’s
interruptible service schedule and Section F3.3 of its Rules and Regulations for
Gas Transportation Customers--is supported by the record and should be adopted.
Attached to the original of this order is a copy of the revised rules and regula-
tions. Due to their length, the rules and regulations are not attached to copies
of this order. However, they are available upon request or may be examined at
the Commission’s offices.

Page 60
U-9323



Cost Allocation and Rate Design

Both Michigan Gas and the Staff submitted testimony and exhibits supporting
specific cost allocation and rate design proposals. Mr. Laderoute, who presented
the utility’s proposal, testified that Michigan Gas’s predecessor--Michigan
Power--never performed a detailed cost-of-service allocation study. Mr. Lader-
oute also stated that the settlement agreement adopted in Case No. U-9112 used
the utility-sponsored cost-of-service allocation study to assign the revenue
increase to each rate class. Thus, he testified that Michigan Gas’s rates pres-
ently reflect some notion of a cost basis from an interclass standpoint, but not
on a rate design basis. According to Mr. Laderoute, the uti]ity’s cost alloca-
tion and rate design proposal in this case is intended as the final step in
achieving fully cost-based rates.

Mr. Laderoute testified in detail about the background theories underlying
cost-of-service allocation methods, particularly those concerning the cost-of-
service study he performed. He stated that a key factor in his study is the
allocation of demand costs. He used the relative system utilization method (the
RSUM method) to allocate these demand costs to various customer classes.
According to Mr. Laderoute, the RSUM method takes into account gas use throughout
the year, but gives more weight to the system’s highest monthly average daily
demand. In using the RSUM method, Mr. Laderoute developed a cost allocation
study and a rate design that were "time differentiated." (Tr. 77.) Specifi-
cally, he used two costing periods, on-peak (November through April) and off-peak
(May through October).

The Staff proposed allocating demand costs using the average and peak (A&P)
method, which apportions costs based on two components: (1) the average demand,

and (2) the peak demand. A weighted average is developed from a capacity (peak)
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allocation factor and a commodity (average use) factor. Mr. Aldrich testified
that by using the A&P method, the Staff developed a rate design proposal that
will permit Michigan Gas to recover 100% of the costs allocated to each of the
following three customer groups: (1) residential, (2) GS-1, GS-2, grain drying,
and firm transportation, and (3) interruptible sales and interruptible transpor-
tation.

However, Mr. Aldrich went on to state that, to prevent inequities to cus-
tomers and revenue loss to the utility, the Staff did not adhere to strict cost-

of-service rates for each rate class within these three broad groups. According

to Mr. Aldrich, strict adherence to cost-of-service principles in this case would

have resulted in large rate increases for some classes while granting significant

14 This, he claimed, would violate fhe principle of

rate decreases to others.
"gradualism" and create significant rate shock. (Tr. 1584.) Furthermore, he
testified that it would have changed the break-even points between several rate
classes, causing many customers to migrate from one rate class to another.
Mr. Aldrich went on to state that this customer migration would Tikely result in
a revenue shortfall for the utiiity because customers would end up paying lower
rates than it was assumed that they would pay. To reduce these inequities and
to lessen the potential for customer migration, the Staff’s proposal deviated
from true cost-of-service rates in five ways: (1) the revenue requirement for
the GS-1 rate class was reduced by $400,000; (2) the revenue requirement for the
grain drying rate class was reduced by $11,000; (3) the GS-2 rate class revenue

requirement was raised by $100,000; (4) the revenue requirement for firm trans-

portation customers was held constant, rather than being reduced by $300,000; and

Yaccording to the record, strict application of cost-of-service principles
would increase GS-1 rate by 35%, grain drying rates by 36%, and interruptibie
sales rates by 76%, while decreasing firm transportation rates by 26%. (Tr.
1584.)
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(5) interruptible sales and interruptible transportation rates were designed so
that the utility would be revenue indifferent if customers switched from one rate
class to the other.

Due to the different approaches used by Michigan Gas and the Staff, signifi-
cant dispute arose regarding several cost allocation and rate design issues. We

will deal with each of these issues seriatim.

a. Demand, or Capacity-Related, Costs

The ALJ recommended that the Staff’s A&P method be used to allocate demand

costs (commonly referred to as capacity-related costs). In doing so, she recog-'

nized that, while the Commission has never employed the RSUM method to allocate
costs, we have repeatedly adopted the A&P method. Due to the Commission’s
consistent adherence to the A&P method, the ALJ believed that further analysis
of the RSUM method was needed before it is used to allocate costs in rate cases
like this.

Michigan Gas excepts to this recommendation on two grounds. First, claiming
that the RSUM method is superior to the A&P method when designing seasonal rates,
the utility argues that the ALJ’s support of the Staff’s methodology is incon-
sistent with her recommendation to adopt seasonal rates. Secohd, the utility
asserts that the fact that nearly 70 pages of testimony were submitted in support
of the RSUM method, coupled with the fact that the Commission has seen this
method in three earlier cases, indicates that the RSUM method is valid and reli-
able. Thus, Michigan Gas claims, it can be adopted without the need for further
analysis.

The Commission finds that neither of these arguments are well-taken.
Although the RSUM method may prove superior in designing seasonal rates, today’s
order rejects the use of seasonal rates by this utility. Furthermore, we find

Page 63
U-9323



that the mere volume of testimony offered in support of a position does not have
a direct correlation to the position’s validity. Moreover, of the three cases
cited by the utility in which the RSUM method was proposed, its use was specifi-
cally rejected in Cases Nos. U-8897 and U-9185, Michigan Gas’s 1988 and 1989 GCR
plan cases, respectively. The third case, Case No.U-9112, was settled by the
parties and required no Commission findings regarding either the validity or the
reliability of the RSUM method. We therefore find that all demand or capacity-
related costs, such as the cost of .the utility’s distribution plant, should be

assigned to utility customers by way of the Staff’s A&P method.

b. Adjustments to Ensure Gradualism

As with the demand cost issue, the ALJ adopted the Staff’s request not to
strictly adhere to cost-of-service rates for each rate class. She agreed with
Mr. Aldrich that the Staff’s proposed rate design would better allow the
Commission to move toward cost-of-service-based rates in a gradual manner, thus
avoiding excessive rate shock. The ALJ therefore recommended that we adopt the
five adjustments to true cost-of-service rates proposed by the Staff and listed
on pages 62 and 63 of this order.

Michigan Gas excepts to this recommendation on the grounds that the record
clearly shows that no rate shock will result from the imposition of strict cost-
of-service rates. We disagrée. The only record evidence cited in support of
Michigan Gas’s claim that no rate shock will occur is an uncorroborated assurance
to this effect by Mr. Laderoute. We find this testimony insufficient to convince
us that no rate shock will occur and that we may safely abandon the principle of
gradualism regarding rate increases. Furthermore, we note that Mr. Aldrich’s

five proposed adjustments are revenue-neutral with regard to the utility. We

Page 64
U-9323



therefore find that the five adjustments proposed by the Staff and recommended
by the ALJ should be adopted.

c. Uncollectibles

Based on a study that indicated that almost 75% of Michigan Gas’s uncollect-
ible expense comes from its residential customers while several other rate
classes cause none of this expense, the utility proposed allocating 75% of this
expeﬁse to its residential rate class. In.contrast, the Staff allocated uncol-
Jectibles on the basis of total cost of service, arguing that customers who pay
their bills should not be held accountable for the bad debts of others in their
rate class. The ALJ agreed with the Staff, and recommended that we adopt its
allocation of uncollectibles.

In its exceptions, Michigan Gas renews its argument that unless 75% of these
costs are assigned to existing residential customers, other rate classes will be
unfairly required to subsidize the residential rate class. The Commission dis-
agrees. -This expense is not caused by some characteristic common to all members
of the residential rate class. Instead, it results from the actions of a few
individuals that happen to have been assigned to that rate class. We therefore
find that the Staff has properly viewed uncollectible expense as part of the
utility’s overall cost of doing business. Accordingly, the Commission holds that
this expénse should be apportioned among the various rate classes on a total

cost-of-service basis, including the cost of gas for sales customers.

d. Customer Accounts Expense

Michigan Gas proposed that customer accounts expense be allocated to each
rate class on the basis of average customer count. This proposal was based on
Mr. Laderoute’s assertions that because the utility’s billing and accounting
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functions are now computerized, it costs no more for a large customer to be
billed than a small customer. The Staff, relying on the testimony of Mr. Ald-

rich, proposed using weighted customer allocation factors to assign these costs

to various rate classes. The Staff’s allocation factors were based on each rate

class’ relative share of all customer-related plant costs. The ALJ recommended
adopting the utility’s proposal based on Michigan Gas’s use of computerized
billing and accounting programs.

In its exceptions, the Staff argues that all customers should not be alle-
cated the same amount of these costs. Specifically, the Staff asserts that the
ALJ’'s recommendation ignores the fact that meter reading costs attributable to
Targe volume and many interruptible customers greatly exceed those of residential
customers. It therefore claims that we should use weighted customer allocation
factors, which are primarily related to the length and composition of a cus-
tomer’s service extension and the cost of the customer’s meter or meters.

The Commission finds the Staff’s argument to be persuasive. As noted by
Mr. Aldrich, use of the weighted customer approach for allocation of customer
account expense is consistent with past Commission practice. (Tr. 1589-1590.)
For example, weighted customer allocation factors were adopted in our December 7,
1989 order iﬁ consolidated Cases Nos. U-8678, U-8924, and U-9197, Consumers’ most
recent rate case. Furthermore, we find that the Staff’s approach recognizes the
Tikelihood that customers having the more sophisticated and complicated service
equipment and meters require more time and effort for the reading of their

meters.

e. Gas Storage Costs

As recognized by the parties, the Commission has recently taken the position

that gas storage costs should generally be allocated based on each rate class’s



share of peak-day usage. However, because the only storage available to Michigan
Gas at the time of these hearings was based on an interruptible lease agreement
between the utility and Consumers, the Staff noted that gas storage may not be
available on the peak day. Thus, the Staff concluded that the peak day
allocation method would not be appropriate in this case. Instead, the Staff
proposed that "storage costs be allocated based on a 50/50 split between winter
throughput requirements and annual gas sales volumes." (Staff’s Initial Brief,
p. 65.) According to the Staff, this dual- allocation recognizes that Michigan
Gas’s use of storage serves two purposes: (1) increasing the availability of
winter throughput, and (2) reducing the cost of gas for the utility’s sales
customers.

The utility objected to the Staff’s allocation of gas storage costs due to
the fact that it assigned a portion of these costs to transportation customers.
According to Mr. Laderoute, these costs should be assigned exclusively to the
utility’s sales customers because gas storage is a supply option, not a capacity
option. The ALJ noted that the benefits of gas storage are more closely related
to sales customers. However, she agreed with the Staff that some indirect bene-
fits accrue to transportation customers from Michigan Gas’s use of storage and
that rate design should account for these benefits. The ALJ therefore recom-
mended that we adopt the Staff’s allocation of the utility’s gas storage costs.

Michigan Gas excepts to the ALJ’s recommendation on two grounds. First, it
renews its claim that because transportation customers do not store gas on the
utility’s system, it is unfair to allocate any storage costs to them. Second,
the utility claims that no indirect benefit accrues to transportation customers
due to Michigan Gas’s use of storage. The utility therefore asserts that all
storage costs should be a§signed to its sales customers and none to its trans-
portation customers. We disagree.
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Despite the utility’s claims to the contrary, we find that transportation

" customers do receive an indirect benefit from Michigan Gas’s use of gas storage.

Specifically, by storing gas for use during the winter months, Michigan Gas has
available more capacity in interstate pipelines as well as at several pipeline
interconnects during that time. This capacity, which might otherwise be used for
the shipment of system supply or other contract gas, is therefore available for
the transportation of gas for the utility’s transportation customers. In Tight
of this benefit, we find that it is not unfair to allocate less than 10% of

Michigan Gas’s storage costs to its transportation customers, as is done by the

Staff’s proposa1.15 The Commission therefore adopts the ALJ’s recommendation

and finds that the Staff’s allocation of gas storage costs should be used in this

case.

f. Allocation of General Plant

The Staff’s cost-of-service study allocated the cost of Michigan Gas’s
general plant--which includes miscellaneous items like office buildings, furni-
ture, computers, vehicles, tools, telephone systems, and Taboratory equipment--on
the basis of plant ratios. Thus, general plant expenses were assigned to rate
classes in the same manner as the utility’s distribution plant costs. Michigan
Gas, on the other hand, allocated these costs on the basis of labor ratios.
According to Mr. Laderoute, the utility’s method of allocating general plant
costs was superior because it acknowledged that a portion of Michigan Gas’s

genefa] facilities "are a function of the number of customers." (Tr. 1961.)

5As reflected on Exhibit S-29, Schedule F-9, only $463,580 of the utility’s
$4,719,646 of gas storage costs were assigned to transportation rate classes by
the Staff’s proposal. This constitutes only 9.8% of the entire gas storage
costs.
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In addressing this dispute, the ALJ stated that the Staff had not pursued
this issue in either its initial brief or its reply brief. She concluded from
this that the utility’s approach must have been more generally accepted. Thus,
she recommended that we adopt Michigan Gas’s proposal to allocate general plant
on the basis of labor ratios.

The Staff excepts to this recommendation on several grounds. First, it
points out that this issue was fully addressed on pages 69 and 70 of the Staff’s
initial brief. Second, it notes that distribdtion plant ratios used in the

Staff’s allocation reflect, to a large degree, the number of customers in the

various rate classes. Third, the Staff points out that its methodology was

adopted in our December 7, 1989 order in consolidated Cases Nos. U-8678, U-8927,
and U-9197, Consumers’ most recent rate caée} Fourth, because the utility’s
general plant constitutes a minute portion of its total rate base, the Staff
argues that recognition of the utility’s allocation methodq]ogy would have little
effect on total cost allocation and the final rates established by this order.
The Staff therefore asserts that we should adopt the Staff’s allocation of
general plant, as we did in Consumer’s recent rate case. We agree.

Any cost allocation method is to some extent a matter of judgment. In the
broad sense, no customer should be assessed more than the cost of serving that
customer. barried to an extreme, each customer should have a separate computa-
tion based upon the amount of computer and telephone time spent on the customer,
the number of service calls made to his or her facility, and the cost of the
tools used to establish, maintain, or disconnect the customer’s service.
Obviously, the resources required to make‘such a computation for each utility
customer would greatly exceed any resulting benefit and probably would be correct

only for the time period analyzed. Thus, particularly when dealing with rela-

Page 69
U-9323



tively small amounts like those comprising the utility’s general plant, another
allocation methodology must be adopted. ‘

In the final judgment, the question is not whether a more exact method can
be constructed; rather, the question is whether the method and result are reason-
able. Here, the allocation method proffered by the Staff and fully explained in
both Mr. Aldrich’s testimony and the Staff’s initial brief is the same as that
used in prior cases. Furthermore, we find that it is an accepted and reasonable
way to allocate the costs of the utility’s general plant. The Commission there-

fore adopts the Staff’s allocation of these costs.

g. Monthly Service Charges

Michigan Gas proposed to significantly increase several of its monthly
service charges. As reflected on Exhibit A-11, Schedule F-5-1, the utility
planned to raise its service charges by $3 for the residential rate class, by $9
for its GS-1 rate class, by an average of $26.40 for its grain drying rate class,
and by $45 for customers currently taking service under its GS-2 rate class.'®
In contrast, the Staff’s proposed rate design would only raise the monthly serv-
ice charge for the GS-1, GS-2, and grain drying rate classes. Furthermore, the
Staff’s proposed increase for each of these three rate classes was much Tower
than that envisioned by Michigan Gas.

Much of the difference between the parties’ proposals arose from their
different readings of the Commission’s January 18, 1974 order in Case No. U-4331.
In that order, the Commission took several steps to design rates in a way that

would provide gas customers with an economic incentive to conserve this finite

18ps discussed earlier, Michigan Gas is being allowed to combine rate
classes GS-2, GS-3, and GS-4 into a single rate class called "large general serv-
jce." Under the utility’s proposal, this new rate class would have a monthly
service charge of $60. This is $45 more than the existing service charge for the
GS-2 rate class.
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natural resource. First, the Commission replaced declining block rates, which
had allowed customers to pay less per Mcf for each incremental block of gas
purchased, with flat rates. Second, it allocated more of the gas utility’s fixed
costs to its commodity charge and less to its monthly service charges. In limit-
ing the amount of costs that could be passed on to ratepayers as part of the
service charge, the Commission stated as follows:

"The maximum allowable service charge would be Timited to

those costs associated directly with supplying service to a

customer. Only costs associated -with metering, the service

lateral, and customer billing are includable since these are

the costs that are directly incurred as a result of a cus-

tomer’s connection to the gas system." (January 18, 1974

order, p. 30.)

That language has led to much of the dispute over Michigan Gas’s monthly
service charges. The Staff gave this Tanguage a strict interpretation, conclud-
ing that only direct customer costs--service line costs, meter and regulator
costs, and customer billing and collection costs--should be recovered through a
customer service charge. In contrast, Michigan Gas read this language as allow-
ing recovery of both direct and indirect costs arising from having the customer
attached to the utility’s system. In assembiing the various direct and indirect
costs that it proposed to collect through monthly service charges, the utility
used the "basic customer approach." According to Mr. Laderoute, this approach
includes in service charges:

"[Tlhe costs of return and associated income taxes associ-

ated with meters, meter installations, house regulators, and

service plant in service on the rate base side of the reve-

nue requirements. It also includes, on the income statement

side, the costs of meter reading and customer records and

collection." (Tr. 92.)
Mr. Laderoute went on to state that because other expenses within his cost allo-
cation study are, in turn, a function of these costs, they should be included in

the "basic customer approach."
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The ALJ agreed with the Staff that the January 18, 1974 order in Case No.
U-4331 allowed for a much narrower range of cost to be included in monthly
service charges than represented by Michigan Gas’s proposal. Because she felt
that the utility had not provided sufficient justification for abandoning the
position announced in that order, the ALJ recommended that we adopt the customer
charges proposed by the Staff.

Michigan Gas excepts to this recommendation. The utility argues that,
contrary to the ALJ’s conclusion, it did provide sufficient justification for
abandoning the Commission’s long-held position. Specifically, Michigan Gas cites
Mr. Laderoute’s rebuttal testimony where he states that the'energy situation is
different today than it was when the Commission issued its order in Case No.
U-4331. The utility further argues that the ALJ’s adherence to the Titeral
application of Case No. U-4331 leads to the improper subsidization of small
customers by large customers. However, we find that these arguments are not
well-taken.

From a review of the record, it appears that Michigan Gas has not provided
sufficient justification for abandoning the position announced in Case No. U-
4331. Although the country is no longer in the throes of the energy crisis
created by the OPEC oil embargo of the early 1970s, this Commission is not
prepared to state, as Michigan Gas would have us do, that there is no need for
economic incentives to conserve finite resources like natural gas. Furthermore,
we find no record evidence to support the utility’s claim that continued adher-
ence to Case No. U-4331’s standards regarding monthly service charges will result
in the improper subsidization of small-volume customers by the utility’s large-
volume customers. The Commission therefore adopts the ALJ’s recommendation to

implement the monthly service charges proposed by the Staff.
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h. Interruptible Rates

in preparing its cost-of-service study, Michigan Gas shifted a portion pf
peak capacity costs from interruptible customers to firm customers. According
to the utility, this was necessary to reflect the fact that, due to the threat
of curtailment, interruptible gas service is of much less value to a customer
than firm gas service. The Staff objected to this proposed adjustment, claiming
that it distorts the measure of the true cost of serving interruptible customers.
Specifically, the Staff stated that because Michigan Gas is capable of providing
service to interruptible customers in all but the most extreme conditions, there
is little need for special treatment of those customers in a cost-of-service
study. Furthermore, the Staff believed that its proposed rates for interruptible
customers were already sufficiently low in comparison to the rates it proposed
for firm sales customers. The ALJ agreed with the Staff. Although recognizing
that interruptible service is of less value than firm service, she concluded that
the rates proposed by the Staff adequately reflect the difference in value. The
ALJ therefore recommended that we reject the utility’s request to lower the rate
for interruptible customers and, instead, adopt the Staff’s position on this
issue.

Michigan Gas excepts to this recommendation. Although admitting that the
Staff had proposed lower rates for interruptible customers than for firm cus-
tomers, the utility points out that this price difference arises solely from the
load and usage characteristics of interruptible customers. Michigan Gas there-
fore argues that, due to the possibility of interruption, rates for its inter-
ruptible customers should be even Tower than those proposed by the Staff.

The record indicates that, during the last five years, Michigan Gas has only
interrupted service to these customers on one occasion. We therefore agree with
Mr. Aldrich’s assessment that the likelihood of interruption is "very small."
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(Tr. 1642-1643.) Furthermore, we find that the Staff’s cost-of-service-based
rates for interruptible customers are sufficiently lower than firm customers’
. rates so as to eliminate the need for the utility’s proposed value-of-service
subsidy. The Commission therefore finds that the Staff’s position regarding

interruptible rates should be adopted.

Transportation Service, Rates, and Surcharges

During the past few years, the gas industry has undergone, and is under-
going, significant changes. As with most gas utilities in this state, Michigan
Gas is shifting from a role as a local distribution company that provides all
gas-related services to its customers to a ro]é as a provider of a number of
unbundled, separate services. In the past, Michigan Gas planned its system and
its gas supply purchases to meet the needs of its customers: if gas was to be
purchased in the uti]ify’s service territory, it was purchased only from Michigan
Gas. This situation required the utility to have gas available for sale when its
customers wanted to purchase gas. It also dictated the construction and con-
figuration of Michigan Gas’s system.

Michigan Gas’s role has now changed. The utility has revised its method of
operation to provide for new services, which has resulted in the bifurcation of
its business into the transportation of custoher-owned gas and the sale of util-
ity-owned gas. Under a transportation program, customer-owned gas is received
into and moved through Michigan Gas’s system for delivery at the customers’
premises. The utility’s traditional role continues under its sales program.
However, while Michigan Gas now transports for, rather than sells to, a number
of customers, the distribution system is still one that was constructed for the
utility’s prior sales-only operation. Moreover, due to the intermingling of
sales and transportation customers throughout Michigan Gas’s service territory,
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it is, in the Commission’s judgment, unlikely that a separate transportation
distribution system will be developed. We therefore find it necessary to
establish a transportation program for Michigan Gas that allows the utility to
make use of its existing system in a manner that neither favors transportation
over sales nor sales over transportation.

Both Michigan Gas and the Staff proposed comprehensive transportation pro-
grams. Because both parties appear to have based their proposals on the program
established for Mich Con in consolidated Cases Nos. U-8635, U-8812, and U-8854,
there is limited dispute among the parties regarding the establishment of trans-

portation service, rates, and rules.

a. Implementation of the Transportation Program

Michigan Gas proposed to implement a program, allowing for both firm and
interruptible transportation service, in a transitional manner. Under this
program, all existing transportation customers presently receiving service under
1929 PA 9 (Act 9) that have reserved system supply gas would be given an oppor-
tunity to contract for the same or some reduced Tevel of entitlement. After each
of these customers has had this opportunity, the utility would offer existing Act
9 customers or new transportation customers the chance to reserve additional or
new back-up supply to the extent that system supply is available. Michigan Gas’s
proposal then indicated that transportation customers would be given an opportu-
nity to renominate amounts of gaé on the anniversary date of their transportation
contracts, October 31. The Qti]ity’s proposal went on to state that if the final
order in this case was not issued until after October 31, 1989, new Act 9 con-
tracts would be issued that would expire 12 months later. Michigan Gas further
proposed filing special Act 9 transportation contracts used to attract prospec-
tive incremental loads, like coal displacement and economic development loads.
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Due to the lack of opposition to these proposals, the ALJ recommended that
we adopt the utility’s general proposals regarding the implementation of its
transportation program. No exceptions were filed regarding this recommendation.
We find that the ALJ’s recommendation is supported by the record and should be
adopted, with one change. As noted in our December 7, 1989 order in consolidated
Cases Nos. U-8678, U-8924, and U-9197, once a system of tariffed transportation
service has been created--as it has in this case--under 1939 PA 3 (Act 3), the
utility should cease signing new Act 9 contracts. Thus, the Commission finds
that although Michigan Gas should be given sufficient flexibility to attract
incremental loads like coal displacement and economic development loads, this
should be accomplished through the use of Commission-approved Act 3 contracts

instead of new Act 9 contracts.

b. System Supply Entitlement Service (SSES

Michigan Gas proposed that both firm transportation service (FTS) and inter-
ruptible transportation service (ITS) customers be allowed to use the utility’s
system supply gas as a back-up source of fuel. To do so, Michigan Gas planned
to impose a system supply entitlement charge (SSEC) that would have to be paid
by any FTS or ITS customers that wanted this service. In consideration of the
payment of the SSEC, the utility would, in effect, continue to plan for the
transportation customer’s supply needs. The utility proposéd using a demand-type
SSEC charge. Any transportation customers that chose not to participate in the
SSES would not be eligible to use system supply gas. They would, however, be
required to sign an affidavit attesting to their election not to avail themselves
of the SSES. Under this proposal, the SSEC would be calculated each year in

Michigan Gas’s GCR proceedings.
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The Staff, although generally supporting this proposal, felt that two revi-
sions should be made. First, it proposed that a flexibie volumetric SSEC of
between 20¢ and $1.50 per Mcf be adopted instead of the utility’s demand-type
charge. This volumetric SSEC would be equal to the system’s unavoidable pipeline
charges (UPC), and would vary with changes in the utility’s UPC and projected
sales volumes during the course of the GCR period. Michigan Gas did not oppose
the volumetric approach proposed by the Staff, but requested that imposition of
the Staff’s SSEC be timed to commence with- the utility’s 1991 GCR plan.

The ALJ recommended that an SSES be established, that Staff’s flexible
volumetric approach be used to compute the SSEC, that the affidavit requirement
be adopted, and that the SSES be timed to commence with Michigan Gas’s 1991 GCR
plan. No exceptions were filed regarding this recommendation. The Commission
finds that this recommendation is supported by the record and should be adopted.

The second revision proposed by the Staff was based on its belief that the
SSES should only be made available to FTS customers, and not to ITS customers.
Michigan Gas disagreed with this proposed change. Because any SSEC received by
the utility will ultimately benefit its sales customers, Michigan Gas felt that
it was in the best interests of all ratepayers to offer the SSES to ITS cus-
tomers. The ALJ agreed with the utility and recommended that both ITS and FTS
customers be allowed to use Michig#n Gas’s SSES.

The Staff excepts to this recommendation. In support of its position, it
argues that making the SSES available to Michigan Gas’s ITS customers would
conflict with our April 20, 1989 order in Case No. U-8788, where we precluded
Michigan Gas Utilities (MGU) from offering its SSES to its interruptible trans-
portation customers. Furthermore, the Staff points out that Michigan Gas has
agreed to eliminate its obligation to serve its interruptible sales rate
customers. The Staff therefore argues that it would be inconsistent and unfair
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to allow ITS customers to obtain guaranteed back-up of their transported gas,
while telling interruptible sales customers that Michigan Gas has no continuing
obligation to serve them. We agree with both of the Staff’s arguments on this
issue. To be consistenf with our April 20, 1989 order in Case No. U-8788, as
well as to treat all customers of Michigan Gas in the same manner, we find that

the utility’s SSES should not be offered to its ITS customers.

c. Company Use, Lost, and Unaccounted-for Gas

Not all gas that enters Michigan Gas’s system eventually reaches the burner
tip. Some gas is consumed by compressors that are needed for the system to
operate. Other gas is simply lost or otherwise unaccounted for due to leaks,
faulty meters, or other reasons. The Staff proposed that transportation cus-
tomers be permitted to make up for company use, lTost, and unaccounted-for gas in-
kind rather than by paying for it in base rates. In contrast, Michigan Gas pro-
posed that ITS and FTS rates be designed to recover transportation customers’
collective share of the cost of company use, lost, and unaccounted-for gas. The
utility argued that because a gas-in-kind factor would have to be revised annu-
ally, it would be difficult to administer and confusing to ratepayers. The ALJ
agreed with the utility, and recommended that the Staff’s proposal be rejected.

The Staff excepts, claiming that both Michigan Gas and the ALJ were wrong
in concluding that the gas-in-kind factor proposed in this case, 0.89%, would
need to be revised each year. We agree with the Staff. Gas-in-kind factors have
been included in transportation rates for Mich Con, Consumers, and MGU. In none
of those cases is it required that the factor be revised annually. Instead, the
factors will remain in effect until a subsequent raté case order is issued by the
Commission. The Commission therefore finds that the cost of all company use,
lost, and unaccounted-for gas allocated to Michigan Gas’s transportation cus-
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tomers should be recovered through the application of a gas-in-kind factor of

0.89%, rather than through the utility’s ITS and FTS rates.

d. Miscellaneous Transportation Rate Issues

Five other issues regarding gas transportation rates have been raised by the
parties. Two of these issues were addressed in the PFD. The other three, while
not specifically discussed by the ALJ, are worthy of mention in this order.

First, the Staff proposed that Michigan Gas be allowed to assess its FTS and
ITS customers a flexible excess pipeline cost (EPC) surcharge of not more than
10¢ per Mcf.r” This surcharge was intended to recover from transportation cus-
tomers a portion of pipeline fixed costs for capacity that exceeds Michigan Gas’s
actual requirements. Although indicating that the utility had no overcapacity
at that time, the Staff cautioned that overcapacity could develop if too many
customers sign up for transportation service without also contracting for system
supply back-up by Michigan Gas. The Staff therefore requested that we authorize
an EPC surcharge for this utility that, if needed, would be calculated in
Michigan Gas’s future GCR cases.

Due to the Tack of opposition to this proposal, the ALJ recommended that we
authorize the imposition of the EPC surcharge proposed by the Staff. No excep-
tions to the ALJ’s recommendation have been raised by the parties. Accordingly,
the Commission finds that the ALJ’s recommendation should be adopted and that the
flexible EPC surcharge proposed by the Staff should be authorized.

The second of the issues that was discussed by the ALJ concerned take-or-pay

costs billed directly to Michigan Gas by its pipeline suppliers. The Staff pro-

17A]though the ALJ only discussed the EPC surcharge in relation to the
utility’s FTS customers, Mr. Aldrich’s testimony (Tr. 1592-1596) and the Staff’s
proposed transportation rate schedules (Exhibit S-29, Schedule F-8) indicate that
this surcharge was to be applied to ITS customers as well.
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posed that all direct-billed take-or-pay costs that were reasonably and prudently
incurred by the dtility should be allocated across total throughput. According
to the Staff’s proposal, Michigan Gas would then be allowed to impose, at its
discretion, a flexible surcharge of up to 10¢ per Mcf on its ITS and FTS cus-
tomers to recover its transportation customers’ share of these costs. The charge
imposed on--and the amount collected from--these customers would be reviewed in
future GCR cases.

Michigan Gas agreed with the Staff’s proposal, leading the ALJ to recommend
its adoption. Again, no exceptions have been raised concerning this issue. .The
Commission finds that, in addition to being supported by the record, the ALJ's
recommendation comports with the methodology for take-or-pay recovery proposed
by our orders in Michigan Gas’s last two GCR plan cases, Cases Nos. U-9185 and
U-9452. We therefore find that the Staff’s proposal regarding direct-billed
take-or-pay costs shouid be adopted.

The remaining three issues concerning transportation rates arise from rate
proposals that were not addressed in the PFD. First, the Staff suggested imple-
menting an emergency gas usage charge of $2.00 per Mcf, which would allow trans-
portation customers that failed to reserve enough gas under the SSES to obtain
system supply back-up if the utility had available gas. Revenue received from
this charge would be credited to Michigan Gas’s GCR customers in future GCR
reconciliation proceedings. Next, both the Staff and Michigan Gas proposed
establishing a load balancing charge and a load balancing penalty charge18 for
both FTS and ITS customers. Finally, the Staff suggested imposing a heating
value measurement charge of $250 per month upon transportation customers that

require heat value measurement equipment at their facilities.

¥The Toad balancing penalty charge is often referred as an "unauthorized
gas usage charge."
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The Commission has reviewed each of these three proposed charges and finds
them to be reasonable and supported by the record. We therefore hold that the
proposed emergency gas usage charge, the load balancing and load balancing

penalty charges, and the heating value measurement charge should be adopted.

Reporting Requirements

The Staff recommended that the Commission direct Michigan Gas to file a

quarterly summary of specific information concerning transportation service.

This proposal required the utility to submit the following monthly data for all

transportation volumes:

1. Total transportation revenue, by rate class;

2. Transportation volumes delivered, by rate class;

3. Average transportation rate, by rate class;

‘4, Authorized deliveries of system-supply, by rate class;

5. Unauthorized de1{veries of system-supply, by rate
class;

6. Net cumulative imbalances, by rate class;

7. Transportation volumes received, by pipeline;

8. Transportation volumes received from Michigan produc-
tion; and

9. Volumes transported for non-end users.
Michigan Gas did not oppose this proposal, and instead noted that it has already
begun reporting this information.
The ALJ recommended that we adopt the Staff’s proposed reporting require-
ments. No exceptions were filed regarding this recommendation. The Commission

finds that this recommendation is supported by the record and should be adopted.
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In his testimony, Mr. Ballinger proposed the adoption of ten conditions
designed to ensure that the Commission can effectively safeguard the public
interest while Michigan Gas’s parent holding company, SEMGE, pursues corporate

diversification. Mr. Ballinger’s conditions, which were also recommended by the

IX.
GUIDELINES FOR TRANSACTIONS BETWEEN AFFILIATES

~Staff in consolidated Cases Nos. U-8678, U-8924, and U-9197, Consumer’s gas rate

case, are as follows:

lll‘

Page 82
U-9323

That the utility ensure that the Commission has access
to books and records of the holding company and each of
its affiliates and their joint ventures. Any objec-
tions to not providing all books and records must be
raised before the Commission and the burden of showing
that the request is unreasonable or unrelated to the
proceeding is on the respondents.

Each utility, holding company, and each of its subsid-
jaries and the joint ventures of the holding company
and/or its subsidiaries shall employ accounting and
other procedures and controls related to cost alloca-
tions and transfer pricing to ensure and facilitate
full review by the Commission and to protect against
cross-subsidization of non-utility activities by the
utility’s customers.

The holding company and each of its subsidiaries and
the joint ventures of the holding company and/or its
subsidiaries shall keep their books in a manner consis-
tent with general accounting principles and, where
applicable, consistent with the Uniform System of
Accounts.

The utility shall furnish the Commission with:

a. The quarterly and annual financial statements
of the consolidated utility and/or its parent
holding company;

b. Annual statements concerning the nature of
intercompany transactions concerning the
utility and a description of the basis upon
which cost allocations and transfer pricing
have been established in these transactions;



According to Mr. Ballinger, the same conditions that are adopted for Consumers

10.

c. Annual balance sheets and income statements

: of the non-regulated subsidiaries of the
utility and/or the non-consolidated subsid-
jaries of the holding company;

d. The utility shall submit, as a separate
exhibit in its next general rate case, an
audit report of its transactions between the
utility and its non-utility affiliates;

e. Provide federal income tax on a consolidated
or non-consolidated basis depending on fil-
ing. '

The utility shall avoid a diversion of management
talent that would adversely affect the utility. An
annual report identifying personnel transferred from
the utility to non-utility subsidiaries is required.

The utility shall notify the Commission in writing
within thirty days prior to any transfer to non-utility
affiliates of any utility assets or property exceeding
a fair market value of $100,000. Asset transfers from
regulated to non-regulated shall be at the higher of
cost or fair market value and non-regulated to regu-
lated shall be at the lower of cost or fair market
value. That all services and supplies provided by non-
regulated enterprises shall be at market price or 10%
over fully allocated cost, whichever is less.

Market, technological, or similar data transferred,
directly or indirectly, from the utility to a non-
utility affiliate shall be transferred at the higher of
cost or fair market value.

The utility shall not issue notes to, loan its funds
to, guarantee loans of, or give credit on its books or
otherwise to the holding company or any non-utility af-
filiated party without the approval of the Commission.

The capital requirements of the utility, as determined
to be necessary to meet its obligation to serve, shall
be given first priority by the Board of Directors of
the utility and/or the parent holding company.

Where product rights, patents, copyrights, or similar
legal rights are transferred from the subsidiary,
suitable compensation may be provided. Such compensa-
tion shall be developed on a case-by-case basis." (Tr.
1328-1330.)

should be adopted in the present case.
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Subsequent to Mr. Ballinger’s testimony, we issued our December 7, 1989
order in consolidated Cases Nos. U-8678, U-8924, and U-9197, adopting several of
Mr. Ballinger’s recommendations. Specifically, we found that the first four pro-
posed conditions did not interfere with management’s decision-making activities.
In addition, we held that Consumers should file annual reports covering the
subject matter discussed in conditions five, six, and seven. However, we further
found that conditions eight, nine, and ten should not be implemented at that time
because some of those conditions could be considered to involve management’s
decision-making authority.

Michigan Gas consented to the adoption of the first five conditions in the
present case but asked that the last three conditions be rejected, as was done
in Consumers’ case. As for condition§ six and seven, the utility agreed to file
annual reports regarding the transfer of assets or data from the utility to a
non-utility affiliate, but rejected to the "formulistic method" of valuing these
transfers proposed by Mr. Ballinger. (Michigan Gas’s Initial Brief, p. 126.)

In response to the potential concerns of this Commission regarding dealings
among affiliated companies, Michigan Gas developed and submitted an Affiliated
Service Agreement. That agreement, sponsored by the utility as Exhibit A-66,
addressed several of the same issues as Mr. Ballinger’s proposal. Michigan Gas
therefore requested that we formally recognize this agreement as being proper and
appropriate, and asked that we apply the principles contained in Article II of
the agreement to all future rate case determinations. Although the Staff
applauded the utility’s adoption of this agreement and its development of an
Affiliated Transaction Policy Manual, it recommended that we not give Commission
approval to either the agreement or the policy manual. According to the Staff,

while it is appropriate for us to impose the generic conditions sponsored by Mr.
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Ballinger, the adoption of agreements and policy manuals Tike those developed by
Michigan Gas should be left to the discretion of each utility’s management.

The ALJ recommended that we apply the same conditions to Michigan Gas as we
did to Consumers in consolidated Cases Nos. U-8678, U-8924, and U-9197. She
further recommended that, for the reasons stated by the Staff, we reject the
utility’s request to adopt its Affiliated Services Agreement. No exceptions were
raised concerning these two recommendations. The Commission finds that the ALJ’s
recommendations are supported by the record, comport with prior Commission prac-
tice, and should be adopted. We therefore hold that: (1) conditions one through
five should be adopted in their entirety, (2) Michigan Gas should file annual
reports covering the subject matter discussed in conditjons six and seven, and
(3) the utility’s affiliated service agreement should not be formally adopted by
the Commission.

The Commission FINDS that:

a. Jurisdiction is pursuant to 1909 PA 300, as amended, MCL 462.2 et seq.;
1919 PA 419, as amended, MCL 460.51 et seq.; 1939 PA 3, as amended, MCL 460.1
et seq.; 1969 PA 306, as amended, MCL 24.201 et seq.; and the Commission’s Rules
of Practice and Procedure, 1979 Administrative Code, R 460.11 et seq.

b. A working capital requirement of $8,464,496, net utility plant of
$47,023,000, and a rate base of $55,487,496 are reasonable and appropriate.

c. An overall rate of return of 10.16% and a return on common equity of
11.53% are reasonable and appropriate.

d. A sales level of 17,275,217 Mcf, a transportation volume of 6,647,215
Mcf, and a combined throughput volume of 23,922,432 Mcf are reasonable and
appropriate.

e. Michigan Gas’s adjusted net operating income is $3,546,508, resulting
jn an income deficiency of $2,091,022 and a revenue deficiency of $3,244,430.
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f. Take-or-pay costs and excess pipeline costs should be apportioned
between sales and transportation customers, with transportation customers’ share
of these costs assessed to them by way of two flexible surcharges of not more
than 10¢ per Mcf each. These surcharges should be reviewed and adjusted as
necessary in Michigan Gas’s future GCR proceedings.

g. Transportation customers should reimburse Michigan Gas for company use,
Tost, and uﬁaccounted-for gas through a 0.89% gas-in-kind factor.

h. Michigan Gas should incorporate- all large and firm transportation
customers into a single rate class, create a new graiﬁ drying class, and combine
rate classes GS-2, GS-3, and GS-4 into one rate class entitled "large general'
service." |

i. Michigan Gas should establish separate rates for FTS and ITS customers.

j. Michigan Gas should be authorized to include in its transportation rates
an emergency gas usage charge, a load balancing charge, a load balancing penalty
charge, and a heating value measurement charge.

k. Michigan Gas should be authorized to offer its FTS customers, in con-
junction with its 1991 GCR plan, a flexible SSEC of 20¢ to $1.50Aper Mcf.

1. Michigan Gas’s transportation program and rates should be implemented
in the transitional manner described in this opinion and order.

m. Conditions one, two, three, four, and five, appearing on pages 81 ahd
82 of this order, should be implemented and annual reports on conditions six and
seven should be filed by Michigan Gas.

n. The Staff’s reporting requirements for all transportation volumes should
be adopted.

o. All contentions of the parties inconsistent with this order and not

specifically determined should be rejected.
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THEREFORE, IT IS ORDERED that:

A. Michigan Gas Company is authorized to increase its rates and charges for
gas service by $3,244,430 for service rendered on and after June 30, 1990, as
provided for by this opinion and order.

B. Take-or-pay costs and excess pipeline costs shall be apportioned between
sales and transportation customers. These costs will be assessed to transporta-
tion custdmers by way of two flexible surcharges of not more than 10¢ per Mcf.
These surcharges will be revised and adjusted as necessary in future Gas Cost
Recovery proceedings. |

C. Michigan Gas Company shall implement, in a transitional manner, a trans-
portation program as described in this opinion and order. Existing gas transpor-
tation contracts shall remain in effect according to their terms. |

D. Conditions one, two, three, four, and five, appearing on pages 81 and
82 of this opinion and order, are hereby imposed. Additionally, annual reports
on conditidns six and seven shall be filed by Michigan Gas Company.

E. Michigan Gas Company’s rules and regulations shall be revised as pro-
vided for in this opinion and order to be consistent with the rules and regula-
tions attached to the original order contained in the Commission’s file.

F. The Commission Staff’s reporting requirements for all transportation
volumes are adopted.

G. Michigan Gas Company shall file, within 30 days of the date of this
order, all tariff sheets necessary and appropriate to comply with this order.

H. A1l contentions of the parties inconsistent with this opinion and order
and not specifically determined are rejected.

The Commission specifically reserves jurisdiction of the matters herein
contained and the authority to issue such further order or orders as the facts
and cir;umstances may require.
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:

Any party desiring to appeal this order must perfect an appeal to the

appropriate court within 30 days after issuance and notice of this order,

pursuant to MCL 462.26.

(SEAL)

By the Commission and pursuant to
its action of June 14, 1990.

/s/ Dorothy Wideman

Its Executive Secretary
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MICHIGAN PUBLIC SERVICE COMMISSION

/s/ William E. Long

Chairperson

" /s/ Ronald E. Russell

Commissioner



M.P.S.C. No. 1 - Gas First Revised Sheet No. B-26.00
Michigan Gas Company Cancels Original Sheet No. B-26.00

El

(Continued From Sheet No. B-25.00)

No gas heating equipment shall be connected which does not have
adequate shut-off controls for safe operation.

B3. CONTROLLED SERVICE

" A. ' Definitions

(1)

(2)

(3)

(4)

(5)

ISSUED

JON A. ROSHT
VICE PRESTDENT
16587 ENTERPRISE DRIVE = ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.

Alternate fuel capability means that an alternate fuel could
have been used whether or not the facilities for use have
actually been installed or the alternate fuel is available.

Boilers shall mean all closed vessels in which a liquid is
heated or vaporized by the combustion of fuel for the
generation of steam or hot liquid.

Cogeneration shall mean the sequential production of both
electrical (or mechanical) and thermal energy from the same
fuel source. '

Commercial gas requirements shall refer to any usual commercial
use of gas including but not limited to all gas purchased by a
business which does not qualify for a manufacturing industry
code under the Standard Industrial Classification, as listed in
the current edition of the Standard Industrial Classification
Manual issued by the Executive Office of the President of the
United States.

Essential Agricultural Requirements means any use of natural
gas for agricultural production, mnatural fiber production and
processing, food processing, food- quality maintenance,
irrigation pumping, crop drying, or a process fuel or feedstock
in the production of fertilizer, agricultural chemicals, .
animal feed or food; provided, however, that boilers, gas
turbines and engines which have alternate fuel capability shall
not qualify as essential agricultural requirements without the
express authorization of the Michigan Public- Service
Commission. The matter will be considered by the Commission
pursuant to its Rules of Practice relating to petitions or
complaints,

(Continued on Sheet No. B-27.00)
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(6)

(7

(8)

(9

(Continued From Sheet No. B-26.00)

Definitions  (cont.)

Feedstock gas is natural gas used as a raw material for its
chemical properties in creating an end product.

Industrial gas requirements shall refer to any usual industrial
use of gas, including but not limited to all gas purchases
under the Standard Industrial Classification, listed in the
current edition of the Standard Industrial Classification
Manual, issued by the Executive Office of the President of the
United States.

Process gas is natural gas used in appliances capable of
burning a gaseous fuel so as to utilize those combustion
characteristics of gaseous fuels such as complete combustion,
safe combustion products, flame geometry, ease of - temperature
control to precise levels, and .optimum safety of heat
application. Specifically excluded are boilers, gas turbines,
space heating equipment (other than direét fired makeup air
heaters for process purposes) and ‘indirect air heaters.

Requirements for services essential for public - health and
safety shall mean gas purchased. for use by or in connection
with hospitals, convalescent homes, nursing homes, medical
centers and clinics; - water and sewage treatment and waste
disposal facilities; civil defense centers and public utility
buildings; newspapers, radio and television stations; fire-

- stations, police stations, - jails and ‘penal-institutions; and

such other uses of gas are found qualified by the Michigan
Public Service Commission as requirements of services essential
for public health and safety; provided, however, that - boilers,
turbines and engines which have alternate fuel capability shall
not qualify as requirements for. services essential for -public
health and safety without the express authorization of the
Michigan Public Service Commission. The matter will be
considered by the Commission pursuant to its Rules of Practice
relating to petition or complaints.

{Continued on Sheet‘No; B~28.00)
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(Continued From Sheet No. B-27.00)

Definitions (cont.)

(10)

Residential gas requirements shall include all gas usage

metered and consumed within .an individual household, and
reasonably appurtenant and related to and normally associated
with such a household, for such applications as space
conditioning, cooking, water heating, refrigeration, clothes

drying, incineration, 1lighting and other similar household

applications. The term "household” includes single-family
homes, farm homes, seasonal dwellings, duplexes and -individual
living units within mobile home parks, condominiums, apartments
and cooperatives; provided, however, to qualify for residential
usage a household must have the normal household facilities

such as bathroon, individual cooking and kitchen sink
facilities, ‘
Scope

This rule provides the Company with the authorization to
control the attachment of load, consistent with changes in gas
supply as they occur. The Company reserves the right to
discontinue service to any customer who violates any of the
provisions of this rule.

Application for Service

(1)

(2)

(3)

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

All customers requesting gas service shall make written -

application for such service on a form provided by the Company.
Written application for residential service may be waived by
the Company when warranted by gas supply canditions.

Applications shall be maintained separately by priority of
service and date received for prospective customers within each
of the Company's gas supply areas, namely Upper Peninsula-East,
Upper Peninsula-West, and Lower Peninsula.

A transportation customer who does not pay the System Supply
Entitlement Charge (SSEC) may unot be granted firm sales service

‘prior to the expiration of the customer's transportation

contract. 1If the customer pays the SSEC on a portion of its

transportation load, on that portion for which the SSEC is not

paid, the customer must await expiration of the underlying
transportation contract before £firm sales service may be
granted.,

(Continued on Sheet No. B-29.00)
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D. Approval of Application for Service
(1) As the Company is able to contract for gas supplies at
reasonable and prudent prices, terms and conditions,
applications for service shall be approved subject to the
following: . .

(a) Approval shall be on a first-come, first-served basis
within each Controlled Service Priority.

(b) The Company shall open the higﬁest P;iority first. 1If all
the applicants within that Priority are granted service,
and sufficient supply is available, the next highest

Priority shall be opened.

(c) 1If the available supply is committed before granting all
applicants service, then those applicants who do not.
receive service shall have their standing reserved within
their Priority, but shall not receive preference over a
later applicant who qualified for a higher Priority, when
gas becomes available and Priorities are again opened.

(d) An applicant whose Priority is open at the time of
application may be granted immediate approval through
written notification by the Company, provided such
applicant demonstrates to the satisfaction of the Company
that the construction.and installation of the necessary
equipment will proceed in a timely manner.

(e) An applicant whose Priority is closed at the time of .
application, such that gas service is not initially
granted, shall have that application for service ‘kept
on file by Priority and by the date the application was

received.

(2) The Company may not grant service to Dew customers or permit
additional load by existing customers, if:

(2) The Company is curtailing any customers in the affected
gervice area under the Capacity Deficiency provisions of

Rule B4, Curtailment of Gas Service.

(Continued on Sheet No. B-30.00)
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(b) The Company is curtailing any customers under the Gas
Supply Deficiency provisions of Rule B4, Curtailment
of Gas Service; except that the Company may attach
controlled service Priority Onme or Priority Two customers
provided no customers in Curtallment Prlorlty Three are
being curtailed. -

(3) The Company reserves the right to attach new interruptible
loads.

(4) The written notification by the Company granting approval of
the application shall specify the date gas service must
commence. .

E. Forfeiture

| (1) A customer shall install the necessary equipment and °commence
| gas service by the date specified in the Company's notification
of approval, otherwise the customer's reservation of gas supply
is forfeited.

| (2) When the Company grants approval in those cases where the
‘ Application for Gas Service was not initially granted, the
customer shall notify the Company in writing within thirty days
(from the date of the Company's written notification of
approval) of the customer's intention to accept service. If
the customer does not respond within thirty days, the
customer's original application is void.

(3) If any time after commencing firm gas sales service, a customer
switches to transportation service, that customer shall pay a
System Supply Entitlement Charge applied to  transported.
volumes, otherwise such customer forfeits firm sales customer

status.
(Continued on Sheet No. 8-31.09)
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(Continued From Sheet No.‘B-B0.00)

Restricted Sales

As 'a result of warmer-than-normal weather, or other factors, the
Company may have gas in excess of its immediate load. The Company
may sell such excess gas subject to:

(1) The provision of a net economic benefit to the Company's
customers as a result of the sale of such gas.

(2) Demounstration by the Company at its Cas Cost Recovery
Reconciliation proceeding that the sale of such gas caused no
detriment to its customers.,

(3) The Gas Supply Deficiency Curtailment Priority Nine of Rule B&4,
Curtailment of Gas Service for all special contract sales of
such gas.

(4) Commission approval of such sales on a special contract basis,
limited as to time and volume.

Priorities

(1) Service shall be controlled under this rule in accordance with
the following Priorities. Priority One constitutes the
hightes Priority. Priority Six constitutes the lowest Priority
which will be the first Priority controlled. Within each
Priority, sub-priority (a) shall have the highest priority and
sub-priority (c) the lowest Priority.

PRIORITY ONE

(a). Residential gas requirements for any purpose, except
space-heating or air-conditioning.

(b) Residential gas requirements for space-heating or air-
conditioning.

(c) Commercial gas requirements having a peak usage less than
50 Mcf per day.

(Continued on Sheet No. B-32.00)
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(a)

(b)

(a)

(b)

(a)
(b)

(c)

(a)

(b)
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PRIORITY TWO

The use of natural gas for‘éervices essential for public
health and safety.

The use of natural gas for essential agricultural
requirements.

PRIORITY THREE

Industrial gas requirements for process and feedstock
needs or for gas-fired after burmers to limit or abate
obnoxious odors or air pollution.

Industrial gas requirements having a peak usage less than
50 Mcf per day and not otherwise classified. .

* PRIORITY FOUR

Commercial and Industrial gas requirements having a peak
usage of 50 Mcf per day and greater and not otherwise
clagsified.

Commercial and Industrial gas requirements for
cogeneration having alternate fuel capability and a peak
usage of 50 Mcf per day, but less than 300 Mcf per day.

Commercial and Industrial gas requirements for
cogeneration having alternate fuel capability and a peak
usage of 300 Mcf per day or greater.

PRIORITY FIVE
Commercial and Industrial,requirements for boilers or
kilns having alternate fuel capability and a peak.usage of

50 Mcf per day but less than 300 Mcf per day.

Commercial and Industrial requirements for boilers or

‘kilns having alternate fuel capab111ty and a peak usage of

300 Mcf per day or greater.

(Continued on Sheet No. B-33.00)
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PRIORITY SIX

The use of natural gas for the generaﬁion of steam or
electricity by utilities.

(2)-A customer who has a pollution problem which presents a threat
to the public health and safety, where the use of natural gas
offers the only feasible solution to the problem. may petition
the Commission to assign a Priority of use higher than that to
which the customer would otherwise be entitled. The matter
will be considered by the Commission pursuant to its Rules of
Practice relating to petitions or complaints.

(Continued on Sheet No. B~34.00)
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B4. CURTAILMENT OF GAS SERVICE
A, Definitions

(1) Alternate fuel capability means that an alternate fuel could
have been used whether -or not the facilities for use have
actually been installed or the alternate fuel is available;
provided, however, where the wuse of natural gas is for plant
protection and the only alternate fuel 1is propane or other
gaseous fuel, then the customer will be treated as if he had no
alternate fuel capability.

(2) Boilérs shall mean all closed vessels in which a liquid is
heated or vaporized by the combustion of fuel for the
generation of steam or hot liquid.

(3) Cogeneration shall mean the sequential production of both
electrical (or mechanical) and thermal energy from the same
fuel source. co

(4) Commercial gas requirements shall refer to any usual commercial
. . ) use of gas, including but not limited to all gas purchased by a
| ) business which does not qualify for . a manufacturing industry
| code under the Standard Industrial Classification, as listed in

: : : the current edition of the Standard Industrial Classification
| Manual issued by the Executive Office of the President of the
| ) United States. .

(5) Essential Agricultural Requirements means any use of natural
gas for agricultural production, natural fiber production - and
processing, food processing, food quality maintenance,
irrigation pumping, crop drying, or as a process fuel or
feedstock in the  production of fertilizer, agricultural
chemicals, animal feed or food; provided however, that boilers,
gas turbines and engines having alternate fuel capability shall
not qualify as essential agricultural requirements without the
express authorization of - the Michigan Public Service
Commission. The matter will be considered by the Commission
pursuant to 1its Rules of Practice relating to petitions or

complaints.
(Continued on Sheet No. B-35.00)
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A. Definitions (cont.)

(6)

(7)

(8)

9

(10)

Feedstock gas is natural gas used as a raw material for its
chemical properties in creating an end product.

Industrial gas requirements shall refer to any usual

industrial use of gas, including but not limited to all gas
purchased under the Standard Industrial Classification Manual
issued by the Executive Office of the President of the United
States.

‘Process gas is natural gas used in appliances capable of

burning a gaseous fuel so as to utilize those combustion
characteristics of gaseous fuels such as complete combustion,
safe combustion products, flame geometry, ease of temperature
control to precise levels, and optimum safety of heat
application. Specifically excluded are boilers, gas turbines,
space heating equipment (other - than direct fired makeup air
heaters for process purposes) and indirect air heaters.

Requirements for plant protection shall mean -such minimum
volumes of gas as required to prevent physical harm to the
plant. facilities or danger to plant personnel when such
protection cannot be afforded through- the use of alternate
fuel.. This includes the protection of such materidl in process
as would otherwise be destroyed, but shall not  include
deliveries required to maintain plant production. For the
purposes of this definition, propane and other gaseous fuels
shall not be considered alternate fuels.

Requirements for services essential for public health and
safety shall mean gas purchased for use by or in connection
with hospitals, convalescent homes, nursing homes, medical
centers and clinics; water and sewage treatment and waste
disposal facilities; civil defense centers and public utility
buildings; newspapers, radio and television stations; fire
stations, police statioms, .jails and penal institutions; and
such other uses of gas as are found qualified by the Michigan
Public Service Commission as requirements for  services
essential for public health and safety; provided, however, the

(Continued on Sheet No.. B-36.00)
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A. Pefinitions {cont.)

boilers, turbines and engines, which have alternate fuel
capability shall ' not qualify as requirements for services
essential for public health and safety without the express
authorization of the Michigan Public Service -Commission. The
matter will be considered by the Commission  pursuant to its
Rules of Practice relating to petitions or complaints.

(11) Residential gas requirements shall include all gas usage
metered and consumed within an individual household, and
reasonable appurtenant and related to and normally associated
with such a household, for such applications as  space
conditioning, cooking, water heating, refrigeration, clothes
drying, incineration, 1lighting and other similar household
applications. The term *household” includes single-family
homes, farm homes, seasonal dwellings, duplexes and individual
living units within mobile home parks, condominiums, apartments

. and cooperatives; provided, however, to qualify for residential
usage a household must have the normal household .facilities

such as bathroom, individual cooking and kitchen sink
facilities.

i 2 B. Curtailment of Gas Service for Gas Supply Deficiency
\ .
| (1) Determination of Need for Curtailment

(a) If at any time the Company cannot provide continuous
" service to its customers subject to the Company's Gas

Cost Recovery Clause (GCR customers) because of an in-.
ability to procure sufficient gas from its suppliers, and
reliable short-term supplies are not available at

‘ reasonable and prudent prices, the Company has the right

| to curtail the distribution of gas to its customers in

| accordance with this rule.

{Continued on Sheet No. B-37.00)
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(Continued From Sheet No. B-36.00)

B. Curtailment of Gas Service for Gas Supply Deficiency (cont.)

(b)

()

All sales of gas to other than GCR customers shall be
curtailed prior to curtailing the distribution of gas

to such GCR customers. All sales of gas to interruptible
customers shall be interrupted prior to curtailing the
distribution of gas to firm customers.

The Company may separately institute curtailment of its
system supply gas in the Upper Peninsula-West, Upper
Peninsula-East, and Lower Peninsula gas supply areas,
consistent with the inability to procure sufficient gas
volumes in each respective portion of its system.

(2) Notice of Curtailment

(a)

(b)

(c)

(d)

ISSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

The -Company shall provide not léss than ninety days
advance written notice of curtailment to all firm
customers expected to be curtailed, except where action
by foreign, federal, state or local government, or
regulatory agencies preclude the giving of such notice.

The Company shall provide notice as stated on the rate
schedule to all interruptible customers expected to be
curtailed. 1In the event of any emergency which threatens
the continuance of service to the Company's firm
customers, the Company may immediately interrupt service,
for such duration as the Company in its sole judgement
shall deem necessary. ' .

The Company may immediately curtail or interrupt the
distribution of gas to non-GCR customers, by oral notice
or otherwise, to the extent and for such duration as the
Company in its sole judgement shall deem necessary.

Notification of Curtailment shall specify the starting
date, an estimate of the length of time the curtailment
is expected to be in effect, and the classification of the

(Continued on Sheet No. B-38.00)
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B. Curtailment of Gas Service for Gas Supply Deficiency (cont.)

period of curtailment, all customers in Curtailment
Priorities to be affected shall be given not less than
thirty days advance written notice of the authorized
volumes which the Company reasonably expect, will be

|
\
\
, . |
Priorities to be curtailed. Prior to and during the - |
\
\
|
|
available to them during the following month. \

(3) Method of Curtailment

(a) Curtailments shall be made in accordance with the
Curtailment Priorities set forth in Section B of this
rule, beginning with the lowest Priority category and
proceeding to the next highest Priority category. The
total curtailment shall equal the estimated deficiency of
gas brought about by the demands of all customers
purchasing gas.

(b) When curtailment of less than 100% of the volume in a
particular curtailment Priority is required, the available
volumes shall be allocated to- each customer assigned to
the Priority, on a pro rata basis, using the customer's
total base period volumes associated with such priority.

(4) Base Period

(a) Base Period for Firm Customers

(i) For the purpose of determining the volumes , within each
curtailment category, a 12-month base period shall be
established. Such base period shall be fixed for the
term of the curtailment. The base period volumes shall
consist of the 12 consecutive monthly consumptions
ending 6 months prior to the commencement of curtailment
under this rule. 1In those instances where the customer
has encountered strikes, interruption of gas service or
unavoidable operational abnormalities, the Company may
make reasonable adjustments to normalize the customer's
requirements. Base period volumes may be adjusted. for
equipment added or deleted.

{(Continued on Sheet No. B-39.00)
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(iii)

{iv)

(b)
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(Continued From Sheet No. B—38;00)

In determining monthly consumptions, the Company shall
determine the gas used during each month of the period
described above for all buildings, parts of buildings,
and equipment associated with each customer's gas
billing 1in  accordance with the Company's Gas Rate
Schedule. Volumes specified in Curtailment Priorities
One through Five shall apply in the aggregate for all
equipment of the same end use " rather than on a unit of
equipment basis.

The monthly consumptions so determined, with such
adjustments as provided above, shall then be divided by
the number of billing days in each month to arrive at
the various maximum day requirements specified in the
curtailment categories. In determining a customer's
curtailment category, the highest maximum daily
requirement in any of the twelve months of the base
period shall be used. :

In the case of transportation customers of the Company
who pay an SSEC on some portion of their load, the
volume for which the SSEC is paid shall be considered
equivalent to firm GCR purchases for purposes of
computing base period volumes.

Base Period for Interruptible Customers

A base period 1is mnot established £for interruptible

customers. The distribution of gas to interruptible

customers is subject to Curtailment Priority Six whereby

the Company has sole discretion in determining the extent
and duration of curtailment of such customers.

(Continued on Sheet No. B-40.00)
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(Continued From Sheet No. B-39.00)
Base Period for Special Contract Customers

A base period is not established for special contract
customers. The distribution of gas to special contract
customers is subject to Curtailment Priority Seven
whereby the Company has sole discretion in determining
the extent and duration of °~ curtailment of such
customers. ‘

(5) Curtailment Priorities

Service shall be curtailed under this rule in accordance with
the following Priorities. Priority One constitutes the highest
Priority. Priority Seven constitutes the lowest Priority which
will be the first Priority curtailed.

(a)
(b)

(a)

(b)

(a)

(b)

ISSUED
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PRIORITY ONE
Residential gas requirements.

Commercial gas requirements having a peak 'uéage less
than 50 Mcf per day. :

PRICRITY TWO

The use of natural gas for services essential for public
health and safety, and plant protection.

The wuse of natural gas for essential agricultural
requirements.

PRIORITY THREE

Industrial gas requirements for process and feedstock
needs or for gas-fired after burners to limit or abate
obnoxious odors or air pollution.

Industrial gas requirements having a peak usage less
than 50 Mcf per day and not otherwise classified.

(Continued on Sheet No. B-40.10)
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(a)

(b)

(c)

(a)

(b) ~

(c)

ISSUED
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VICE PRESIDENT
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Original Sheet No. B-40.10

(Continued From Sheet No. B-40,00)

PRIORITY FOUR

Commercial and Industrial gas requirements having a pesk
usage of 50 Mcf per day and greater and not otherwise
classified. .

Commercial and Industrial gas requirements for
cogeneration having alternate fuel capability and a peak
usage of 50 Mcf per day, but less than 300 Mcf per day.-

Commercial and Industrial gas requirements for
cogeneration having alternate fuel capability and a peak
usage of 300 Mcf per day or greater.

PRIORITY FIVE

Commercial and Induéfrial requirements for boilers or
kilns having alternate fuel capability and a peak usage
of 50 Mcf per day but less than 300 Mcf per day.

Commercial 'and Industrial requifements for boilers or
kilns having alternate fuel capability and a peak usage
of 300 Mcf per day but less than 1500 Mcf per day.

‘Commercial and Industrial requirements for boilers or
kilns having alternate fuel capability and a peak wusage
of 1500 Mcf per day or greater. -

PRIORITY SIX

All gas requirements purchaséd under the Company's
interruptible sales rate schedule.

PRIORITY SEVEN

All gas requirements purchased under a special gas sales
contract. :

(Continued on Sheet-No. B-40.20)

BY " EFFECTIVE FOR GAS SERVICE
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Michigan Gas Company

(Continued From Sheet No. B-40.10)

(6) Authorized Emergency Use of Gas and Unauthorized Use of Gas for

Customers with System Supply Status

For any customer, with System Supply Status, under curtailment
pursuant to this Rule whose curtailment period quantity
entitlement will result in emergency conditions, including
environmental emergencies, ' or irreparable injury to 1life or
physical property, the Company may, under authority of Order
U-5202, Authorized Emergency Use of Gas And Unauthorized Use of

Gas, provide gas service on a day-to-day basis wunder the
following conditions:

1.

ISSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

The customer must have scheduled the use of all
alternate sources of supply available for the
curtailment period involved.

The Company .must have satisfied itself that the customer
“is entitled thereto. :

Such emergency use must not create similar emergencies
for other - customers  or jeopardize the Company'’'s
operating program. .

If available, such volumes wili be sold under the
following conditions:

(a) Service is 24 hours a day subject to interruption
or curtailment. A day is to be considered as the
24 hour period beginning at noon of the specified
billing day and continuing until noon of the
following day.

(b) The charges shall be $0.50 per Mcf plus the
charges under the appropriate tariff otherwise
applicable to the service, for gas which the
Company purchases . from its supplier under
Emergency Service rate schedules., Such gas is
subject to repayment in accordance with the same
provisions that apply to the Company under

(Continued on Sheet No. B-40.30)

BY ' 'EFFECTIVE FOR GAS SERVICE
RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM. -
DATED :
- IN CASE NO. U-9323
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Original Sheet No. B-40.30

Michigan Gas Company C ,

&S SUED
N A. KOSHT
VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

(Continued From Sheet No. B—AO.ZO).

Emergency Service rate  Schedules. For  firm
‘customers being . served under the Company's
Contract Sales Tariff who are served with gas made
available by the interruption of higher priority
customers, the commodity charge shall be that
which would have been charged to the 1interrupted
customer.

Any customer requesting authorized emergency
service hereunder may obtain such authorization by
telephone communication to the Company, but each
such customer obtaining such authorization shall
mail to he company within ten days after the date
the Company agrees to such authorization an
affidavit certifying the detailed facts concerning
the emergency involved and showing that such
customer has met each of the criteria specified
herein for such authorization for the period
thereof. '

Curtailment of Gas Service for Capacity Deficiency

(1)

(2)

(3)

Determination of Need for Curtailment

If in the event of an emergency such as extreme cold weather,
damage to facilities, or other cause, the Company determines
that its ability to supply gas may diminish to the point where
continuous Service to its customers is threatened, the Company
shall have the right to curtail the-distribution of gas to its
customers, regardless of the contracts in force.

Notice of Curtailment

The Company may immediately curtail or interrupt service by
oral notice or otherwise, to the extent and for such duration .
as the Company in its sole judgement shall deem necessary. )

Method of Curtailment

The curtailment of gas shall equal the deficiency in capacity
brought about by the demands of all customers in the Company's
system during the period of curtailment.

(Continued on Sheet No. B-40.40)

BY ‘ EFFECTIVE FOR GAS SERVICE
RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM.

DATED
IN CASE NO. U-9323
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Michigan Gas Company

®

(4)

(Continued From Sheet No. B-40.30)

(3) Method of Curtailment (cont.)

Customers shall be curtailed pro rata based upon the volume of
gas taken by the customer in the same month occurring one year
prior to the month in which the customer is to be curtailed.

‘In those instances where the customer's consumption of gas in

the same month of the prior year does not fairly represent
normal operations, or if the curtailment of a customer would
endanger public health and safety or plant protection as
defined in Section A, the Company may make reasonable
adjustments as it deems appropriate.

Curtailment Priorities

(a) Service shall be curtailed under this rule in accordance
with the following Priorities. Priority One constitutes
the highest Priority. Priority Four comstitutes the
lowest Priority which will be the first Priority

curtailed,
PRIORITY ONE

Residential sales and Residential transportation
customers.

PRIORITY ‘TWO

Non-residential sales and Non-residential transportation
customers consuming annual volumes less than 10,000 Mcf.

"PRIORITY ‘THREE

Non-residential sales and Non-residential transportation
customers consuming annual volumes greater than 10,000

Mcf.
(Continued on Sheet No. B-40.50)
ISSUED BY ' EFFECTIVE FOR GAS SERVICE
JON A. KOSHT ' RENDERED ON AND AFTER
CE PRESIDENT : ;
| 587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
| HREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMHM.

DATED
IN CASE NO. U-9323
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(Continued From Sheet No. B-40.40)

PRIORITY FOUR

All Interruptible sales and Interruptible transportation
customers. ;

(b) The annual volumes of gas consumed shall be based on: the
latest available 12-month period for that customer.

Payment of Customer Charge

A customer shall not be  liable for any part of a monthly
service charge provided in a rate schedule if such customer's .
consumption under that rate is completely curtailed for the
entire billing period. No other rate adjustments will be
permitted.

Enforcement

The Company reserves the right to inspect the customer's
equipment, to install special metering, and to immediately
discontinue gas service for violations of this rule. Once gas
service is discontinued, the Company may withhold such ‘service
until it is satisfied that the terms and conditions of this
rule will be observed.

Penalty for Violation

Any gas used by a customer in excess of the volumes authorized
during the period when a gas . supply deficiency or capacity
deficiency curtailment has been instituted pursuant to this rule
shall be subject to excess wuse charges, with such charges
being in addition to the rates set forth in the applicable
Company rate schedule. The charges for such excess usage shall
be ten (10) dollars per Mcf. Failure of the customer to pay
such excess use charge when rendered shall constitute
sufficient cause for the Company to discontinue gas service to
such customer.

(Continued on Sheet No. B-41.00)

BY * .EFFECTIVE FOR GAS SERVICE

ISSUED

JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT
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ISSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

1 - Gas First Revised Sheet No. B-41.00

(Continued from Sheet No. B-40.50)

APPLICATION OF RATES

B5.1

Classes of Customers, Definitions:

Residential -~ Service to customers that are supplied for
residential purposes by .individual meters in a single family
dwelling or apartment for residential use where the primary heating
is supplied by other than gas furnished by the Company.

Residential Space Heating - Service to customers that are supplied
for residential purposes by individual meters in a2 single family
dwelling or apartment- for residential use where the primary heating
is supplied with gas furnished by the Company.

Commercial -  Service to customers primarily engaged in the
wholesale or retail trade who do not manufacture a product,
schools, churches, municipal buildings and centrally metered
apartments or multiple dwellings whose primary heatlno is supplied
by other than gas furnished by the Company.

. Commercial Space Heating - Service to customers primarily engaged

in the wholesale or retail trade who do not manufacture a product,

schools, churches, municipal buildings and centrally metered

apartments or multiple dwellings whose primary heating is supplied
by gas furnished by the Company.

Industrial - Service to customers who are engaged in manufacturing.

(Continued on Sheet No. B-41.10)
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BS5.2

ISSUED
JON A. KOSHT

VICE PRESIDENT
16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE |

(Continued from Sheet No. B-41.00)
General

A copy df the tariffs and standard terms and conditions under which

service may be rendered to the customer will be furnished wupon-

request at the Company's office. The customer shall elect there
from the tariff on which his service shal; be based.

After the customer has selected the rate under which he elects to
take service, the customer will not be permitted to change from
that rate to another rate until at least twelve months have
elapsed. Neither will the customer be permitted to evade this Rule
by temporarily terminating service. However, the Company may, at
its option, waive the provisions of this paragraph where it appears
that an earlier change is requested for permanent rather than for
temporary or seasonal advantage. The intent of the Rule is to
prohibit frequent shifts from rate to rate.

A written agreement may be required from each customer before
service will be commenced. A copy of the agreement will be
furnished to the customer upon request.

When the customer desires delivery of gas at more than one point, a
separate agreement will be required for each separate point of
delivery., Service delivered at each point of dellvery will be
billed under the appllcable tariff.

In no case may service be shared with another or transmitted off
the premises to which the gas is delivered.

Service at different delivery points and at dlfferent premises

shall be separately measured and billed.

(Continued on Sheet No. B-42.00)
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(Continued from Sheet No. B-41.10)

B5.3 Terms of Service:
‘Service agreements shall remain in force for the term stated, if
any, and in any event for the full period during which service is
taken and until three days after receipt by the Company at its
office of written notice, from the customer, of his wish to
discontinue service.
B5.4 Rate Schedule: )
A. Apartment Buildings and Multiple Dwellings:
A customer receiving gas through a single meter to a building
containing more than one apartment or dwelling unit will be
classified as a commercial customer, and will have one bill
under the General Service Rate schedule.
If the building has meters and services for each apartment, the
apartment will be classified residential and service will be
billed to each service under the General Service Rate schedule.
B. Centrally Metered Installation - Customer Owned Facilities:
A centrally metered installation serving multiple.living units,
such as apartments, multiple family units or mobile home
courts, is one that meets the following conditions:
The meter is located outside or in a separate meter building.
Except for mobile home courts, more than one building is
supplied with gas. A mobile home. court is defined as a - court
containing more than four (4) living units.
The gas lines extend underground from the meter to the location
at which each gas line enters -the customer's building. .
(Continued on Sheet No. B-43.00)
ISSUED BY T 'EFFECTIVE FOR GAS SERVICE
JON A. KOSHT RENDERED ON AND AFTER
VICE PRESIDENT ‘ .
16587 ENTERPRISE DRIVE - ISSUED UNDER AUTHORITY OF THE
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{Continued from Sheet No. B—&Z.OO)

B. Centrally Metered Installatlon ~ Customer Owaned Fac111t1es
Continued:

Gas deliveries to a customer may be centrally metered under the
appropriate rate schedule when the customer enters into an
Inspection and Maintenance Contract with the Company covering
the centrally metered installation. All facilities downstream
of the meter will be paid for and owned by the customer.
Customers served with centrally metered installations will be
classified commercial.

For new installations the design, installation, inspection and
testing of gas service facilities from the central metering
point to the location at which the gas 1line(s) enter (s) the
customer's building(s) and initiation of gas service to each
building will be the responsibility of the Company and will be
in accordance with the Company's. requirements and ‘with the
provisions of the Michigan Gas Safety Code. The Inspection and
Maintenance -Contract will provide for periodic inspection and
maintenance, by the Company, of said facilities in . accordance
with the provisions of the. Michigan Gas Safety Code. The
customer may, with his own forces,or by a contractor designated
by him, perform the design and/or installation .provided for in
this paragraph upon obtaining the Company's approval therefor
and upon agreeing to all conditions with which the Company has -
accompanied its approval.

The cost for the installation of service facilities will be in

accordance with the provisions of Rule B8., Service Exten51ons,-
of the Company's Rules and Regulatlons

(Continued on Sheet No. B-44,00)
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SURCHARGES
© . Michigan
Rate t . ) Residential
Schedule ) - Comservation
No. . Surcharge
1.0 Residential Service Rate - $:001180 fCcf
2.0 General Service (GS) Rate §.001180 [Ccf
3.0 Large General Service (LGS) Rate $.7001180 .]Cef
4,0 Grain Dryer (GD) Rate - $.001180 ./Ccf
5.0 . Interruptible Service Rate - $.001180 /Ccf
6.0 Cogeneration 5.001180 |Ccf
7.0 _ Contract Sales : $.001180 " fCcf
ISSUED , BY i EFFECTIVE FOR GAS SERVICE
JON A. KOSHT . RENDERED ON AND AFTER
VICE PRESIDENT
16587 ENTERPRISE DRIVE . ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
DATED ’ .
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M.P.S.C. No. 1 - Gas
Michigan Gas Company .

. Rate Schedule No. 1.0

RESIDENTIAL SERVICE RATE
Availability:

Available to all residential customers in the Company's Service Tefritory.

Characteristics of Service:

Continuous service, except as may be 1limited by the effective Rules and
Regulations of the Company.

Monthly Rate:
Customer charge $7.00
Distribution charge per Ccf . $.08413
Gas Cost Recovery charge per Ccf. As set forth on Sheet No. E-3.00

A Surcharges and Credits:

Gas service under this rate may be subject to surcharges and/or. credlts és
indicated on Sheet No. E-2.00 and Sheet No. E—3 00.

Terms of Payment:
All bills are due and payable on or before the due date shown thereon.
A late paymént charge of two percent (2%) of the unpaid balance shall be
added to any bill which is not paid on or before the due date shown thereon.

The late payment charge is not applicable to customers participating in the
Winter Protection Plan set forth in Order U-4240

(Contiﬁued on Sheet No. E-5.00)

ISSUED "BY -EFFECTIVE FOR GAS SERVICE
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M.P.S.C. No. 1 - Gas
Michigan Gas Company

7 (Continued from Sheet No. E-4.00)
Rate Schedule No. 1.0 (Continued)
Minimuﬁ Charge:
The monthly customer charge.

Contract Form and Term:

Open order; terminable on three days written notice by either party. Written

application approved by the Company is required when space heating service is
to be furnished. . ; :

Rules and Regulations:

Service supplied undér this rate schedule shall be governed by the Rules and
Regulations of the Company as approved by -the Michigan Public Service

Commission.
ISSUED . BY ) EFFECTIVE FOR GAS SERVICE
JON_A. KOSHT ~RENDERED ON AND AFTER
VICE PRESIDENT :
16587 ENTERPRISE DRIVE . ISSUED UNDER AUTHORITY OF THE

THREE RIVERS., MICHIGAN “ MICHIGAN PUBLIC SERVICE COMM.
: DATED
IN CASE NO. U-9323




M.P.S.C. No. 1 - Gas
Michigan Gas Company

Rate Schedule No. 2.0
GENERAL SERVICE (GS) RATE
Availability:

Available to all commercial and industrial customers in the Company's Service
Territory using less than 500 Ccf per day. This schedule is also available
to customers using more than 500 Ccf per day and who enter into a contract
with the Company covering their entire gas requirements. A contract is also
necessary for customers who require higher than normal delivery pressure.
Customers classified under this schedule will have a meter installed capable
of delivering up to 1,000 cubic feet per hour.

Characteristics of Service:

Continuous service, except as may be 1limited by the effective Rules and
Regulations of the Company.

Monthly Rate:
Customer charge $10.00
" Distribution.charge per Ccf . $.°07977
Gas Cost Recovery charge per Ccf. As set forth on Sheet-No. E-3.00
Surcharges and Credits:
Gas service under this rate may be subject to surcharges and/or credits as
indicated on Sheet No. E-2.00 and Sheet No. E-3.00.
Terms of Payment:
. All bills are due and payable on or before the due date shown thereon.

A late payment charge of three percent (3%) of the unpaid balance shall be
added to any bill which is not paid on or before the due date shown thereon.

(Continued on Sheet No. E-7.00)

ISSUED BY EFFECTIVE FOR GAS SERVICE
JON A. KOSHT - RENDERED ON AND AFTER
. VICE PRESIDENT .
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Michigan Gas Company

(Continued from Sheet No. E-6.00)

Rate Schedule No. 2.0 (Continued)

Minimum Charge

The monthly customer charge unless otherwise provided for under contract.

Contract Form and Term:

Open order; terminable on three days written notice by either party. Written
application approved by the Company is required when space heating service is
to be furmished.

Rules and Regulations

Service supplied under this rate schedule shall be governed by-the Rules and
"Regulations of the Company as approved by -the Michigan Public Service
Commission. ’ . ’

- Unauthorized Use in Excess of Contract Volumes

-Customers purchasing gas in accordance with this rate schedule requiring a -
contract shall be subject to a $10.00 per Mcf penalty charge for gas usage in
excess of .contracted volumes. Exception to this rule will be made for those:
customers who gain either written of verbal agreement with the Company prior
to using gas in excess of thelr contracted volumes.

ISSUED BY "EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT . : ’ '

16587 ENTERPRISE DRIVE ] ISSUED UNDER -AUTHORITY OF THE

THREE RIVERS, MICHIGAN - MICHIGAN PUBLIC SERVICE COMM.
’ DATED

IN CASE NO. U-9323



M.P.S.C. No. 1 - Gas
Michigan Gas Company

Rate Schedule No. 3.0
LARGE GENERAL SERVICE (ﬁGS) RATE
Availability:
Available to all commercial and industrial customers in the Company's Service
Territory using greater than 500 Ccf per day and who enter into a contract
with the Company covering their entire gas requirements. A contract is also
necessary for customers who require higher than normal delivery pressure.

Characteristics of Service:

Continuous éervice, except as may be limited by the effective Rules and
Regulations of the Company.

Monthly Rate:
Customer charge $30.00
Distribution charge per Ccf $.07677 )
Gas Cost Recovery charge per Ccf. As set forth on Sheet No. E-3.00
Surcharges and Credits:
Gas service under this rate may be subject - to surcharges and/or credits as
indicated on Sheet No. E-2.00 and Sheet No. E-3.00.
Terms of Payment:
All bills are due and payable on or before the due date shown thereon.
A late péyment charge of three percent (3%) of the unpaid balance shall be

added to any bill which is not paid on or before the due date shown thereon.

(Continued on Sheet No. E-7.20)

ISSUED BY EFFECTIVE FOR GAS SERVICE
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M.P.S.C. No. 1 - Gas
Michigan Gas Company

(Continued from Sheet No. E-7.10 )

Rate Schedule No. 3.0 (Continued)

Minimum Charge

The monthly customer charge unless otherwise provided for under contract.

Contract Form and Term:

Open order; terminable on'fhree'days written noticebby either party. Written
application approved by the Company is required when space heating service is
to be furnished.

Rules and Regulations

Service supplied under this rate schedule shall be governed by the Rules and
Regulations of the. Company as approved by the Michigan Public Service
Commission, : :

Unauthorized Use in Excess of Contract Volumes

Customers purchasing gas -in accordance with this rate schedule requiring " a
contract shall be subject to a $10.00 per Mcf penalty charge for gas usage in
excess of contracted volumes. Exception to this rule will be made for -those
customers who gain either written of verbal agreement with the Company .prior
.to using gas in excess of their contracted volumes. .

ISSUED BY EFFECTIVE FOR GAS SERVICE

JON A, KOSHT ’ RENDERED ON AND AFTER

VICE PRESIDENT

16587 ENTERPRISE DRIVE TISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN ] MICHIGAN PUBLIC SERVICE COMM.
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M.P.S.C., No. 1 - Gas
Michigan Gas Company

Rate Schedule No. 4.0
GRAIN DRYER (GD) RATE

Availability:
Available to all commercial and industrial customers in the Company's Service
Territory using less than 500 Ccf per day for the purpose of agricultural
product dehydration. This Schedule is also available to customers using more
than 500 Ccf per day and who enter into a contract with the Company covering
their entire gas requirements. A contract is also necessary for customers
who require higher than normal delivery pressure.

Characteristics of Service: .

Continuous service, eXxcept as may be limited by the effective Rules and
Regulations of the Company. .

Monthly Rate:

Customer charge $20.00

Distribution charge per Ccf $.06977

Gas Cost Recovery charge per Ccf As set forth on Sheet No. E-3.00
Surcharges and Credits:

Gas service under this rate may be subject to surcharges and/or credits as
indicated on Sheet No. E-2.00 and Sheet No. E-3.00.

Terms of Payment?
Ali bills are due and payable on or Before the due date shown thereon.

A late payment charge of - three percent (3%) of the unpaid balance shall be
added to any bill which is not paid on or before the due date shown thereon.

Minimum Charge:

The monthly customer charge unless otherwise provided for under contract.
(Continued on Sheet No. E-9.20)

ISSUED BY EFFECTIVE FOR GAS SERVICE

‘ JON A. KOSHT ~ RENDERED ON AND AFTER
; VICE PRESIDENT ,
| 16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
' DATED

IN CASE NO. U-9323



M.P.S.C. No. 1 - Gas
Michigan Gas Company

(Continued from Sheet No. E-9.10)

Rate Schedule No. 4.0 (Continued)

Special Provisions:
The customer must agree that any gas service covered by this rate schedule
will be wused solely for the express purpose of agricultural product
dehydration. Failure to comply with this provision may result in
discontinuation of service at the Company's discretion.

Contract Form and Term:
Open order; terminable on three days written notice by either party.

Rules and Regulations:
Service supplied under this rate schedule shall be governed by the Rules .and
Regulations of the Company as approved by the Michigan Public -Service
Commission.

Unauthorized Use in Excess of Contract Volumes

Customers purchasing gas in accordance with this rate schedule requiring a
contract shall be subject to -a $10.00 per Mcf penalty charge for gas usage in

excess.of contracted volumes. Exception to.this rule will be made for - those -

customers who gain either written or verbal .agreement with the Company prlor
to using gas in excess of their contracted volumes.

TISSUED BY EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT ’ :

16587 ENTERPRISE DRIVE . TISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323



M.P.S.C. No. 1 -~ Gas
Michigan Gas Company

Rate Schedule No. 5.0

INTERRUPTIBLE SERVICE RATE

Availabilicty:

Available to all classes of customers in the Company's Service Territory
entering into a contract to take gas in accordance with the terms of this
tariff and only at locations where the utility has adequate distribution

‘facilities and who shall agree:

1. that the use of gas under this Schedule shall be continued on and
subject to the requirements of present and future firm customers of
the Company and to such other uses or sales of gas as the Company
shall in its discretion determine to make;

2. that if at anytime during the contract period it is necessary, in the
sole judgement of the Company, to curtail or discontinue use of gas
hereunder, the Company may, upon not less than thirty (30) days
notice given to the customer, limit, curtail, or' discontinue the
supply of gas to the customer;:

3. that in the event of any emergency which, in the sole judgemént of
the Company, threatens that continuance of service to the Company's
firm customers, the Company may immediately curtail or interrupt
service hereunder, by oral notice or otherwise, to the extent, and
for such duration, as the Company, in its sole judgement, shall deem
necessary.

Characteristics of Service:

The supply of gas under this rate schedule will be subject to interruptions
or curtailments at the sole discretion of the Company and the -Company
reserves the right to temporarily discontinue the supply of gas to effectuate
such interruption or curtailment.

(Continued on Sheet-No. E-11.00)

ISSUED BY
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VICE PRESIDENT
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M.P.S.C. No. 1 - Gas
Michigan Gas Company

(Continued From SheetrNo. E-10.00)

Rate Schedule No. 5.0 (cont.)

Monthly Rate:

Customer Charge ) $300.00
Distribution charge per Ccf . $.04618
Gas Cost Recovery charge per 100 Ccf. As set forth on Sheet No. E-3.00

Surcharges and Credits:

Gas service under this rate may be subject to surcharges and/or credits as
indicated on Sheet No. E-2.00 and Sheet No. E-3.00.

Term of Payment:

All bills are due and.payable on or before the due date shown thereon.

| A late payment charge of three percent (3%) of the unpaid balance shall be
| . added to any bill which is not paid on or before the due date shown thereon.

Special Provisions:

1.

ISSUED

Any customer purchasing gas under this rate schedule shall own complete
stand-by equipment and maintain the same in good operating condition with

~sufficient fuel stocks on hand so that, if necessary, gas service from-

the Company can be completely curtailed on not more than two hours
advanced notice.

In the event the customer fails to curtail or discontinue gas consumption -

after two hours notice as directed by the Company, the customer shall
pay a penalty to the Company at rates for unauthorized purchases set
forth by its supplier, in addition to the monthly rate set forth. above,

The customer must agree that any ' burners, - apparatus, appliances or
equipment which may be supplied with gas on a Firm Basis under the terms
of any filed Rate Schedule of the Company will not be piped or connected
in a manner which will permit them to operate from the gas . service

“covered by an Interruptible Service Contract.

(Continued on Sheet'ﬁo. E~11.10)

BY " EFFECTIVE FOR GAS SERVICE

VICE PRESIDENT

‘ JON A. KOSHT . RENDERED ON AND AFTER

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.

DATED
IN- CASE NO. U-9323




M.P.S.C. No. 1 - Gas

Original Sheet No. E-11.10
Michigan_Gas Company ' )

(Continued From Sheet No. E-11.00)

-~ Rate Schedule No. 5.0 (cont.)

Contract Term:

The term of the contract shall be subject to the mutual agreement of the

customer and the Company, but in no even shall it be for a period of less
than one year.

Rules and Regulatioms:

Service supplied under this rate schedule shail be governed by the Rules and
Regulations of the Company. ’

ISSUED BY : EFFECTIVE FOR GAS SERVICE

JON A. KOSHT " RENDERED ON AND AFTER

VICE PRESIDENT

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
DATED .

IN CASE NO. U-9323




M.P.S.C. No. 4 - Gas
Michigan Gas Company

. Rate Schedule No. 6.0

Availability

This Rate Schedule

Approval of a qualifying Cogeneration system will be at the sole discretion -

of the Company.

COGENERATION SERVICE RATE

is available for contracted gas service to an approved
Cogeneration system wutilizing natural gas as the primary energy source.

Service under this schedule will be available for a - period of time, not to
exceed 5 years, from the beginning of the first full billing cycle. following
the commercial operation of the cogeneration unit. Actual use of the
cogeneration use by the customer for space heating, process . heating or
production purposes will constitute commercial operation.- Determination - of

the commercial operation effective date will be at the sole discretion of the.

\
} . Company.
|

Monthly Base Volumes

The Monthly Base Volumes shall be' a volume of gas established for each
customer based on a month-by-month comparison of sales made to that customer
in the year 1983 and 1984. The higher volume "shall be the Monthly Base

Volume for that month.

For customers taking service under this rate for

which no previous history of consumption exists for years 1983 and 1984, 70%
.of all volumes consumed shall be.considered as the Monthly Base Volume for

Monthly Rate
Customer Charge

Commodity‘Charge:

the purpose of billing and interruption.

$ 300.00 per month

For all volumes metered up an amount equal to the Monthly Base Volume the
rate to be charged shall be the sum of:

1. The gas cost recovery charge as set forth on page E-3 00

2. The Distribution Charge of the rate Schedule on which the customer

| service.

For all volumes consumed in excess of thé Monthly Base Volume, the rate- .

previously received service or, for new customers, the rate
| schedule for which the customer would have been eligible to receive

to be charged will be: $ .425 per Ccf

ISSUED
. JON A. KOSHT

VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

BY

(Continued on Sheet No. E-lB.QO)

' EFFECTIVE FOR GAS SERVICE
RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323




M.P.S.C. No. & - Gas
Michigan Gas Company
. : (Continued from Sheet No
Rate Schedule No. 6.0 (Cont.)
Surcharges and Credits:

Gas service under this rate may be subject
indicated on Sheet No. E-2.00.

Cost of Gas Credit

. E-12,00)

to surcharges and/or credits

as

If the commodity charge for all volumes consumed by the customer in excess
of the Monthly Base Volumes is greater than the sum of:

1. The commodity cost of gas purchased for sale to the customer;

2. The pipeline supplier transportation charges for delivery of such

3. A distribution charge of § .04618 per Ccf
then a credit will be made to customers

schedules subject to the Company's Gas Cost

Recovery Clause.

receiving service under rate

The amount to be credited will be the the product of the difference. between

|
volumes, if applicable;
|
|

the Commodity Charge and the the zbove mentioned sum multiplied by the
| volumes in excess of the Monthly Base Volume.
| offset to the cost of gas in a GCR Reconciliation proceeding,

Character of Service

sales
This credit will be used as an

The volumes of gas equal to the customers' Monthly Base Volume will be
considered firm or interruptible depending on the classification of the
Schedule under which the customer previously received service or for new
" customers, the rate schedule for which the customer would have been eligible

| . for service.

rate

All volumes of gas in excess of the customers' Monthly Base Volume will be
considered eligible for interruption. Those volumes considered eligible for
interruption will be subject to interruptions or curtailment at the

discretion of the Company and the Company reserves the right to

sole
temporarily

discontinue the supply of gas to effectuate such interruption or curtailment.

Except in an emergency, notice of interruption or curtailment will be

given

by the Company not. less than two hours in advance of such interruption or

curtailment.

(Continued on Sheet No. E-14.00)

ISSUED BY
JON A. KOSHT

. VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

. EFFECTIVE FOR GAS SERVICE

RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323



M.P.S.C. No. 4 - Gas
Michigan Gas Company

(Continued From Sheet No. E-13.00)

Rate Schedule No. 6.0 (Comnt.)

Gas Cost Recovery Charge:

All volumes equal to the Monthly Base Volume as set forth above are subject
to the monthly Gas Cost Recovery Factor as shown on Sheet No. E-3.00

Term of Payment:

All bills are due and payable on or before the due date shown thereon.

A late payment charge of three percent (3%) of the unpaid balance shall be
added to any bill which is not paid on or before the due date shown thereon.

Special Provisions:

1.

2,

Any customer purchasing gas under this rate schedule shall own complete

stand-by equipment and maintain the same in good operating condition with .

sufficient fuel stocks on hand so that, if necessary, gas service from
the Company -<can be ‘completely curtailed on -not . more than two hours -

advanced notice.

In the event the customer fails to curtail or discontinue gas_ consumption
after two hours notice as directed by the Company, the customer . shall .

pay a penalty to the Company at .rates for unauthorized purchases set
forth by its supplier, in addition to the monthly rate set forth above.

The customer must agree that any burners, apparatus, appliances or:

equipment which may be supplied with gas on a Firm Basis under the terms

. of any filed Rate Schedule of the Company will not be piped or connected

in a manner which will permit them to operate from the gas service
covered by an Interruptible Service Contract.

Rules and Regulations:

Service supplied under this rate schedule shall be governed by the Rules and
Regulations of the Company as approved by the Michigan Public Service

Commission.
ISSUED BY * EFFECTIVE FOR GAS SERVICE
JON A. KOSHT RENDERED ON AND AFTER
‘ VICE PRESIDENT . ' :
16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN

MICHIGAN PUBLIC SERVICE COMM.
DATED ‘ :
IN CASE NO. U-9323



M.P.S.C. No. &4 - Gas
Michigan Gas Company

CONTRACT SALES
The rates to be charged to contract customers are as follows:

Holland Board of Public Works

|
\
\
|
t . Rate Schedule No. 7.0
i
|
|
|
|
|

Customer Charge 3 300.00 per month
Distribution Charge $ .04618 per Cef

Celotex Corporation

Customer Charge $ 300.00 per month
Distribution Charge $ .04618 per Ccf

White Pine Copper Company

Customer Charge $ 300.00 per month
Distribution Charge $ .04618 per Ccf

Surcharges and Credits:

Gas service under this rate may be subject to surcharges and/or credits as
indicated on Sheet No. E-2.00 and Sheet No. E-3.00.

ISSUED BY EFFECTIVE FOR GAS SERVICE
JON A. KOSHT RENDERED ON AND AFTER
VICE PRESIDENT ‘ )
16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
. THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
‘ : DATED

IN CASE NO. U-9323



M.P.S5.C. No. 1 - Gas Original Sheet No. F-1.00
Michigan Gas Company . o o :

SECTION F
RULES AND REGULATIONS
FOR GAS TRANSPORTATION CUSTOMERS

F1. APPLICATION

Unless otherwise provided for within these transportation service rules
and regulations or under Interruptible Transportation Service (ITS) Rate,
or under Firm Transportation Service (FTS) Rate, transportation customers
are subject to all the rules and regulations contained within Section B of
the Company's Rules and Regulations for all customers.

F2. DEFINITIONS

1.1 The term "Annual Contract Quantity” (ACQ) shall mean the maximum

quantity of Gas obligated by the Company to prOV1de to the Shipper
over a period of twelve months.

1.2 The term "British Thermal Unit" (BTU) shall mean the amount of heat
required to raise the temperature of one pound of water one degree
Fahrenheit at sixty degrees Fahrenheit.

1.3° The term "Company" shall mean Michigan Gas Company, a Michigan
corporation, P.0. Box 488, 16587 Enterprlse Drive, Three Rivers,
Mlchlgan 49093,

1.4 The term "Cumulative Monthly Nominations" shall mean a cumulative
total of all Nominations made by the Shipper for a givem Month.

1.5 The term "Cumulative Negative Imbalance" shall mean the situation
in which a Shipper has, on a cumulative basis, taken more gas than
it arranged to have delivered to the Company.

1.6 The term "Cumulative Positive 1Imbalance" shall mean the situation
in which a Shipper has, on a cumulative basis, taken less gas than
it arranged to have delivered to the Company.

1.7 The term "Customer Charge" shall mean a fixed charge billed to the
Shipper on a monthly basis representing certain fixed costs
attributable to providing service to the Shipper.

(Continued on Sheet No. F-2.00)

ISSUED BY ) EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT : .

16587 ENTERPRISE DRIVE ) ) ISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN } - MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323



M.P.S.C. No.

1 - Gas Original Sheet No. F-2.00

Michigan Gas Gompany

(Continued From Sheet No. F-1.00) -

F2. DEFINITIONS (cont.)

1.8

1.9
1.10

1.11

1.12

1.13

1.14

1.15

ISSUED

JON A. KOSHT
VICE PRESIDENT

The term "Day" shall mean a period of twenty-four (24) consecutive
hours (23 hours when changed from Standard to Daylight time and 25
hours when changing back to Standard time) beginning at 12:00 noon
Eastern time or at such time as may be mutually agreed upon.

The term "dekatherm” (dth) shall mean the quantity of heat energy
which is equivalent to ome million BTU.

The term "Designated Service Rate" shall mean the Company's
existing gas sales rate designated in the Service Agreement.

The term "Equivalent Quantities" shall mean a quantity of gas
containing an amount of dths equal to the amount of dths -received
by Transporter for the account of Shipper at the Point(s) of
Receipt.

The term "Firm Transportation  Service® (FTS) shall mean
Transportation service from. schedules or contracts under which the
Company is exXpressly obligated to reserve specific capacity within
a given time pericd and which anticipates mno interruptions, but
which may permit unexpected interruption in cases where capacity to
higher priority customers is threatened.

The term "First-Come, First-Served" shall mean the procedure by
which priority for Transportation Service is allocated by the date
the Company received the Request for Transportation Service.

The term "Gas" shall mean natural gas, manufactured gas or a
combination of the two.

The term "Heating Value Measurement Charge" shall mean a charge for
any device installed by the Company to measure the heat content of
gas delivered to the Shipper.

(Continued on Sheet No. F-3.00)

BY R EFFECTIVE FOR GAS SERVICE
RENDERED ON AND AFTER

16587 ENTERPRISE DRIVE . ISSUEDVUNDER AUTHORITY OF THE
THREE RIVERS. MICHIGAN MICHIGAN PUBLIC SERVICE COMM.

DATED
IN CASE NO. U-9323



M.P.S.C. No.

1 - Gas Original Sheet No. F-3.00
Michigan Gas Company . .

(Continued From Sheet No. F-2.00)

F2, DEFINITIONS (cont.)

1.16

1.17

1.18

1.19

1.20

1.21

1.22

1.23

1.24

ISSUED

JON A. KOSHT
VIGE PRESIDENT

The term "Interruptible ' Tramsportation Service" (ITS) shall mean
Transportation service from schedules or contracts under which the
Company is not expressly obligated to reserve specific capacity
within a given time period, and which anticipates and permits
interruption on short notice, or service under schedules or
contracts which expressly or implicitly require installation of
alternate fuel capability. .

The term "Load Balancing Charge" shall mean a charge incurred due
to the Shipper taking more (negative imbalance) or less (positive
imbalance) gas in a2 month than was nominated.

The term "Load Balancing Penalty Charge" shall mean a charge
incurred, in addition to the Load Balancing Charge, due to the
Shipper taking more/less gas in a month than was nominated.

The term "Load Balancing Service" shall mean the service by which
the Company allows Shipper variances from Nominated volumes within
a specific period of time, wunder the condition that such variance
will be reconciled.

The term "Maximum Daily Quantity" (MDQ) shall mean the greatést
volume of Gas that the Company 1is obligated to Transport to the
Shipper on any Day. . )

The term "Mcf" shall mean one thousand cubic feet of Gas at 14.65
psia,

The term "Month" shall mean the period beginning at 12 noon Eastern
Time on the first Day of a calendar month and ending at the same
hour on the first Day of the next succeeding calendar month, or at
such time as may be mutually agreed upon.

The term "Nominations" shall mean the process by which the Shippe}
notifies the Company of expected Transportation volumes.

The term "Point of Delivery” shéll mean any point on the Company's

Gas distribution system at which an interconnect exists with the
Shipper's facility to enable the Company to deliver Shipper's gas.

(Continued on Sheet No. F-4.00)

BY 7 EFFECTIVE FOR GAS SERVICE
'RENDERED ON AND AFTER

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN ) MICHIGAN PUBLIC SERVICE COMM.

DATED
IN CASE NO. U-9323




M.P.5.C. No. 1 - Gas Original Sheet No. F-4.00
Michigan Gas Company )

(Continued From Sheet No. F-3.00)

F2. DEFINITIONS (cont.)

1.25 The term "Point of Receipt" shall mean any point on the Company's
gas distribution system at which an interconnection exists with
Shipper's Transporter to enable the Company Lo receive Shipper's
gas for redelivery to the Shipper.

1.26  The term "Rate Schedule" shall mean the particular schedule listing

applicable rates for service found 1in the Company's Schedule of
Rules, Regulations and Rates.

1.27 The term "Request for Transportation Service" shall mean a written
request by the Shipper for Transportation service.

1.28 The term "Service Agreement” shall mean -all written contracts
executed by the Shipper and Company and any exhibits, attachments
- and/or amendments thereto.

1.29 The term "“Service Territory" shall mean the geographical area
defined in the Company's Schedule of Rules, Regulations and Rates
in which the Company is responsible for Gas service.

1.30 The term “"Shipper" shall mean any person, corporation, partnership
or any other party requesting Transportation of Gas by the Company.

1.31 The term "Shipper's Transporter" shall mean the intrastate
pipeline, interstate pipeline, or local distribution company
transporting Gas to the Point(s) of Receipt.

1.32 The term "System Supply Status” shall mean a sales customer
purchasing gas from the Company's reserved gas supplies or a
Shipper paying for System Supply Entitlement Service.

1.33 The term "System Supply Entitlement Service" (SSES) shall mean the
service provided by which an FTS customer can reserve entitlement
to the Company's Gas Supplies as provided for in the Service
Agreement. :

1.34 The term "System Supply Entitlement Charge" (SSEC) shall mean the
charge incurred for SSES.

(Continued on Sheet Ko.bF—S.OO)

ISSUED BY - EFFECTIVE FOR GAS SERVICE

JON A. KOSHT 'RENDERED ON AND AFTER

VICE PRESIDENT ’ 7

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
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M.P.S.C. No. 1 ~ Gas Original Sheet No. F-5.00
Michigan Gas Company )

(Continued From Sheet No. F-4.00)

F2. DEFINITIONS (cont.)

1.35 The term "Transportation" shall mean the movement of gas from the
Point(s) of Delivery to the Point(s) of Receipt. "Transportation”
in a more generic form can also mean the movement of gas within the
interconnected systems of interstate pipelines, intrastate
pipelines and local distribution companies.

1.36 The term "Transportation Charge" shall mean the volumetric charge
incurred from the Transportation of gas.

1.37 The term "Transporfation Customer” shall mean any customer who has
contracted for ITS or FTS. "(See "Shipper")

F3. TRANSPORTATION SERVIGE
F3.1 Operating Tolerances

It is recognized that Shipper will be unable to control exactly the
quantities of Gas delivered and accepted hereunder onm any Day, and
that the actual quantities received by the Company may vary above
or below the actual quantities delivered. on any Day. Such
variations shall be considered imbalances, shall be kept to the
minimum permitted by operating conditions and shall be-balanced as
soon as practicable, but shall not exceed a daily variation of ten
percent (10%) of the actual deliveries, except that the Company may
allow a greater variation, and/or may adjust receipts or deliveries

" of Gas hereunder, if it determines that it may do so to achieve
elimination of previous dimbalances without adverse effect on the
Company's operations or its ability to .meet all its other
obligations, including lower priority service.

A Load Balancing Charge and/or a.Load Balancing Penalty Charge may
be applicable to daily and/or monthly imbalances, pursuant to the
ITS. Rate -or FTS Rate in addition to other remedies under law. It
shall be the responsibility of Shipper to monitor and adjust
deliveries of Gas to and receipts of Gas from the Company to match
nominated volumes,

(Continued on'Sheet No. F-6.00)

ISSUED BY EFFECTIVE FOR GAS SERVICE

JON A. KOSHT "RENDERED ON AND AFTER

VICE PRESIDENT , :

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE

THREE RIVERS. MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
~ DATED

IN CASE NO. U-9323




M.P.S.C., No. 1 - Gas Original Sheet No. F-6.00
Michigan Gas Company

(Continued From Sheet No. F-5,00) .
F3.2 Treatment of Gas

The Company reserves the right to subject or permit the subjection
of the Gas to be transported hereunder to compression, cooling.
cleaning, or other processes to such an extent as may be required
in the . Company's sole opinion for its transmission from the
Point(s) of Receipt to the Point(s) of Delivery. Nothing contained
herein shall be construed so as to prevent the use of conventional
separation equipment, including low temperature wellhead separation
units, prior to the delivery of Gas to the Company hereunder.

F3.3 Nominations
A. Monthly

At least five (5) Working Days prior to the first Day of each
Month, Shipper or Shipper's designated representative shall furnish
the Company with a written schedule in a format supplied by the
Company showing the estimated daily quantity of Gas it desires: the
Company to deliver and receive during such Month, unless other
arrangements are required by the Company.

B. Departures From Nominations

Shipper shall, by telephoning the GCompany and then providing .
written éonfirmation, give the Company at least 24 houts notice of
any proposed change of a daily quantity from that set forth in the
schedule provided for above. Any proposed change in mnomination -
made, pursuant to procedures specified by the Company, may not be
made until after the first Day of the Month covered by the
nomination. The Company may waive any part of the 24 hours notice
upont request if, in its judgement, operating conditions permit such
waiver. Shipper and the Company shall inform each other of any
changes in anticipated deliveries immediately. Departures from the
monthly and daily schedules shall be kept to a minimum as permitted
by operating conditions, and the parties shall cooperate to this
end.

C. Curtailments
If the Company has issued- aA9O—day notification of gas supply

deficiency curtailment, under Rule B4, then Shippers who pay the
System Supply Entitlement Charges (SSEC) must furnish the company

(Continued on Sheet No. F-7.00)

ISSUED BY : ' EFFECTIVE FOR GAS SERVICE

JON A. KOSHT - RENDERED ON AND AFTER

VICE PRESIDENT

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
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. M.P.S.C. No. 1 - Gas : " Original Sheet No. F-7.00
Michigan Gas Company ’

(Continueanrom Sheet No. F-6.00)
. C. Curtailments (cont.)

with a written monthly schedule of GCR purchases nominated by the
shipper. Such schedule must be submitted to the Company 45 days
prior to each month of curtailment. -Pursuant to Rule B4, the
Company will provide the shipper with 30 days prior notification of
the authorized volumes which the shipper is entitled to purchase.

F3.4 Delivery of Gas

The Company, subject to the other provisions hereof, shall make
l daily delivery, to the extent practicable, of Equivalent Quantities .
} of Gas at the Point(s) of Delivery up to the Maximum Daily Quantlty
| (MDQ) agreed to in the Service Agreement with Shlpper.

.F3.5 'Hourly Variation

To the extent practicable, Gas shall be transported to the Point(s)
of Delivery at uniform hourly rates by the Company.

F3.6 Pressure

The Company shall not be required to alter its prevailing 1line

pressure at the Point(s) of Receipt into its system or. at . the
| i Point(8) of Delivery to Shipper.

F3.7 Measurement

All Gas delivered to the Shipper shall be measured by the -Company.
The accuracy of -meters used for such purpose shall be -evaluated and
maintained in accordance with the Michigan Public Service

| Commission's Technical Standards For Gas Service - (Technical
Standards).

F3.8 Adjustments to Equivalent Quantities

Following receipt of Monthly statements, the parties shall adjust
the receipts and deliveries of Gas within thirty (30) Days if
practicable to balance any excess or deficiency .in° order for
Shipper to receive Equivalent Quantities. In the event the
quantities of Gas received and delivered are not in balance at the
end of the term of the Agreement, then such balance shall be
achieved within thirty (30) Days by extending receipts or
deliveries as applicable at the appropriate Point(s) of Receipt or
Point(s) of Delivery until such balance 1is achieved or by such
other method as is then mutually agreed upon by the parties hereto,

(Continued on Sheet No. F-8.00)

| ISSUED BY EFFECTIVE FOR GAS SERVICE
. JON A. KOSHT RENDERED ON AND AFTER
VICE PRESIDENT :
16587 ENTERPRISE DRIVE ) - ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323



M.P.S.C. No. 1 - Gas « Original Sheet No. F-8.00
Michigan Gas Company ' -

(Continued From Sheet No. F-7.00)

Limitations of Service

F3'9

The Cqmpany shall not be required to perform service under a
Service Agreement on behalf of any customer failing to comply with

“any and all terms of the Service Agreement, Transportation Rate
Schedules andfor the Company's Rules and Regulations  for
Transportation Customers. By mutual agreement between Shipper and
the Company, specific transportation contract language may vary
from the terms and conditions of the tariff.

Fh. QUALITY

F4.1 Heat Content

The Gas received and hereunder delivered shall have a total heating
value per cubic foot of not less that 950 BTU not more than 1,100
BTU. :

F4.2 Freedom from Objectionshle Matter

ISSUED

JON A. KOSHT
VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

The Gas quality of received and delivered hereunder-shall meet the
following requirements: ‘

A. Gas shall not contain more than three percent (3%) oxygen by
volume; :

B. Gas shall be commercially free from objectionable odors, .solid -
.or liquid matter, dust, -gum or gum—forming constituents which
might interfere with its merchantability or cause injury to or
interference with proper operation of the' lines, regulators,
meters or other appliances through which it flows;

C. Gas shall not contain more than 0.3 grain of hydrogén sulphidé
per 100 cubic feet;

D. Gas shall not contain more than twenty grains of total sulfur
(including hydrogen sulphide and mercaptan sulfur) per 100
cubic feet;

(Continued on Sheet No. F~9.00)

BY ) EFFECTIVE FOR GAS SERVICE
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M.P.S.C. Nb. 1 - Gas : Original Sheet No. F-9.00
Michigan Gas Company

(Continued From Sheet No. F-8.00)

"E. Gas shall not at any time have carbon dioxide content in excess .
of two percent by volume;

F. Gas shall not contain an amount of moisture whlch at any tlme
exceeds seven pounds per million cubic feet; and

G. - Gas shall not contain a n1trogen content in excess of three
percent by volume.

F4.3 Commingling

The Company shall have the unqualified right to commingle Gas
Transported hereunder with Gas from. other sources. It is
recognized that Gas redelivered at the Point(s) of Delivery may not
be the same molecules as those recelved at the P01nt(s) of Receipt.

F5. BILLING, RECORDS, ACCOUNTING AND PAYMENT
F5.1 1Issuance, Payment and Inquiry of Billings

The Company shall furnish, or cause to be furnished, to Shipper, on
or before the (15th) Day of each Month, a billing of charges for
service during the prior Month. Such charges may be based on
estimated quantities if actual quantities are unavailable in time
to prepare the billing. 1In that event, the Company shall provide,
in the succeeding month's billing, an adjustment based on any
difference between actual quantities and estimated quantities.

The Company will issue a separate billing for service under each of
Shipper's Service Agreements which W1ll be due 15 days from the
date of rendition.

Each party to a Service Agreement . shall have the right at all
reasonable time to examine the books, records and charges of the
other party, to the extent necessary to verify the accuracy of any
statement, charge or computation made under or pursuant to any
provision of the contract.

(Continued on Sheet No. F-10.00)
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M.P.S.C. No.

1 - Gas Original Sheet Nd. F-10.00

Michigan Gas Company

(Continued From Sheet No. F-9.00)

F5.2 Mailing of Notices, Bills and Payments

All notices, bills and payments required or permitted to be given
in connection with Transportation Service shall be sent to the
address specified 1in the Service Agreement unless otherwise
indicated therein, shall be 1in writing and shall be valid and
sufficient if delivered in person, by first class mail, Western
Union, express mail, courier or telex,

POSSESSION OF GAS

F6.1 Responsibility for Gas

F6.
F7. AGENCY
F7.1
ISSUED
JON A. KOSHT

'~ VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

The Company and Shipper shall each be responsible for its own
equipment, facilities and Gas on its own side of a delivery point.
The Company and Shipper shall each have good title or good right to
make such a delivery and further, shall warrant for itself, its
personal representatives, successors and assigns that such Gas
shall be free and clear of all license encumbrances and c¢laims
whatsoever., With respect to any such adverse claim that may arise
to said Gas or to royalties, taxes, license fees or charges
thereon, the party delivering or causing the delivery of the Gas
shall indemnify and save the receiving party harmless from all
suits, actions, debt, accounts, damages, costs, losses and expenses
arising from or out of same, provided that the receiving party
gives the other prompt notice of any such adverse claim.

Agency

If Shipper's Transporter ‘has a provision for directly -billing
Shipper for Transportation fees, the Company has the option to
collect fees to be paid to Shipper's Transporter. '

The Company may, at its option, serve as Shipper's Agent in its
contracts for transportation with Shipper's Transporter.

(Continued on Sheet No. F~11.00)

BY . EFFECTIVE FOR GAS SERVICE
- RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE

MICHIGAN PUBLIC SERVICE COMM..
- DATED

IN CASE NO. U-9323
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Michigan Gas Company ’

Rate Schedule No. 1.0

INTERRUPTIBLE TRANSPORTATION SERVICE (ITS) RATE

Availability:

TISSUED

This Rate Schedule is available to any person, corporatlon, partnership or
any other party (hereinafter referred to as “"Shipper") for the
transportation of Gas by Michigan Gas Company (hereinafter referred to as
"Company") within the Company's Service Territory, when

(a) Shipper desires Interruptible Transportation Service of Gas; and -

(b) Shipper owns complete standby equipment and maintains the same 1in
good operating condition with sufficient fuel stocks -on hand so
that, if necessary, gas service from.the Company can be completely
curtailed on mnot more than two: hours advance notice, provided

“however, the Company will only curtail Shlpper due to lack of -

capacity on the Company's system; and

(c) Shipper has met the conditions specified in Sectlon F of ‘the
Company.'s Rules and Regulatlons for Gas Transportation Customers;
and

(4) Shipper and Company have executed a SerV1ce Agreement for service
under this Rate Schedule. . :

Transportation Service under this Rate Schedule shall be provided for all .

customers on a First-come, First-served basis determined . as of the ‘date
the Company receives a Request for Transportation-Service.

Shipper must contract for delivery of Gas to -a specific Point(s) of
Receipt where Shipper's Transporter will deliver = Shipper's Gas to the

Company and a specific Point(s) of Delivery where the Gas will be
consumed. Gas transported under the terms of this rate may not be resold.

(Continued on Sheet No. F-12.00)

BY EFFECTIVE FOR GAS SERVICE

JON A. KROSHT "RENDERED ON AND AFTER

VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

ISSUED UNDER AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323
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(Continued From Sheet No. F-11.00)
Rate Schedule>No. 1.0 {(cont.)

Characteristics of Service:

This Rate Schedule shall applyAto all Interruptible Transportation Service
rendered by the Company for Shipper pursuant to the executed Service
Agreement for service under this Rate Schedule.

Service under this Rate Schedule shall consist of: (i) the receipt of Gas
on behalf of Shipper at the Point(s) of Receipt specified in the executed
Service Agreement; (ii) the transportation of Equivalent Quantities of Gas
through the Company's system; and iii) the delivery of Gas by the Company
to Shipper at the Point(s) of Delivery spec1f1ed in the executed Service
Agreement.

The Company will provide Load Balancing Service equal to or less than +5%
of Shipper's Cumulative Monthly Nomination. Gas consumed by Shipper
greater than 5% of Shipper's Cumulative Monthly Nomination shall be
subJect to a Load Balanc1ng Charge and a Load Balancing Penalty Charge.
Bllls will be rendered on a Monthly basis.

Monthly  Rate:

Subject to such modifications as may be imposed and/or authorized by the
Michigan Public Service Commission (MPSC), each Month Shipper shall, where
applicable, pay the Company the following amounts:

(1) Customer Charge

Shipper shall pay a Customer Charge of $1,000 per Month for each
account through which Shipper requests “Gas to be transported,
regardless of whether or not Shipper actually delivers Gas to the
Point(s) of Receipt.

(Continued on Sheet No. F-13.00)

ISSUED BY ’ EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT :

16587 ENTERPRISE DRIVE : . ISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN . MICHIGAN PUBLIC SERVICE COMHM.,
: ‘DATED

IN CASE NO. U-9323
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- (Continued From(Sheet No. F-12.00)
. Rate Schedule No. 1.0 (cont.)

(ii) Transportation Charge

the quantity of Gas in Mcf which the Company delivered to the
Shipper at the Point(s) of Delivery during the Month:
$.4218 per Mcf

If the gas to be transported is an incremental load, and will be
used to displace coal or coal derived fuels, the transportation
charge shall be a rate, as negotiated between the Transporter and
the Shipper, between.a floor of §0.05 per Mcf and a ceiling price
equal to the ITS transportation rate and all applicable surcharges
for all gas redelivered.

Shipper shall pay the following Transportation Charge multiplied by
|
|
|
\

at the Point(s) of Receipt to compensate it for the company-use and
lost and unaccounted-for-~gas on Transporters system. This volume
shall not be 1ncluded in the quantlty avallable for delivery to the
Shipper.

|
|
|
’ In addition, the Transporter shall retain .89% of all gas received
|
‘ -
| {(iv) Load Balancing Charge
| .
| Daily
In the event .that Shipper’ s Transporter has a Daily Balancing
Charge in its rates, and to the extent that Shipper causes the
Company to incur a Daily - Balancing Charge, the Company shall pass
through the Daily Balancing Charge to Shipper.

Monthly

For a Cumulative Positive Imbalance (overdel1very) greater than 5%
and less than or equal to 10% of the Shipper's Cumulative Monthly
Nomination, all Shippers shall pay a charge of $.12 per Mcf. For a
Cumulative Positive Imbalance greater than 10% of the Shipper's
Cumulative Monthly Nomination, all Shippers shall pay a Load
Balancing Penalty Charge.

(Gontinued on Sheet No. F-14.00)

1SSUED BY EFFECTIVE FOR GAS SERVICE
JON A. KOSHT ' RENDERED ON AND AFTER
VICE PRESIDENT - -
| ' 16587 ENTERPRISE DRIVE ' ISSUED UNDER AUTHORITY OF THE
| THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.

| DATED
- -~ IN CASE NO. U-9323



(iv)

(v)

ISSUED

| . . JON A. KOSHT

’ VICE PRESIDENT

M.P.S.C. No. 1 - Gas Original Sheet No. F-14.00
Michigan Gas Company -

(Continued From Sheet No. F-13.00)

Rate Schedule No. 1.0 {cont.)

Load Balancing Charge (cont.)

For a Cumulative Negative 1Imbalances (underdelivery) greater than
5% and less than or equal to 10% of Shipper's Cumulative Monthly
Nomination., all Shippers shall pay $.12 per Mcf. For a Cumulative
Negative Imbalance greater than 10% of Shipper's Cumulative Monthly
Nomination, Shipper may be subject to a Load Balancing Penalty
Charge. )

Load Balancing Charges will be credited to the Company's Booked
Cost of Gas Sold as definmed in Section B10.2 of the Company's Rules
and Regulations for all Customers.

Load Balancing Penalty Charge (Unauthorized Gas Usage Charge)

Daily :

In the event that Shipper's Transporter has a Daily Balancing
Penalty Charge in its rates, and to the extent that Shipper causes
the Company to incur a Daily Balancing Penalty Charge, the Company
shall pass through the Daily Balancing Penalty Charge to Shipper.

Monthl&

For a Cumulative Positive Imbalance greater than 10% of Shipper's
Cumulative Monthly Nomination, all Shippers shall pay a $2.00 per
Mcf Load Balancing Penalty Charge, in addition to all other
applicable transportation charges. .

. For Cumulative Negative Imbalances in excess of 10% of Shipper's

Cumulative Monthly Nomination, a Shipper shall pay a $10.00 per Mcf
Load Balancing Penalty Charge and the currently effective GCR rate
per Mcf, 1in -addition to 2all other applicable transportation
charges. ' :

Load Balancing Penaity~ Charges will be credited to the Company's

Booked Cost of Gas - Sold as defined in Section B10.2 of the
Company's Rules and Regulations for all Customers.

(Continued on Sheet No. F—lS.OO)

BY _ EFFECTIVE FOR GAS SERVICE
RENDERED ON AND AFTER

16587 ENTERPRISE DRIVE : : ISSUED UNDER AUTHORITY OF THE
| THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
‘ : : DATED

IN CASE NO. U-9323
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(Continued From Sheet No. F-14.00)

Rate Schedule No. 1.0 <(cont.)

-

(vi) Heating Value Measurement Charge

The Company, at its option, may require the installation of a
heating value measurement device and payment by the customer of
a Heating Value Measurement Charge of $250.00per Month per
installation under the following conditions:-

1) if the heating value cannot be confirmed by pipeline
measurement due to more than one supply source entering
an area, and the customer has annual requirements of
100,000 Mcf or more; or :

2) for any smaller customer, if the customer refuses to

- include in its Service Agreement a provision that holds -

~ the company harmless for any damages resulting from
measuring errors based on heating value; or

3) for any smaller customer, if the customer requests that
heating value measurement equipment be installed.

(vii) Emergency Gas Usage Charge (Authorized Gas Usage Charge)

The Company will provide emergency, short-term Gas on a First
Come~First Served, best efforts basis to all Shippers desiring
such service, subject to the provisions of this Charge.’ -

Shippers requesting emergency  service ‘must obtain - prior
approval by telephone ‘from the Company, each Day Shipper
requests emergency service, before actually taking Gas.
Shippers not requesting or obtaining approval from the Company
will be charged the Company's Unauthorized Usage Charge.

In addition to all the applicable charges of this Rate - Sched- '
ule, Shipper shall pay an Emergency Gas Usage Charge of $2.00

per Mcf plus the currently-effective GCR rate per Mcf for all

emergency Gas purchases, However, <to the extent that the

emergency Gas purchased by Shipper contributes to the Company

incurring an Unauthorized - Usage Charge/Penalty from its

supplier(s), Shipper shall be responsible for payment of the

portion of the Unauthorized Usage -Charge/Penalty Shipper caused

the Company to incur. '

(Continued on Sheet No. F-16.00)

ISSUED - BY ‘ EFFECTIVE FOR GAS SERVICE

JON A. KOSHT \ ' ~RENDERED ON AND AFTER
VICE PRESIDENT ’
16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
- THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
) DATED

IN CASE NO. U-9323
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(Continued From Sheet No. F;IS.OO)
Rate Schedule No. 1.0 (cont.)

(vii) Emergency Gas Usage Charge (cont.)

\ - Emergency Gas Usage Charges will be credited to the Company's
Booked Cost of Gas Sold as defined in Section B10.2 of the
Company's Rules and Regulations for all Customers.

(viii) Gas Cost Recovery Charge

This rate is not subject to adjustments for fluctuations in the
cost of purchased Gas as stated in Section B10.1 of the
" Company's Rules and Regulations for all Customers.

(ix) Take~or-Pay Charge

A take-or-pay charge of $0.10 per Mcf will be applied to all
volumes of gas redelivered to the Shipper a the Point(s) of
Delivery. The Company may, at its option, discount the
take-or-pay charge to a floor of $0.00 per Mcf. -

This take-or-pay charge shall remain in effect until all
reasonably and prudently incurred take-or-pay costs allocable
to customers are fully collected. When the effective .period
for the take-or-pay charge has expired, the Company shall
_immediately discontinue this charge, and file Trevised rate
sheets reflecting the elimination of the take-or-pay charge.

(x) Excess Pipeline Cost Charge

An excess pipeline cost charge may be assessed to customers.
The charge shall not exceed $0.10 per Mef. Once the charge is
in effect, that charge -shall  remain in effect wuntil all
appropriate customers are notified of a revised charge. Notice
must occur at least 15 days prior to the beginning of the
billing month in which the revised charge is to be in effect.

Special Provisions

In the event that the Company curtails Shipper due to lack of capacity on
the Company's system, and Shipper discontinues its Gas consumption within
two hours, Shipper will not be subject to a Load Balancing Charge or a
Load Balancing Penalty Charge. ’ '

(Continued on Sheet No. F-17.00)

ISSUED BY » ' EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER
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. (Continued Frdm Sheet No. F-16.00)

Rate Schedule No. 1.0 (cont.)

" Special Provisions (cont.)

In the event Shipper fails to curtail or discontinue Gas consumption after
two hours notice as directed by the Company, Shipper shall pay the
Company's Unauthorized Usage Charge, in addition to the monthly rate set
forth above. . )

Shipper must agree that any burners, apparatus, appliances or equipment
supplied with Gas on a2 Firm Basis, wunder -the terms of any filed Rate
Schedule of the Company, will not be piped or comnected in a manner which
will permit operation from the Gas transported under the terms of this
Rate Schedule.

Due Date and Late Payment Charge

A late payment .charge of 3% of the unpaid balance outstanding shall be
‘ . : applied to any bill which is not paid on or.before the due date shown. If
such failure to pay continues for thirty (30) days after payment is due,
) then, in addition to any other remedy it may have, the Company may suspend
i : further receipt andf/or redelivery of Gas until such amount is paid;
provided however, that the .Company provides at least five days mnotice

before service is suspended for nonpayment.

The due date shall be 15 days from the date of rendition., Billing may be
based upon estimated quantities if actual quantities are unavailable at
| - the time of billing. 1In that event, the Company shall provide in the
- . succeeding month's billing an adjustment based on any difference between
actual and estimated quantities.

Contract Form and Term:

All service wunder this rate will require Shipper and the Company to
‘ . execute a Service Agreement. . All service under this rate must be
‘ contracted for a term of at least one year.

Alternative Charge Calculation:

The Company may, at its option, with the concurrence of the customer,
cause any charges in this Rate to read per Dekatherm rather than per Mcf.

(Continued on Sheet No. F-18.00)

‘ ISSUED BY EFFECTIVE FOR GAS SERVICE
‘ JON A. KOSHT 'RENDERED ON AND AFTER
VICE PRESIDENT '
l 16587 ENTERPRISE DRIVE : ISSUED UNDER AUTHORITY -OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
- DATED

IN CASE NO. U-9323
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. (Continued From Sheet No. F-17.,00)
Rate Schedule No. 1.0 (cont.)

Rules and Regulations:

Service supplied under this rate schedule shall be governed by the Rules
and Regulations of the Company as approved by the Michigan Public Service

Commission.
|
\
|
|
|
|
(Continued on Sheet No. F-19.00)
ISSUED BY - jEFFECTIVE FOR GAS SERVICE
. JON A. KOSHT RENDERED ON AND AFTER
16587 ENTERPRISE DRIVE o ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN ) MICHIGAN PUBLIC SERVICE COMH.

DATED

.

’ VICE PRESIDENT
1

| IN CASE NO. U-9323
|



Form #0107

AFFIDAVIT OF RECOGNITION

I. : » do hereby declare that I understand
that by opting to pay for Mcf of SSES when tranmsporting

gas, I have forfeited my access to any volumes of system supply gas in

excess of the stated amounts. In the event that I do not opt to pay for
SSES when transporting gas, I understand that I have forfeited my status as
a system supply customer of Michigan Gas Compény (MI-GAS) and as such have
forfeited my access to system supply gas. I further understaﬁd that in
order to be granted new or increased firm sales service from MI-GAS, I must
apply to MI-GAS as a new customer pursuant to MI-GAS' Controlled Service
Rule B.3. _

I understand that MI-GAS will strive to adjust its longer term gas
supply contracts to reflect its lower gas sales obligation caused by
transportatipn Customers electing to pay for limited or no SSES.

T also do hereby declare that I have been provided a copy of, and have
read, Rule B.3, Controlled Service Rule and Rule B.4, Curtailment of Gas
Service. - ’ A _

I further affirm that I am authorized to sign this statemént of

understanding on behalf of .

By

7 Title .

" Subscribed and sworn to me, this day of s 19
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(Continued From Sheet No. F—iS.OO)

Rate Schedule No. 1.0 {(cont.)

FORM OF SERVICE AGREEMENT
For Use Under the Company's Interruptible Transportation Service (ITS) Rate

THIS SERVICE AGREEMENT entered into as of the day of » 19, by and
between MICHIGAN GAS COMPANY, a Michigan Corporation, P.0. Box 488, 16587
Enterprise Drive, Three Rivers, Michigan 49093 <(hereinafter referred to as

"Company"), and , a Corporation with
principal offices at . (hereinafter referred to as
"Shipper").

WITNESSETH

WHEREAS, Shipper has requested the Company to tranmsport Gas on its behalf; and

WHEREAS, the Company may have capacity -available to. provide Interruptlble
Transportation Service to Shipper under the terms- spec1f1ed herein;
ARTICLE 1
GAS TRANSPORTATION SERVICE

1. . Transportation Service hereunder. shall be subject to applicable federal

- -and state Jlaws and the applicable orders, rules and Tregulations of

appropriate state agencies, including the Michigan Public . Service

Commission, and any federal authority having ' or asserting jurisdiction;

-but nothing contained herein shall be construed as a waiver of any right’

to question or contest any such law, order, rule or -regulation in any
forum having jurisdiction.

2. Transportation Service hereunder shall be subject to the terms and
" provisions of this Service Agreement, the Company's Rules and Regulations
for Gas. Transportation Customers and = the Company's Interruptible

Transportation Service (ITS) Rate Schedule.

3. Shipper agrees -to.deliver or cause to be delivered to the Company Gas for
transportation and the Company agrees to receive, transport and redeliver
Gas to Shipper, on an interruptible basis, - up to an aggregate Maximum
Daily Quantity (MDQ) of Mcf. In order for the Company to
provide service hereunder, Shipper must request an MDQ and must pay the
charges specified in the Company's 1Interruptible Transportation - Service
(ITS) Rate Schedule. : ’

(Continued on Sheet No. F-20.00)

TSSUED BY : EFFECTIVE FOR GAS SERVICE

JON A. KOSHT ‘ RENDERED ON AND AFTER

VICE PRESIDENT

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE

THREE RIVERS, MICHIGAN : ' MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323
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(Continued From Sheet No. F-21.00)

Rate Schedule No., 1.0 A(cont.)

4. Transportation service rendered hereunder shall be subject to interruption
as specified in the Company's Curtailment of Gas Service, Section B of the
Company's Rules and Regulations for All Customers.

ARTICLE IT
POINT OF RECEIPT

Shipper shall deliver or cause to be delivered Gas at the following Point(s) of

Receipt:

ISSUED
. JON A. KOSHT
VIGE PRESIDENT
16587 ENTERPRISE DRIVE

THREE RIVERS, MICHIGAN

BY

Point(s) of Receipt

(Continued on Sheet No. F-21.00)

EFFECTIVE FOR GAS SERVICE
. RENDERED ON AND AFTER

ISSUED UNDER-AUTHORITY OF THE
MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U-9323
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’ . : (Continued From Sheet No. F-20.00)

‘Rate Schedule No. 1.0 (cont.)

ARTICLE III
POINT OF DELIVERY

The Company shall redeliver to Shipper the Gas transported hereunder at the
following Point(s) of Delivery: -

Point of Delivery

(Continued on Sheet No. F-22.00)

ISSUED BY ' ' EFFECTIVE FOR GAS SERVICE
JON A. KOSHT : RENDERED ON AND AFTER
| . VICE PRESIDENT :
{ 16587 ENTERPRISE DRIVE _ , ISSUED UNDER AUTHORITY OF THE
| THREE RIVERS, MICHIGAN . MICHIGAN PUBLIC SERVICE COMM.
: DATED
|

IN CASE NO. U-9323
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(Continued From Sheet No. F-21.00)

Rate Schedule No. 1.0 {(cont.)

ARTICLE 1V
TERM OF AGREEMENT

1. This Agreement shall be effective as of ,19 and shall remain
in force and in effect through ,19 This Agreement will
remain in effect from year to year thereafter, until either party notifies
the other in writing within a 30 Day period prior to the expiration date.
Termination of this Service Agreement shall be subject to final balancing
of quantities in accordance with the provision of this Rate.

ARTICLE V
RATE SCHEDULE AND PRICE

1. Shipper shall pay the Company for Gas delivered to Shipper hereunder in
accordance with the Company's Interruptible Tramsportation Service (ITS)
Rate Schedule, the applicable provisions of this Service Agreement, and
the Company's Rules and Regulations for Gas Transportation Customers, as
filed with the MPSC which may be amended or superseded from time to time.
Such Interruptible Transportation Service (ITS) Rate Schedule and Rules
and Regulations for Gas Transportation Customers are by this reference
made a part- hereof.

2. It is further agreed that the Company may unilaterally seek authorization
from the MPSC for such rate adjustments as may be. found necessary to
assure the Company just and reasonable rates. Nothing herein contained
shall be construed to deny Shipper the right to participate fully in rate
proceedings by intervention or otherwise to contest increased rates 1in
whole or in part. -

{Continued on Sheet No. F-23.00)

ISSUED BY . EFFECTIVE FOR GAS SERVICE
JON A. KOSHT RENDERED ON AND AFTER

VICE PRESIDENT A ‘

16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN | MICHIGAN PUBLIC SERVICE GOMM.

DATED ,
IN CASE NO. U-9323
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(Continued From Sheet No. F-22.00)

Rate Schedule No. 1.0 (cont.)

ISSUED
JON A. KOSHT : RENDERED ON AND AFTER

ARTICLE VI
MISCELLANEOUS

Shipper agrees to provide a dedicated telephone line and a 110 volt
electrical outlet at the meter site for the specialized metering equipment
needed to be installed by the Company. Upon request, the Company agrees
to provide the Shipper with the data collected from the specialized
metering equipment. \

Shipper agrees to provide 24 hour per day access to the specialized
metering equipment located on the Shipper's premises.

Shipper agrees to hold the Company harmless for any damages resulting from
measuring -errors based on heating value correctious.

ARTICLE VITI
FORCE MAJEURE

Notwithstanding anything to the contrary herein contéined, either party

. shall be relieved of its duties and obligations under this Agreement if

failure to .perform in whole or in part such duties or obligations is
occassioned by or due to any act .of God, strikes or other labor troubles,
lockouts, acts of the public enemy, wars, blockades, insurrections, riots,
epidemics, landslides, lightning,  earthquakes, fires, . storms, floods,
washouts, civil disturbances, explosions; - sabotage, breakage or accident
to machinery or lines of pipe, inability to obtain. pipe, materials or
equipment or the binding order of any court or governmental authority.

A failure to settle or prevent any -strike, lockout, or other labor
troubles shall not be considered a matter within the control of a party
claiming suspension. ’

Upon the occurrence of any force majeure, the affected shall notify  the
other party as soon as 1is practicable of the full particulars of such
force majeure, its expected duration, and the actions planned to alleviate
the problems caused by the force majeure.

I3

(Continued on Sheet No. F-24,00)

BY -EFFECTIVE FOR GAS SERVIGE

VICE PRESIDENT . .
16587 ENTERPRISE DRIVE ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN . : MICHIGAN PUBLIC SERVICE COMM.

DATED
IN CASE NO. U-9323
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(Continued From Sheet No. F-23.00)

Rate Schedule No. 1.0 (cont.)

ARTICLE VIII
NOTICE

1. Except as may be otherwise provided, any -notice, request, demand,
statement or bill provided for in this Service Agreement or any notice
which a party may desire to give to the other shall be 1in writing and
shall be valid and sufficient if delivered in person, by first class mail,
Western Union, express mail, courier or telex to the following addresses:

Michigan Gas Company

Three Rivers, MI 49093-0488 o R :
Attention: Vice President of Rates, Regulation and Gas Supply

Copy to: Gas Supply Department

| ’ Manager of Marketing

Shipper

Attention:

This Service Agreement supersedes and cancels, as of the effective date hereof,
the following contract between the parties hereto:

ISSUED
JON A. KOSHT

. VICE PRESTDENT
16587 ENTERPRISE DRIVE
THREE .RIVERS, MICHIGAN

(Continued on Sheet No. F-25.00)

BY ‘ ' EFFECTIVE FOR GAS SERVICE
'RENDERED ON AND AFTER

ISSUED UNDER AUTHORITY OF THE
. MICHIGAN PUBLIC SERVICE COMH.

DATED

IN CASE NO. U-9323
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(Continued From Sheet No. F-24.00)
Rate Schedule No. 1.0 (cont.)

IN WITNESS WHEREOF, the parties hereto have caused this Service Agreement to be
signed by their respective officers.

ATTEST: MICHIGAN GAS COMPANY
' (Gompany)
. By
Secretary :
Its
ATTEST:
(Shipper)
By
Secretary
. Its
ISSUED BY EFFECTIVE FOR GAS SERVICE

JON A. KOSHT RENDERED ON AND AFTER
VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

ISSUED UNDER AUTHORITY OF THE
-MICHIGAN PUBLIC SERVICE COMM.
DATED

IN CASE NO. U~-9323
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Rate Schedule No. 2.0 -

FIRM TRANSPORTATION SERVICE (FTS) RATE

Availability:

This Rate Schedule is available to any person, corporation, partmership or
any other party (hereinafter referred to as "Shipper") for the
transportation of Gas by Michigan Gas Company (hereinafter referred to as
"Company") within the Company's Service Territory, when:

(a) Shipper desires Firm Transportation Service of Gas; and

(b) Shipper has met the conditions specified 1in Section F of the
Company's Rules and Regulations for Gas Transportation Customers;
and

(c) Shipper and Company have executed a Service Agreement for service
under this Rate Schedule :

For the purpose of billing Gas in excess of volumes delivered to the
Company's distribution system, as provided for in the System Supply
Entitlement Service, Shipper must qualify for, designate in its Service
Agreement with the Company and comply with the applicable provisions of
one of the Company's existing firm gas sales rates (Designated Service
Rate).

Transportation Service under this Rate Schedule shall be provided for all
customers on a First-come, First-served basis determined as of the date
the Company receives a Request for Transportation Service.

Shipper must contract for delivery of Gas to a specific Point(s) of
Receipt where Shipper's Transporter will deliver Shipper's Gas to the
Company and a specific Point(s) of Delivery where the Gas will be
consumed. Gas transported under the terms of this rate may not be resold.

(Continued on Sheet No. F-27.00)
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Rate Schedule No. 2.0 (cont.)

Characteristics of Service:

This Rate Schedule shall apply to all Firm Transportation Service rendered
by the Company for Shipper pursuant to the executed Service Agreement for
service under this Rate Schedule.

Service under this Rate Schedule shall consist of: (i) the receipt of Gas
on behalf of Shipper at the Point(s) of Receipt specified in the executed
Service Agreement; (ii) the transportation.of Equivalent Quantities of Gas
-through the Company's system; and iii) the delivery of Gas by the Company -
to Shipper at the Point(s) of Delivery specified in the executed Service
Agreement.

Service rendered under this Rate Schedule shall be firm, up to Shipper's.
Maximum Daily Quantity (MDQ) -onh any Day. The MDQ shall be specified in
the executed Service Agreement. If Shipper desires -the Company's ' System
Supply Entitlement Service, Shipper shall specify a fixed monthly quantity.
or a fixed percentage of its total transportation requirements in -‘the
Service Agreement. .

The Company will provide Load Balancing Service equal to or less than 5% .
of Shipper's Cumulative HMonthly Nomination. Gas consumed . by - Shipper
greater than 5% of Shipper's Cumulative ‘Monthly Nomination shall .be.
subject to a Load Balancing Charge and a Load Balancing Penalty Charge.

Bills will be rendered on a Monthly basis.

Monthly Rate:
Subject to such modifications as may . be imposed and/or authorized by the
Michigan Public Service Commission (MPSC), each Month Shipper shall where
applicable, pay the Company the following amounts: .

(i) Customer Charge.

Shipper shall pay a Customer Charge of $1,000 per HMonth for each
account through which Shipper requests Gas to be transported,
regardless of whether or not Shipper actually delivers Gas to the
Point(s) of Receipt.

(Continued on Sheet No. F-28.00)
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Rate Schedule No. 2.0 (cont.)

(ii) Transportation Charge

Shipper shall pay the following Transportation Charge multiplied by
the quantity of Gas in Mcf which the Company delivered to the
Shipper at the Point(s) of Delivery during the Month:

$.4893 per Mcf

In addition, the Transporter shall retain .89% of all gas received
at the Point(s) of Receipt to compensate it for the company-use and
lost and unaccounted-for-gas on Transporters system. This volume
shall not be included in the quantlty available for delivery to the
Shipper. .

(iii) System Supply Entitlement Charge

At the customer's option, for all transported volumes received by
the customer at the Point(s) of Delivery in a given month, up to
the volume of gas delivered at the Point(s) of Receipt during that
month, less company use and lost and unaccounted for gas, plus any
volume of gas retained by the Company and redelivered at the
Point(s) of Delivery during that month, the customer may pay a
System Supply Entitlement Charge of $1.5000 per Mcf. The Company
shall discount the System . Supply Entitlement Charge for all
customers to reflect the currently effective unavoidable pipeline
charges, but not below a floor of $0.1000 per Mcf. Once a System
Supply Entitlement Charge, - including any discount, is in effect,
that charge will remain effective until notification to the
appropriate customers., Such notification must be made at least 15
days prior to the beginning of the billing month in which the rate
change is to take effect. ’

Customers may choose to pay this. charge at their option. This
choice shall be made within 90 days of selecting transportation
service, and a customer ' may choose to pay this charge on a fixed
monthly quantity or percentage of its total tramsportation
requirements. Transportation customers who have previously
forfeited their status as firm sales customers for any portion of
their total requirements must apply for and be granted firm sales
service pursuant to the Company's Rule B3, Controlled Service, in

(Continued on Sheet No. F-29.00)
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(Continued from Sheet No. F-28.00)
. Rate Schedule No. 2.0 (coni:,)

(iii) System Supply Entitlement Charge (cont.)

order to exercise this option. A customer who choses mot to elect
the System Supply Entitlement Charge must complete the AffldaV1t of
Recognition, Form #0107.

(iv) Load Balancing Charge

Daily

In the event that Shipper's Transporter has a Daily BRalancing
Charge in its rates, and to the extent that Shipper causes the
Company to incur a Daily Balancing Charge, the Company shall pass
through the Daily Balancing Charge to Shipper.

Monthly

For a Cumulative Positive Imbalance (overdelivery) oreater than 5%
. and less than or equal to 10% of the Shipper’'s Cumulative Monthly-

Nomination, all Shippers shall pay a charge of §. 12 per Mcf. For a

Cumulative Positive Imbalance greater than 10% of the Shipper's

Cumulative Monthly Nomination, all Shippers shall pay a Load

Balancing Penalty Charge.

For a Cumulative Negative Imbalances (underdelivery) greater than
" 3% and less than or equal to 10% of Shipper's Cumulative Monthly
Nomination, all Shippers shall pay $ 12 per Mcf. For & Cumulative
Negative Imbalance greater than 10% of.. Shipper's Cumulative Monthly
. Nomination , Shipper may be . subject to a - Load Balancing Penalty
Charge.

Load Balancing Charges will be credited to .the Company's Booked
Cost of Gas Sold as defined in Section B10.2.of the Company's Rules
and Regulatlons for all Customers.

|
|
| . (v) Load Balancing Penalty Charge (Unauthorized Gas Usage Charge)

Daily ) .

In the event that Shipper's Transporter has a Daily Balancing
Penalty Charge in its rates, and to the extent that Shipper causes
the Company to incur a Daily Balancing Penalty Charge, the Company
shall pass through the Daily Balancing Penalty Charge to Shipper.

(Continued on Sheet No. F-30.080)
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Rate Schedule No. 2.0 (cont.)

(v)
(vi)
ISSUED
JON A. KOSHT

-VICE PRESTIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

Load Balancing Penalty Charge (cont.)

Monthly

For a Cumulative Positive Imbalance greater than 10% of Shipper's
Cumulative Monthly Nomination, all Shippers shall pay a $2.00 per
Mcf TLoad Balancing Penalty Charge, in addition to all other
applicable transportation charges.

For Cumulative Negative TImbalances in excess of 10% of Shipper's
Cumulative Monthly Nomination, a Shipper paying for System’ Supply
Entitlement Service shall be treated as having purchased gas from
the Shipper's Designated Service Rate. Whereas, a Shipper not
paying for System Supply Entitlement Service shall pay a $10.00 per

. Mcf Load Balancing Penalty Charge and the currently effective GCR

rate per Mcf, in addition to all other applicable transportation
charges.

Load Balancing Penalty Charges will be credited to the: Company's
Booked Cost of Gas Sold as defined in Section B10.2 of the
Company's Rules and Regulations for all Customers.,

Heating Value Measurement Charge

The Company, at its option, may require the installation of a
heating value measurement device and payment by the customer of =a
Heating Value  Measurement Charge of $250.00per Month per
installation under the following conditions:

1) if the heating value cannot be confirmed by pipeline
measurement due to more than one supply source entering 2zn
area, and the customer has annual requirements of 100,000 Mcf
or more; or :

2) for any smaller customer, if the customer refuses to include in
its Service Agreement a provision that holds the company
harmless for any damages resulting from measuring errors based
on heating value; or

3) for any smaller customer, if the customer requests that heating
value measurement equipment be installed.

(Continued on Sheét No. F-31.00)
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Rate Schedule No. 2.0 (cont.)

(vii)
(ix)
ISSUED
JON A. KOSHT

VICE PRESIDENT
16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

Emergency Gas Usage Charge (Authorized Gas Usage Charge)

The Company will provide emergency, short-term Gas on a First
Come-First Served, best efforts basis to all Shippers desiring such
service, subject to the‘provisions of this Charge.

Shippers requesting emergency service must obtain prior approval by
telephone from the Company, each Day Shipper requests emergency
service, before actually taking Gas. Shippers mnot requesting or
obtaining approval from the Company will be charged the Company's
Unauthorized Usage Charge.

In addition to all the applicable charges- of this Rate Schedule,
Shipper shall pay an Emergency Gas Usage Charge of $2.00 per Mcf:
plus the currently effective GCR rate per Mcf for all emergency Gas
purchases. However, to the extent that the emergency Gas purchased
by Shipper contributes to the Company incurring an Unauthorized
Usage Charge/Penalty from its supplier(s), Shipper shall also be
responsible for payment of the portion of the Unauthorlzed Usage
Charge/Penalty Shipper caused the Company to incur.

Emergency Gas Usage Charges will be credited to the Company's
Booked Cost of Gas Sold as defined in Section BlO 2 of the

* Company's Rules and Regulations for all Customers.

Gas Cost Recovery Charge

This rate is not subject to adjustments for fluctuations in the
cost of purchased Gas as stated in Section Bl1Q.1 of-the Company's
Rules and Regulations for all Customers.

(Continued on Sheet No, F-32.00)
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(Continued from Sheet No. F-31.00)

Rate Schedule No. 2.0 (cont.)

(ix) Take-or-Pay Charge

A take-or-pay charge of $0.10 per Mcf will be applied to all
volumes of gas redelivered to the Shipper at the Point(s) of

Delivery. The Company may, at its option, discount the take-or-pay
charge to a floor of $0.00 per Mcf.

This take-or-pay charge shall remain in effect until all reasonable
and prudently incurred take-or-pay costs allocable to customers are
fully collected. When the effective period for the take-or-pay
charge has expired, the Company shall immediately discontinue this
charge, and file revised rate sheets reflecting the elimination of
the take-or-pay charge.

(x) Excess Piﬁeline Cost Charge

An excess pipeline cost charge may be assessed to customers. The
charge shall not exceed $0.10 per Mcf. Once the charge is in
effect, that charge shall remain in effect until all appropriate
customers are notified of a revised charge. Notice must occur at
least 15 days prior to the beginning of the billing month in which
the revised charge is to be in effect.

Due Date and Late Payment Charge

A late payment charge of 3% of the unpaid balance outstanding shall be
-applied to any bill which is not paid on or before.the due date shown
thereon. 1If such failure to pay continues for thirty (30) days after
payment is due, then, in addition to any other remedy it may have, the
Company may suspend further receipt and/or redelivery of Gas until such
amount is paid; provided however, that the Company provides at least five
days notice beforg;service is suspended for non~payment.

The due date shall be 15 days from the date of rendition. Billing may be
based upon estimated quantities if actual quantities are unavailable at
the time of billing. In that event, the Company shall provide in the
succeeding month's billing an adjustment based on any difference between
actual and estimated quantities. .

(Continued on Sheet No. F-33.00)
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Contract Form and Term:

Original Sheet No. F-33.00

(Continued from Sheet No. F-32.00)

All service under this rate will require the Shipper and the Company to

execute a Service Agreement.
contracted for a term of at least one year.

Alternative Charge Calculation:

All service under this rate must be

The Company may, at its option, with the concurrence of the customer,
cause any charges in this Rate to read per Dekatherm rather than per Mcf.

Rules and Regulations:

Service supplied under this rate schedule shall be governed by the Rules
and Regulations of the Company as approved by the Michigan Public Service

Commission.

ISSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

BY

(Continued on Sheet No. F-34.00
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Rate Schedule 2.0

FORM OF SERVICE AGREEMENT
For Use Under the Company's Firm Transportation Service (FIS) Rate

<

THIS SERVICE AGREEMENT entered into as of the day of y 19, by and
between MICHIGAN GAS COMPANY, a Michigan Corporation, P.0. Box 488, 16587
Enterprise Drive, Three Rivers, Michigan 49093 (hereinafter referred to as

"Company"), and y & Corporation with

principal offices at (hereinafter referred to as

"Shipper”). ’ :
WITNESSETH

WHEREAS, Shipper has requested the Company to transport Gas on its behalf; and

WHEREAS, the Company may have qépacity available to provide Firm Transportation
Service to Shipper under the terms specified herein;

. ARTICLE 1
R ' GAS TRANSPORTATION SERVICE

1. Transportation Service hereunder shall be subject to applicable federal
| and state laws and the applicable orders, rules and regulations of
| appropriate state agencies, including the Michigan Public Service
| Commission, and any federal authority having or asserting Jurisdiction;
| but nothing contained herein shall be construed as a waiver of any right

to question or c¢ontest any such law, order, rule or regulation in any
forum having jurisdiction. ’ :

| 2. Transportation Service hereunder shall be subject to the terms and
[ provisions of this Service Agreement, the Company's Rules and Regulations
| for Gas Transportation Customers, and the Company s Firm Transportation
% Service (FTS) Rate Schedule. .

|
|
|
|

3. Shipper agrees to deliver or cause to be delivered to the Company Gas for
transportation and the Company agrees to receive, transport and redeliver
Gas to Shipper, on a firm basis, up to an aggregate Maximum Daily Quantity
(MDQ) of Mcf. In order for the Company to provide service
hereunder, Shipper must request an MDQ and must pay the charges specified
in the Company's Firm Transportation Service (FTS) Rate Schedule.

(Continued on Sheet No. F-35.00)
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(Continued From Sheet No. F-34.00)

Rate Schedule No. 2.0 (cont.)

4, Transportation service rendered. hereunder shall be subject to  the
Company's Curtailment of Gas Service rules as found 1in Section B of the
Company's Rules and Regulations for All Customers.

ARTICLE 1II
POINT OF RECEIPT

Shipper shall deliver or cause to be delivered Gas at the following Point(s) of

Receipt:

TSSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

Point(s) of Receipt ~

(Continued on Sheet No. F-36.00)
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Original Sheet No. F-36.00

P

(Continued From Sheet No. F-35.00)

(conf.)

ARTICLE III
POINT OF DELIVERY

The Company shall redeliver to Shipper the Gas transported hereunder at the

following Point(s) of Delivery:

I. Shipper is under

Supply Entitlement Service

Point of Delivery

ARTICLE IV

SYSTEM SUPPLY ENTITLEMENT SERVICE

no obligation to requést tﬁe Company to provide System
as. part of the Company's Firm Transportation

Service (FTS) Rate.

2. Shipper requests the Company to provide System Supply Gas of up to

Mcf or

ISSUED

JON A. KOSHT

VICE PRESIDENT

16587 ENTERPRISE DRIVE
THREE RIVERS, MICHIGAN

% of the  Shipper's total transportation
requirements for use by Shipper in place of or in addition to the Gas
Shipper is Transporting. .

{Continued on Sheet No. F-37.00)
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Rate Schedule No. 2.0 (cont.)
3. The Company will provide the System Supply Gas requested above by the
Shipper on a firm basis.’ )
4, A Shipper requesting System Supply Entitlement Service shall have the

Company's LGS Service Rate as their Designated Service Rate for purposes
of billing System Supply Gas purchases. . )

ARTICLE V
TERM OF AGREEMENT
1. This Agreement shall be effective as of y 19 and shall remain
' in force and in effect through , 19 . This Agreement will

remain in effect from year to year thereafter,. until either party notifies
the other -in writing within a 30 Day period prior to the expiration date.
Termination of this Service Agreement shall be subject to final balancing
of quantities -in. accordance with the provision of this Rate.

ARTICLE VI
RATE SCHEDULE AND PRICE

1. Shipper shall pay the Company for Gas delivered to Shipper hereunder in
accordance with the Company's Firm Transportation Service (FTS) Rate
Schedule, the applicable provisions of - this Service Agreement, and the.
Company's Rules and Regulations for Gas Transportation Customers, as filed -
with the MPSC which may be amended-or superseded from time to time. Such
Firm Transportation Service (FTS) Rate Schedule and Rules and Regulations
for Gas Transportation Customers are by this reference made a part hereof.

2. It is further agreed that the Company may unilaterally seek authorization
from the MPSC for such rate adjustments as may be found necessary. to
assure the Company just and reasonable ‘rates. Nothing herein "contained
shall be construed to deny Shipper the right to participate fully in rate

. proceedings by intervention or otherwise ' to .contest. increased rates in
whole or in part.

(Continued on Sheet No. F-38.00)
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(Continued From Sheet No. F-37.00)

Rate Schedule No. 2.0 (cont.)

ISSUED

ARTICLE VIT
MISCELLANEOUS

Shipper agrees to provide a dedicated telephone line and a 110 volt
electrical outlet at the meter site for the specialized metering equipment
needed to be ins;alled by the Company. Upon request, the Company agrees
to provide the Shipper with the data collected from the specialized
metering equipment. .

Shipper agrees to provide 24 hour per day access to the specialized
metering equipment located on the Shipper's premises.

Shipper agrees to hold the Company harmless for any damages resulting from
measuring errors based on heating value corrections,

ARTICLE VIIT
FORCE MAJEURE

Notwithstanding anything to the contrary herein contained, either party
shall be relieved of its duties and obligations wunder this Agreement if
failure to perform in whole or in part such duties or obligations 1is
occassioned by or due to any act of God, strikes or other labor troubles,
lockouts, acts of the public enemy, wars, blockades, insurrections, riots,
epidemics, landslides, lightning, earthquakes, . fires, storms, floods,
washouts, civil disturbances, explosions, sabotage, breakage or accident
to machinery or lines of pipe, inability to obtain pipe, materials or
equipment or the binding order of any court or governmental authority.

A failure to settle or prevent any strike, lockout, or other labor
troubles shall not be considered a matter within the control of a party
claiming suspension.

Upon the occurrence of any force‘majeure, the affected shall notify the
other party as soon as is practicable of the full particulars of such

force majeure, its expected duration, and the actions planned to alleviate
the problems caused by the force majeure.

(Continued on Sheet No. F-39.00)
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(Continued From Sheet No. F-38.00)
Rate Schedule No, 2.0 {cont.)
ARTICLE IX
NOTICE
1. Except as may be otherwise provided, any notice, request, demand,
statement or bill provided for in this Service Agreement or any notice
which a party may desire to give to the other shall be . in writing and
shall be valid and sufficient if delivered in persomn, by first class mail,
Western Union, express mail, courier or telex to the following addresses:
Company
Michigan Gas Company
P.0O. Box 488
Three Rivers, MI 49093-0488

Attention: Vice President of Rates, Regulation and Gas Supply

Copy to: Gas Supply Department
Manager of Marketing

Shipper .

Attention:

This Service Agreement supersedes and cancels, as of the effective date hereof,
the following contract between the parties hereto:

“(Continued on Sheet No. F-40.00)
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Rate Schedule No. 2.0 {cont.)

IN WITNESS WHEREOF, the parties hereto have caused this Service Agreement to be
signed by their respective officers.

ATTEST: MICHIGAN GAS COMPANY

(Company)
Secretary '
- Its
. ATTEST:
(Shipper)
|
| By
Secretary 7
Its
ISSUED BY EFFECTIVE FOR GAS SERVICE
JON A. KOSHT S RENDERED ON' AND AFTER
VICE PRESIDENT _ i
' 16587 ENTERPRISE DRIVE .ISSUED UNDER AUTHORITY OF THE
THREE RIVERS, MICHIGAN MICHIGAN PUBLIC SERVICE COMM.
’ DATED
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