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                          Eighth Discovery Request          127   129   129 
          20 
                LP-31     WEPCO, MPSC Case No. U-14707 
          21              Tilden Mining Company L.C.'s 
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          22 
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          24 
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                          Case No. U-14707                  127   129   129 
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           3    LP-34     Louisiana-Pacific Corporation's 
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                          Fourth Set of Discovery Requests 
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           7    LP-36     Louisiana-Pacific Corporation's 
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          21              Eighth Discovery Request 
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           1                                   Wednesday, April 26, 2006 
 
           2                                   At 9:24 a.m. 
 
           3                              - - - 
 
           4                  (Exhibits LP-1 through LP-24 marked.) 
 
           5                  (Exhibits A-1 through A-12, A-16 and A-17 
 
           6        marked.) 
 
           7                       JUDGE NICKERSON:  All right.  On the 
 
           8        record.  Good morning everyone.  This is the date and 
 
           9        time set for the hearing before Michigan Public Service 
 
          10        Commission in Docket No. U-14707. 
 
          11                       My name is Daniel Nickerson.  I'm an 
 
          12        Administrative Law Judge with SOAHR assigned on this 
 
          13        case.  Let's take appearances of counsel for the record 
 
          14        beginning with the applicant, please. 
 
          15                       MR. BLOOMBERG:  Good morning, your 
 
          16        Honor.  Ronald William Bloomberg with the law firm of 
 
          17        Miller, Canfield, Paddock & Stone appearing on behalf 
 
          18        of applicant, Wisconsin Electric Power Company.  And I 
 
          19        have Harvey J. Messing with me as well. 
 
          20                       JUDGE NICKERSON:  Thank you, sir. 
 
          21                       MR. WATERS:  Thomas J. Waters of the law 
 
          22        firm of Fraser, Trebilcock, Davis & Dunlap on behalf of 
 
          23        intervenor Tilden Mining Company, L.C. and Louisiana 
 
          24        Pacific Corporation.  With me also appearing on behalf 
 
          25        of those two entities is Mr. David S. Marvin and Robert 
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           1        Nelson. 
 
           2                       MR. ODUNLAMI.  Good morning, your Honor. 
 
           3        Emmanuel Odunlami, assistant attorney on behalf of 
 
           4        Staff. 
 
           5                       JUDGE NICKERSON:  All right.  Thank you 
 
           6        for your appearances. 
 
           7                       Mr. Bloomberg, you may proceed, 
 
           8        sir. 
 
           9                       MR. BLOOMBERG:  Thank you, your Honor. 
 
          10        I'd like to start out by indicating that the parties 
 
          11        have reached a stipulation to the admission of various 
 
          12        discovery responses, and we have presented those to the 
 
          13        court reporter.  They have been marked by the court 
 
          14        reporter as proposed Exhibits LP-1 through LP-24, and 
 
          15        also as proposed Exhibits A-16 and A-17, and pursuant 
 
          16        to that stipulation I would move for the admission of 
 
          17        those documents as exhibits. 
 
          18                       JUDGE NICKERSON:  All right.  Thank you, 
 
          19        Mr. Bloomberg. 
 
          20                       Is Mr. Bloomberg's statement in 
 
          21        agreement? 
 
          22                       MR. WATERS:  Mr. Bloomberg has correctly 
 
          23        stated the matters with regard to those exhibits. 
 
          24                       MR. ODUNLAMI:  No objection, your Honor. 
 
          25                       JUDGE NICKERSON:  Very well.  Proposed 
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           1        Exhibits LP-1 through LP-24 are admitted, as well as 
 
           2        Exhibit A-20 -- 16 and A-17. 
 
           3                       MR. BLOOMBERG:  Thank you, your Honor. 
 
           4        At this time the Company would like to call Thomas 
 
           5        Lorden to the stand. 
 
           6                             -  -  - 
 
           7                     T H O M A S   L O R D E N 
 
           8        was called as a witness on behalf of Wisconsin Electric 
 
           9        Power Company and, having been duly sworn to testify 
 
          10        the truth, was examined and testified as follows: 
 
          11                        DIRECT EXAMINATION 
 
          12   BY MR. BLOOMBERG: 
 
          13   Q.   Good morning.  Could you please state your name for the 
 
          14        record. 
 
          15   A.   Thomas P. Lorden. 
 
          16   Q.   And by whom are you employed? 
 
          17   A.   Wisconsin Electric Power Company. 
 
          18   Q.   Did you cause to be prepared in this matter a document 
 
          19        entitled, "The Direct Testimony Of Thomas P. Lorden On 
 
          20        Behalf Of Wisconsin Electric Power Company," consisting 
 
          21        of a cover page and 47 numbered pages? 
 
          22   A.   Yes, I did. 
 
          23   Q.   Did you also cause to be filed in this matter a 
 
          24        document entitled, "The Rebuttal Testimony Of 
 
          25        Thomas P. Lorden On Behalf Of Wisconsin Electric Power 
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           1        Company," consisting of a cover page and two pages? 
 
           2   A.   Yes, I did. 
 
           3   Q.   Do you have those documents in front of you? 
 
           4   A.   Yes, I do. 
 
           5   Q.   Do you have any revisions or corrections to those 
 
           6        documents? 
 
           7   A.   Yes, I have corrections to my direct testimony. 
 
           8                       First correction is on page 36. 
 
           9                       JUDGE NICKERSON:  Excuse me.  Off the 
 
          10        record. 
 
          11                  (Discussion off the record.) 
 
          12                       JUDGE NICKERSON:  Back on the record. 
 
          13                       Thank you, Mr. Bloomberg. 
 
          14   Q.   (Continuing):  Could you state the first correction for 
 
          15        me. 
 
          16   A.   Yes, the first correction on page 36, line 8; the first 
 
          17        number there 2005 should be 2004. 
 
          18   Q.   Okay.  And do you have another correction? 
 
          19   A.   Yes, I have correction on page 45, line 28, and the 
 
          20        amount under column PSCR Cost should be .00317. 
 
          21   Q.   On line 27 or line 28? 
 
          22   A.   Line 28. 
 
          23   Q.   And the description on that line is? 
 
          24   A.   Fuel. 
 
          25   Q.   Thank you. 
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           1   A.   And the final correction is on page 46, line 1, 
 
           2        Purchased Power, the amount there should be a 
 
           3        positive .00070. 
 
           4   Q.   Okay.  Were these last two corrections you just 
 
           5        described a result of a change in the input items 
 
           6        underlying these numbers or in the calculation of these 
 
           7        numbers? 
 
           8   A.   No, just a correction of the calculation. 
 
           9   Q.   Do you have before you what's been marked by the court 
 
          10        reporter as proposed Exhibits A through A-15? 
 
          11                       Excuse me, your Honor. 
 
          12   A.   A-1 through 12? 
 
          13   Q.   I'm sorry, A-1 through A-12? 
 
          14   A.   Yes, I do. 
 
          15   Q.   Were those prepared by you or under your direction? 
 
          16   A.   Yes, they were. 
 
          17   Q.   Do you have any, do those, do you have any revisions to 
 
          18        those? 
 
          19   A.   Yes, I do.  The first revision is to Exhibit A-1, 
 
          20        TPL-1, page 1 of 4. 
 
          21   Q.   Is that revised page included in the documents before 
 
          22        you? 
 
          23   A.   Yes, it is. 
 
          24   Q.   Were there any other revisions to your pre-filed 
 
          25        exhibits? 
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           1   A.   Yes, there are corrections to A-2, Exhibit A-2, TPL-2, 
 
           2        page 1 and page 2. 
 
           3   Q.   And are those revisions incorporated in the pages 
 
           4        marked by the court reporter? 
 
           5   A.   Yes. 
 
           6   Q.   If I were to ask you today the questions that were 
 
           7        included in your pre-filed direct and rebuttal 
 
           8        testimony would your answers today be the same as 
 
           9        included in there? 
 
          10   A.   Yes, they would. 
 
          11   Q.   Are those true and correct, to the best of your 
 
          12        knowledge? 
 
          13   A.   Yes, they are. 
 
          14                       MR. BLOOMBERG:  Your Honor, I move for 
 
          15        the binding in of the pre-filed Direct and Rebuttal 
 
          16        Testimony of Thomas P. Lorden and move for the 
 
          17        admission of proposed Exhibits A-1 through A-12, and 
 
          18        tender the witness for cross-examination. 
 
          19                       JUDGE NICKERSON:  Okay.  Well, any 
 
          20        objection to binding in the Direct Testimony? 
 
          21                       MR. WATERS:  No, your Honor. 
 
          22                       MR. ODUNLAMI:  No, your Honor. 
 
          23                       JUDGE NICKERSON:  It may be bound into 
 
          24        the record. 
 
          25 
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MPSC U-14707 - 1 - Rebuttal testimony of  
Thomas P. Lorden  

 

 WISCONSIN ELECTRIC POWER COMPANY 

 Before the Michigan Public Service Commission 

 Direct Testimony of Thomas P. Lorden 

 

Q. Please state your name and business address. 1 

A. Thomas P. Lorden, 231 West Michigan Street, Milwaukee, 2 

Wisconsin 53203. 3 

Q. Did you cause direct testimony and exhibits to be pre-filed on 4 

behalf of Wisconsin Electric Power Company (“Wisconsin 5 

Electric” or the “Company”) in this case? 6 

A. Yes. 7 

Q. What is the purpose of your rebuttal testimony in this 8 

proceeding? 9 

A.  The purpose of my rebuttal testimony is to rebut Nicolas 10 

Phillips, Jr’s prefiled direct testimony. 11 

Q.  Have you reviewed the pre-filed direct testimony of Mr. 12 

Phillips as filed in this proceeding? 13 

A.  Yes. 14 

Q.  On page 3 of Mr. Phillips’ testimony, he states: “WEPCO’s PSCR 15 

Plan takes demand-related capacity-related purchased power and 16 

Network Transmission cost and erroneously transforms them into 17 

per kWh energy costs.”  Has this issue been addressed in a 18 

previous PSCR case? 19 

A. Yes.  Mr. Phillips put forth this same argument in the 20 

Company’s 2002 PSCR Plan, Case No. U-13107.  On page 10 of the 21 

order in that case, dated March 12, 2003, the Commission stated 22 

that the argument is without merit and that by putting forth 23 
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such an argument, the intervenor proposed to change the ongoing 1 

procedures used to implement the PSCR clause. 2 

Q. On page 3 of Mr. Phillips’ testimony, he states “The Commission 3 

should insure that Michigan ratepayers are not overcharged for 4 

increased losses due to the overlap between WEPCO’s 6% loss 5 

factor and the losses included in MISO’s Locational Marginal 6 

Pricing (LMP).”  Is there an overlap between WEPCO’s 6% loss 7 

factor and the losses included in MISO’s LMP? 8 

A. No, it is not the Company’s intent to overlap losses.  Rather 9 

the intent is to ensure that PSCR Plan costs and actual costs 10 

are accounted for on the same basis. 11 

   The purpose of the 6% loss factor that the Company applies is to 12 

get the generation-level power supply costs per megawatthour to 13 

a customer-level basis for the purpose of calculating the PSCR 14 

factor. 15 

 Only the incremental cost of marginal losses is included in the 16 

power supply cost plan, as shown on Exhibit A-3 (TPL-3), page 4 17 

under MISO Energy Market Costs.  The incremental cost of 18 

marginal losses is projected to be $7,850,045 which is the 19 

remainder of the projected cost of MISO – Losses of $46,832,347 20 

less the projected cost of MISO – Loss Distribution (average 21 

losses) of $38,982,302.  22 

Q. Does this conclude your rebuttal testimony? 23 

A. Yes, it does.24 
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           1                       JUDGE NICKERSON:  Any objection to 
 
           2        proposed Exhibits A-1 through A-12? 
 
           3                       MR. WATERS:  I would request that you 
 
           4        defer ruling on the admissibility of those until after 
 
           5        the close of cross-examination. 
 
           6                       JUDGE NICKERSON:  Very well. 
 
           7                       All right.  Cross-examination, 
 
           8        Mr. Odunlami? 
 
           9                       MR. ODUNLAMI:  We don't mind if 
 
          10        Mr. Waters wants to go first. 
 
          11                       JUDGE NICKERSON:  Very well. 
 
          12                       MR. WATERS:  May I proceed? 
 
          13                       JUDGE NICKERSON:  Yes, sir. 
 
          14                          CROSS-EXAMINATION 
 
          15   BY MR. WATERS: 
 
          16   Q.   Mr. Lorden, you've identified for the record the three 
 
          17        changes that you made this morning to your pre-filed 
 
          18        direct testimony, those being on pages 36, 45 and 46. 
 
          19        In response to some questions from Mr. Bloomberg, you 
 
          20        indicated that you had also made some changes with 
 
          21        regard to Exhibit A-1 and Exhibit A-2, but you did not 
 
          22        describe for the record what those changes were; would 
 
          23        you please identify those changes. 
 
          24   A.   Sure.  Exhibit A-1, the change was made to the line 
 
          25        entitled Municipal Sales and Line Losses and Net 
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           1        Accrual.  The reason for the change was that the, in 
 
           2        the original exhibits the Municipal Sales were the 
 
           3        Booked Month Values versus the Billed Month Values. 
 
           4   Q.   You've identified the line item of the changes, but you 
 
           5        have not identified the changes themselves; could you 
 
           6        please do that? 
 
           7   A.   For Exhibit A-1 under Municipal Sales each one of the 
 
           8        values for year 2006 through 2010 will have changed and 
 
           9        on the revised exhibit; beginning with 2006 for 
 
          10        municipal sales the value is 77,883.  2007, the value 
 
          11        is 43,761.  2008 the value is 40,628.  2009, the value 
 
          12        is 41,386.  2010 the value is 40,965. 
 
          13   Q.   Okay.  And the change in that line item for 2006 is a 
 
          14        59 percent change, is that correct? 
 
          15   A.   Subject to check. 
 
          16   Q.   Is that about right? 
 
          17   A.   Sure. 
 
          18   Q.   Okay.  I think yesterday when we spoke with counsel he 
 
          19        indicated, at least to my understanding, one change for 
 
          20        municipal sales, and that was under 2006, so I 
 
          21        understand your testimony today to be the change also 
 
          22        that line items in the years 2007, -8, -9 and -10, is 
 
          23        that correct? 
 
          24   A.   That's correct. 
 
          25   Q.   My understanding was similarly with regard to the 
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           1        Losses and Net Accrual line, that that would be 
 
           2        changing for '06 but there is no change I guess for all 
 
           3        of those years? 
 
           4   A.   That's correct. 
 
           5   Q.   Would you please describe the changes that you made to 
 
           6        Exhibit A-2. 
 
           7   A.   For Exhibit A-2, page 1 of 2, again the revised exhibit 
 
           8        for Municipal Sales corrected the amounts that were 
 
           9        previously on there.  The amounts that were on the 
 
          10        original exhibit as filed reflected the year 2010, not 
 
          11        2006.  And again, the Loss and Net Accrual amounts 
 
          12        changed for each one of the months. 
 
          13   Q.   I note that even though apparently the original 
 
          14        incorrectly included the year 2010 in that line item, 
 
          15        you have now changed that to 2006, that the total 
 
          16        column didn't change? 
 
          17   A.   That is correct. 
 
          18   Q.   That seems kind of unusual, at least to me -- 
 
          19   A.   Not really. 
 
          20   Q.   -- is there some reason for that? 
 
          21   A.   Because the line Losses and Net Accrual, the net 
 
          22        accrual changes to reflect any change in other sales. 
 
          23   Q.   Okay.  So the fact that -- 
 
          24   A.   It's just an offsetting change. 
 
          25   Q.   Well, but you had 12 changes for the Municipal Sale 
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           1        line and you have 12 changes for the Loss and Net 
 
           2        Accrual line, and then you had two other changes when 
 
           3        you summed those up, so it's just mere coincidence that 
 
           4        the numbers and the total just happened to be the same? 
 
           5   A.   No.  The net accrual is a fallout of any change.  It's 
 
           6        a residual. 
 
           7   Q.   Okay.  Do you have copies of your Exhibits A-11 and A-3 
 
           8        in front of you? 
 
           9   A.   Yes, I do. 
 
          10   Q.   Could we look first at Exhibit A-11. 
 
          11   A.   Okay. 
 
          12   Q.   Do you have that in front of you? 
 
          13   A.   Yes, I do. 
 
          14   Q.   Structurally is it fair to characterize what you've 
 
          15        done in this exhibit is divide WEPCO's Total Power 
 
          16        Supply Costs by WEPCO's Net System Requirements to come 
 
          17        up with your PSCR Factor? 
 
          18   A.   Yes. 
 
          19   Q.   And WEPCO's Total Power Supply Costs and Net System 
 
          20        Requirements are identified in detail in Exhibit A-3, 
 
          21        is that correct? 
 
          22   A.   That's correct. 
 
          23   Q.   Okay.  Can we now turn to Exhibit A-3. 
 
          24   A.   I did. 
 
          25   Q.   I'm going to have some general questions and some 
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           1        specific questions with regard to Exhibit A-3, and I 
 
           2        guess I'll just start with the general questions.  Is 
 
           3        it fair to characterize Exhibit A-3 as covering the 
 
           4        cost of energy obtained by the company either from its 
 
           5        own generating resources or from power purchases from 
 
           6        others? 
 
           7   A.   Yes. 
 
           8   Q.   Page 1 of 2 of Exhibit 3 identifies I believe the cost 
 
           9        of energies produced by each of the companies generated 
 
          10        in there, is that correct? 
 
          11   A.   Yes. 
 
          12   Q.   I'm sorry, I meant pages 1 and 2 of Exhibit 3. 
 
          13   A.   Yes, sir, that's correct. 
 
          14   Q.   That's how you understood the question? 
 
          15   A.   Yes. 
 
          16   Q.   In the middle of page 2, you total the actual 
 
          17        production cost for the projects identified above under 
 
          18        the caption Total Other Production, is that correct? 
 
          19   A.   Yes, that's true. 
 
          20   Q.   Now turning to page 3 if you would, please; does that 
 
          21        represent WEPCO's projected actual cost of purchased 
 
          22        power? 
 
          23   A.   That represents WEPCO's projected cost of purchased 
 
          24        power for 2006. 
 
          25   Q.   But you're trying to project what you think the actual 
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           1        number would be as accurately as you can? 
 
           2   A.   Using projected loads, yes. 
 
           3   Q.   And the first category of cost on page 3 are WEPCO's 
 
           4        traditional power purchase costs for contracts with 
 
           5        individual suppliers, is that correct?  And I think 
 
           6        those are LS Power, Alliant, Zion and Ameren? 
 
           7   A.   Yes. 
 
           8   Q.   And the second category of costs that are identified on 
 
           9        page 3 are WEPCO's net costs from MISO transactions, is 
 
          10        that correct? 
 
          11   A.   Yes, it is. 
 
          12   Q.   And the net MISO transaction costs were determined by 
 
          13        netting WEPCO's MISO market purchases against WEPCO's 
 
          14        MISO market sales, is that correct? 
 
          15   A.   That is correct. 
 
          16   Q.   So the amount that ends up being identified as its 
 
          17        projected actual cost of all transactions in the MISO 
 
          18        market is the net amount shown under the caption Net 
 
          19        MISO Transactions? 
 
          20   A.   Correct. 
 
          21   Q.   You've specified a dollar amount for both the MISO 
 
          22        market purchases and the MISO market sales and netted 
 
          23        those against each other in those two categories, is 
 
          24        that correct? 
 
          25   A.   Yes, it is. 
 
                       METRO COURT REPORTERS, INC.  (248) 426-9530 



 
                                                                    104 
 
 
           1   Q.   Were the dollar amounts priced at MISO's locational 
 
           2        marginal price at LMP? 
 
           3   A.   The dollar amounts were priced at MISO's marginal cost 
 
           4        component of the LMP, yes. 
 
           5   Q.   Well, I think there are three marginal cost components; 
 
           6        was it one or was it all three? 
 
           7   A.   It was one, marginal energy cost. 
 
           8   Q.   Turning to the top of page 4 again, just kind of a big 
 
           9        picture, in the, under the caption Sales, am I correct 
 
          10        that what you have done there is you have netted sales 
 
          11        to PJM and to Edison Sault against the costs that are 
 
          12        identified in the previous two pages? 
 
          13   A.   Yes. 
 
          14   Q.   And then the, the next category of costs is just MISO 
 
          15        Energy Market Costs, is that correct? 
 
          16   A.   That is correct. 
 
          17   Q.   Okay.  And those are the MISO costs other than the 
 
          18        energy component which was contained in the previous 
 
          19        page? 
 
          20   A.   That is correct. 
 
          21   Q.   With regard to the Network Transmission line, am I 
 
          22        correct that you included the network transmission 
 
          23        cost?  If you look it says Network Transmission 
 
          24        Services, I think you total it up at $152 million, is 
 
          25        that correct? 
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           1   A.   That's correct. 
 
           2   Q.   And you did that because you're calculating both the 
 
           3        cost to produce and deliver energy? 
 
           4   A.   Yes. 
 
           5   Q.   In the PS? 
 
           6   A.   Yes. 
 
           7   Q.   Let's go back if we could to Exhibit A-11.  I note that 
 
           8        at the very top you specify Total Power Supply Costs of 
 
           9        $951,219,864, is that correct? 
 
          10   A.   Yes, it is. 
 
          11   Q.   And I assume that's intended to be the same as the 
 
          12        second to last figure on page 4 of 4 in the right-hand 
 
          13        column, which is $2.00 different but I just want to 
 
          14        confirm that? 
 
          15   A.   Yes, it's supposed to be the same. 
 
          16   Q.   Okay.  A-3, if you look at Exhibit A-3, page 4 of 4, 
 
          17        under the MISO Energy Market Costs, that includes 
 
          18        46.8 -- tell me when you get there. 
 
          19   A.   I am. 
 
          20   Q.   Okay.  That includes $46.8 million in MISO transmission 
 
          21        loss charges, correct? 
 
          22   A.   Yes. 
 
          23   Q.   And then you credit or net against that $38.9 million 
 
          24        in MISO transmission credits, is that correct? 
 
          25   A.   Correct. 
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           1   Q.   So the net amount of MISO transmission losses that 
 
           2        is included in WEPCO's Total Power Supply Cost of 
 
           3        $951 million includes $7,850,045 for MISO transmission 
 
           4        losses, is that correct? 
 
           5   A.   Yes. 
 
           6                       MR. WATERS:  Your Honor, I'm going to be 
 
           7        using some other exhibits, including a potential 
 
           8        exhibit which has been numbered LP-25, which would be 
 
           9        subject to a confidentiality agreement if I used it. 
 
          10        I'm going to momentarily withhold that.  If I can get 
 
          11        the big picture information that I need without it, I 
 
          12        will not end up offering LP-25.  I'm making the point 
 
          13        now so that the record is clear as to the numbering of 
 
          14        these exhibits. 
 
          15                       JUDGE NICKERSON:  All right. 
 
          16                       MR. BLOOMBERG:  Your Honor, I object to 
 
          17        the marking of that exhibit. 
 
          18                       MR. WATERS:  It hasn't been marked, your 
 
          19        Honor.  It has only been numbered.  I have not given it 
 
          20        to the court reporter to mark, and I don't intend on 
 
          21        doing so until I cross that bridge. 
 
          22                       MR. BLOOMBERG:  Your Honor, I don't have 
 
          23        a problem at this point if he were to present it to the 
 
          24        witness, and I guess we'll take it question by question 
 
          25        after that. 
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           1                       MR. WATERS:  Well, actually I think for 
 
           2        the moment I'm going to skip over that particular 
 
           3        exhibit and see if I can deal with some other matters 
 
           4        first. 
 
           5                       JUDGE NICKERSON:  All right.  Off the 
 
           6        record. 
 
           7                  (Discussion off the record.) 
 
           8                       JUDGE NICKERSON:  On the record.  Thank 
 
           9        you. 
 
          10   Q.   (Continuing):  You've indicated, Mr. Lorden, that 
 
          11        WEPCO's total power supply cost already of -- strike 
 
          12        that. 
 
          13                       You've indicated WEPCO's total power 
 
          14        supply cost $951 million includes $7.8 million of MISO 
 
          15        transmission losses.  Am I correct that on your 
 
          16        Exhibit 11 you then multiply that number, which 
 
          17        includes, which is included within the total power 
 
          18        supply cost, by a loss multiplier of 1.06? 
 
          19   A.   Yes, that's correct. 
 
          20   Q.   And could you take a look at LP-26, please. 
 
          21                       MR. WATERS:  And for the record this is 
 
          22        WEPCO's Response To Tilden Mining's Discovery Request 
 
          23        No. 027, it is labeled TM-WE-027. 
 
          24   Q.   (Continuing):  And there are three columns on the chart 
 
          25        that is attached to WEPCO's discovery response, is that 
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           1        correct? 
 
           2   A.   Yes. 
 
           3   Q.   And if you look at the PSCR column on the left, you 
 
           4        will see four little blanks for MISO Energy Market and 
 
           5        Point-To-Point Transmission both for Cost for 
 
           6        Generation, is that correct? 
 
           7   A.   That's correct. 
 
           8   Q.   Now, that represents the base case, correct? 
 
           9   A.   Yes, it does. 
 
          10   Q.   In fact, you have changed what was done there under the 
 
          11        column PSCR Plan Case 2006, you've actually included 
 
          12        certain Transmission Costs, is that correct? 
 
          13   A.   Yes. 
 
          14   Q.   And in doing that, in including -- the loss factor 
 
          15        approved by the commission was a composite number; 
 
          16        well, it was a number 1.06, is that correct? 
 
          17   A.   Yes, it is. 
 
          18   Q.   And am I also correct that that composite number was 
 
          19        intended to cover both distribution losses and 
 
          20        transmission losses? 
 
          21   A.   That's correct. 
 
          22   Q.   So that loss number would have covered the $7,850,045 
 
          23        of MISO transmission losses, because those were 
 
          24        transmission losses, correct? 
 
          25   A.   That 1.06 refers to the loss, system losses, both 
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           1        transmission and distribution, that are needed to take 
 
           2        the generation level costs that are shown on this 
 
           3        exhibit and get them to the customer level basis for 
 
           4        which the customer's factor is based. 
 
           5   Q.   And the commission determined that a loss, and the 
 
           6        commission determined that a composite loss factor of 
 
           7        1.06 covered all of those losses, correct? 
 
           8   A.   That's correct. 
 
           9   Q.   And when the commission calculated that 1.06 loss 
 
          10        factor, they applied that factor then, you know, to 
 
          11        your PSCR number, correct?  That's a number which is 
 
          12        multiplied against your power supply cost recovery 
 
          13        number?  Down at the bottom you're multiplying the loss 
 
          14        factor, 1.06, times your total system costs, correct? 
 
          15        And I'm looking -- 
 
          16   A.   Yes. 
 
          17   Q.   -- at -- 
 
          18   A.   Yes, that's correct. 
 
          19   Q.   And you're looking at LP-26? 
 
          20   A.   Yes. 
 
          21   Q.   Okay.  WEPCO's current PSCR application actually 
 
          22        changes that because now are you not only applying a 
 
          23        loss factor of 1.06 to total system cost, you're 
 
          24        actually including $7.8 million in the total cost 
 
          25        number; in other words is it fair, is it not, to 
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           1        conclude what you've done is different than what the 
 
           2        commission has previously authorized? 
 
           3   A.   No, it is not. 
 
           4   Q.   But you do agree that there are $7.8 million of costs 
 
           5        included in your total system cost of $951 million and 
 
           6        that that already includes $7.8 million that MISO lost, 
 
           7        correct? 
 
           8   A.   Yes, it does include 7.8 million of MISO losses, yes. 
 
           9   Q.   And those are net MISO losses as you've -- 
 
          10   A.   Those are the incremental costs. 
 
          11   Q.   They are incremental transmission losses, correct? 
 
          12   A.   Yes, that's correct. 
 
          13   Q.   And they are incremental marginal losses because if you 
 
          14        turn to page 4 of 4, you have netted out the MISO 
 
          15        losses against the -- I'm sorry, page 4 of 4 of 
 
          16        Exhibit A-3 -- 
 
          17   A.   Yes. 
 
          18   Q.   -- you've netted out the MISO loss distribution against 
 
          19        the MISO losses? 
 
          20   A.   Correct. 
 
          21   Q.   And then when you apply the 1.06 loss factor you are 
 
          22        therefore applying it to a number that already includes 
 
          23        a cost for transmission losses? 
 
          24   A.   That is correct. 
 
          25   Q.   Turn to Exhibit A-3, page 4 of 4. 
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           1   A.   Okay. 
 
           2   Q.   Looking in the category of MISO Energy Market Costs; 
 
           3        see that there? 
 
           4   A.   Yes. 
 
           5   Q.   Okay.  That includes MISO, MISO Total Uplift costs of 
 
           6        $50 million approximately, correct? 
 
           7   A.   Correct. 
 
           8   Q.   Do the MISO Total Uplift costs include revenue 
 
           9        sufficiency cost? 
 
          10   A.   No, they do not. 
 
          11   Q.   Do you have a copy of your work papers in front of you, 
 
          12        or do you have a copy available to you someplace? 
 
          13                       MR. BLOOMBERG:  Your Honor, if I can 
 
          14        approach the witness? 
 
          15                       JUDGE NICKERSON:  Yes, sir. 
 
          16                       MR. BLOOMBERG:  Thank you. 
 
          17   A.   Yes, I do. 
 
          18   Q.   (Continuing):  Okay.  Can you turn to what is I believe 
 
          19        the second page in your work papers. 
 
          20                       MR. BLOOMBERG:  Go ahead, yeah. 
 
          21   Q.   (Continuing):  Just make sure we're looking at the same 
 
          22        thing.  Yeah. 
 
          23   A.   Yeah -- 
 
          24   Q.   Would you take a minute to review that and then I'd 
 
          25        like to again ask you if the MISO Total Uplift costs 
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           1        include revenue sufficiency guarantee costs? 
 
           2                       MR. BLOOMBERG:  May I ask for a 
 
           3        clarification, because this is a, the nomenclature here 
 
           4        may be confusing.  By "uplift cost" are you referring 
 
           5        to revenue sufficiency payments the company makes? 
 
           6                       MR. WATERS:  How much do you want -- the 
 
           7        document that I'm questioning him on is confidential 
 
           8        and I'm trying to -- 
 
           9                       MR. BLOOMBERG:  No, I'm just asking for 
 
          10        what you were referring to in your question.  When you 
 
          11        say "costs" are you referring to payments that the 
 
          12        company makes? 
 
          13                       MR. WATERS:  Is there -- 
 
          14   Q.   (Continuing):  I'm referring to two things, A-3, page 4 
 
          15        of 4, under the caption MISO Energy Market Costs.  Why 
 
          16        don't you look at that first and I'm going to trace it 
 
          17        back. 
 
          18   A.   Okay. 
 
          19   Q.   That includes MISO Total Uplift Costs, does it not? 
 
          20   A.   Yes, it does. 
 
          21   Q.   And those are costs, correct? 
 
          22   A.   Yes. 
 
          23   Q.   Okay.  And now Exhibit A-3 doesn't tell you what's 
 
          24        included within that category of MISO Total Uplift 
 
          25        Costs, which is the reason that I've asked you to look 
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           1        at page 2 of your work papers, and is there a column 
 
           2        there that says Uplift Costs? 
 
           3   A.   Yes. 
 
           4   Q.   And am I correct that that category of Uplift Costs 
 
           5        does include revenue sufficiency guarantee costs? 
 
           6   A.   In looking at my work paper, yes, uplift costs do 
 
           7        include both day ahead and real-time revenue 
 
           8        sufficiency guarantee uplift costs. 
 
           9                  (Discussion off the record.) 
 
          10   Q.   (Continuing):  And are there two amounts listed there 
 
          11        under the column Total Cost, one is 1,110,483 and the 
 
          12        second is 7,192,277? 
 
          13   A.   Yes, those are the amounts shown on my confidential 
 
          14        document. 
 
          15   Q.   And for the record I cleared with your counsel how I 
 
          16        was going to approach it so we maintain the 
 
          17        confidentiality of the documents. 
 
          18                       And those amounts are included on 
 
          19        page 4 of 4 of Exhibit A-3 under MISO Total Uplift 
 
          20        Costs, are they not? 
 
          21   A.   Those MISO charges are the basis for the 50,000,177 
 
          22        shown on page -- A-3, page 4 of 4. 
 
          23   Q.   But the answer to my question is the, the roughly 
 
          24        $8 million that I have identified is included with, on 
 
          25        page 4 of 4 of Exhibit A-3 under that line item MISO 
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           1        Total Uplift Costs, correct? 
 
           2   A.   Yes, they are included in there. 
 
           3   Q.   Thank you. 
 
           4                       And has WEPCO included in its PSCR 
 
           5        calculations the revenue sufficiency guarantee payments 
 
           6        that it receives from MISO? 
 
           7   A.   No, it has not. 
 
           8   Q.   And am I correct that for the period from April 1st -- 
 
           9        I guess I'll back up.  So you've included some of the 
 
          10        costs, but you haven't included the offsetting 
 
          11        revenues, correct? 
 
          12   A.   We've included -- 
 
          13   Q.   You've included costs, correct? 
 
          14   A.   Some of the uplift costs, yes. 
 
          15   Q.   But you haven't included any of the offsetting revenue 
 
          16        sufficiency guarantee revenues?  You just said that, I 
 
          17        think. 
 
          18   A.   We have not included the, both the day ahead and 
 
          19        real-time revenue sufficiency guarantee WEPCO payments 
 
          20        associated with additional fuel costs. 
 
          21   Q.   And what is the net of those amounts?  Is it 
 
          22        37,692,266?  And I believe that was for the period from 
 
          23        April 1st, 2005, through November 14th of 2005. 
 
          24   A.   I don't see that amount. 
 
          25   Q.   Bear with me, I will find the documents and let you 
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           1        take a look. 
 
           2                       To your recollection did, did MISO 
 
           3        assess about $13 million in revenue sufficiency charges 
 
           4        against WEPCO and issue $51.6 million of revenue 
 
           5        sufficiency make whole payments in 2005, is that 
 
           6        accurate, to the best of your recollection?  And if you 
 
           7        don't I can go ahead and find the documents here. 
 
           8   A.   I believe I recall those amounts.  I don't recall who 
 
           9        may have responded to a data request that included 
 
          10        those amounts. 
 
          11   Q.   Okay.  I'm going to show you Mr. Schumacher's Discovery 
 
          12        Response, TM-WE-146, and ask you to read that. 
 
          13                       MR. ODUNLAMI:  Your Honor, if counsel 
 
          14        doesn't mind we are having difficulty locating the 
 
          15        documents he's making reference to, so if he can 
 
          16        provide us a copy, because the numbers I can't 
 
          17        differentiate from what we have. 
 
          18                  (Discussion off the record.) 
 
          19   Q.   (Continuing):  I'd also like to show you for the record 
 
          20        what has been previously marked as Exhibits LP-11, 
 
          21        which is Discovery Response LP-WE-006 which indicates 
 
          22        that the company paid to MISO $13,950,570 -- 
 
          23        $13,950,575 in revenue sufficiency charges, do you see 
 
          24        that? 
 
          25   A.   Yes. 
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           1   Q.   Okay.  And I'm going to show you what will be marked as 
 
           2        Exhibit LP-42 with Mr. Schumacher.  It is Discovery 
 
           3        Response LP-WE-007, and it indicates that the company 
 
           4        has received from the MISO $51,642,841 in revenue 
 
           5        sufficiency make whole payments; do you see that? 
 
           6   A.   Yes. 
 
           7   Q.   And is the difference between those two amounts the 
 
           8        $37.7 million that is referenced in Discovery Response 
 
           9        Tilden Mining-WE-146? 
 
          10   A.   If you're asking mathematically, yes. 
 
          11   Q.   Okay.  Mathematically if you analyze -- pardon me, 
 
          12        mathematically if you annualized the $367,692,266 
 
          13        difference between those amounts, would you agree with 
 
          14        me or at least not have a reason to dispute that 
 
          15        annualized that number comes out to $53,118,422?  I 
 
          16        have a calculator if you'd like to perform that. 
 
          17   A.   I'm sorry, state that again. 
 
          18   Q.   The annual -- the $37 million differential that I've 
 
          19        mentioned applied to the period of time from April 1 
 
          20        through November 14th, okay? 
 
          21                       You have to say yes or no for the 
 
          22        record. 
 
          23   A.   Yes. 
 
          24   Q.   If you annualized that number, because that period is 
 
          25        less than a full year, okay, if you annualized that 
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           1        number would you agree that you come up with 
 
           2        $53,118,422? 
 
           3   A.   Subject to check, yes. 
 
           4   Q.   Okay.  Am I correct that you haven't included the 
 
           5        revenue -- well, strike that. 
 
           6                       You previously testified that you have 
 
           7        not included the revenue sufficiency guarantee payments 
 
           8        in your PSCR calculations, but what I understand from 
 
           9        the company's testimony is that they don't want to do 
 
          10        so in the plan case even though they do want to include 
 
          11        it under the cost but they're committing to reconciling 
 
          12        those numbers in the PSCR reconciliation case, is that 
 
          13        correct? 
 
          14   A.   That is not. 
 
          15   Q.   So you're not going to reconcile? 
 
          16   A.   No, it is my understanding in the plan case we did not 
 
          17        include RSG make whole payments because we did not have 
 
          18        additional fuel costs to offset those RSG make whole 
 
          19        payments. 
 
          20   Q.   But you've included revenue sufficiency cost in the 
 
          21        MISO uplift figure? 
 
          22   A.   That is correct. 
 
          23   Q.   I'd like to, during 2006 -- change topics here -- WEPCO 
 
          24        anticipates making some third-party sales, is that 
 
          25        correct? 
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           1   A.   Yes. 
 
           2   Q.   And WEPCO's third-party sales include two types of 
 
           3        third-party sales, some that are, the company labels, 
 
           4        it identifies as municipal sales, and some that the 
 
           5        company labels or identifies as opportunities, is that 
 
           6        fair? 
 
           7   A.   Yes, it is. 
 
           8   Q.   Okay.  A -- could you turn to Exhibit A-11. 
 
           9   A.   Okay. 
 
          10   Q.   A-11 identifies the company's Net System Requirements 
 
          11        as being 32,785,257 megawatt hours, and that's on 
 
          12        line 2; do you agree with that? 
 
          13   A.   Yes. 
 
          14   Q.   Could we, could you turn next to page 2 of 2 on 
 
          15        Exhibit A-2. 
 
          16   A.   Okay. 
 
          17   Q.   Now WEPCO's Net System Requirements that I've 
 
          18        previously identified include among other things what 
 
          19        the company calls Michigan Native Energy, correct? 
 
          20   A.   Yes. 
 
          21   Q.   And if you look at Exhibit 2, page 2 of 2 -- pardon me, 
 
          22        Exhibit A-2, page 2 of 2, under the column 2006, you 
 
          23        will see that the Michigan Native Energy for the year 
 
          24        2006 includes 49,147 megawatt hours of third-party 
 
          25        sales to Michigan municipalities, is that correct? 
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           1   A.   Yes, it is. 
 
           2   Q.   Am I also correct that WEPCO's net system requirements 
 
           3        of 32,785,257 megawatt hours includes sales to WPPI? 
 
           4   A.   Yes, it does. 
 
           5   Q.   Mr. Lorden, could you identify the amounts of the WPPI 
 
           6        sales, or the amount of WEPCO sales to WPPI, in 
 
           7        megawatt hours? 
 
           8                       MR. WATERS:  Your Honor, may I approach? 
 
           9                       JUDGE NICKERSON:  Yes, sir. 
 
          10   A.   The amounts for WPPI sales is provided in my work 
 
          11        papers, and the monthly amounts as shown on those work 
 
          12        papers is the monthly amount of sales to WPPI.  If I 
 
          13        were to add those 12 values up they would amount to 
 
          14        maybe 1.5 million megawatt hours, subject to check. 
 
          15   Q.   (Continuing):  And subject to check if I were to tell 
 
          16        you that it is 1,490,161 megawatt hours, would that 
 
          17        make sense to you? 
 
          18   A.   Yes.  Yes, it would. 
 
          19   Q.   And that's for 2006, correct? 
 
          20   A.   That is correct. 
 
          21   Q.   WEPCO's total power supply cost of $951,219,864 
 
          22        includes the cost of fuel and purchase power related to 
 
          23        both the third-party sales to the Michigan 
 
          24        municipalities that are previously identified and to 
 
          25        WPPI, does it not? 
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           1   A.   Yes, it does. 
 
           2   Q.   However, WEPCO has not offset its projected 2006 Total 
 
           3        Power Supply Costs with any projected revenues from any 
 
           4        third-party sales to the Michigan municipalities or to 
 
           5        WPPI, has it? 
 
           6   A.   That is correct. 
 
           7   Q.   This differs -- strike that. 
 
           8                       WEPCO's treatment of those sales to the 
 
           9        Michigan municipalities and the WPPI differs from 
 
          10        WEPCO's treatment of opportunity sales, which I think 
 
          11        are reflected on page 4 of 4 of Exhibit A-3, because 
 
          12        there you do net out your opportunity sales for example 
 
          13        to Edison Sault, is that correct? 
 
          14   A.   That is correct. 
 
          15   Q.   Can you identify the revenues that WEPCO expects to 
 
          16        receive in 2006 for third-party sales to Michigan 
 
          17        municipalities or to WPPI? 
 
          18   A.   No. 
 
          19   Q.   I think one of the exhibits that I've handed you, and 
 
          20        I'll confirm this in just a minute, identifies WEPCO's 
 
          21        average power supply costs for 2006 as $29.01 per 
 
          22        megawatt hour; do you have a recollection of that?  In 
 
          23        fact, I think it's also identified at the bottom of 
 
          24        Exhibit A-3, page 4 of 4. 
 
          25   A.   That is correct. 
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           1   Q.   If you were to add up the sales to the Michigan 
 
           2        municipals, as well as the sales to WPPI, in the 
 
           3        megawatt hours, the total, subject to your confirmation 
 
           4        if you wish, is 1,539,308 megawatt hours for 
 
           5        third-party sales to those two parties, agreed? 
 
           6   A.   Yes, subject to check. 
 
           7   Q.   If you multiply that times your average power supply 
 
           8        costs projected for 2006 of $29.01 per megawatt hour, 
 
           9        subject to check, does it make sense that you would 
 
          10        come up with an amount of, a dollar amount of sales to 
 
          11        Michigan municipals and -- I'm sorry -- you would come 
 
          12        up with the, an approximation of the revenues that 
 
          13        WEPCO expects to receive from the Michigan municipals, 
 
          14        municipalities and WPPI of $44,655,335? 
 
          15   A.   If you were to multiply those sales of 1.5 million 
 
          16        megawatt hours times the average power supply cost of 
 
          17        $29.01, you would come up with revenues associated with 
 
          18        power supply costs from Michigan municipals and WPPI, 
 
          19        not the total revenues, just the, some portion of 
 
          20        revenues associated with power supply costs. 
 
          21   Q.   And in any event it would just be an estimate subject 
 
          22        to confirmation in the 2006 reconciliation case, 
 
          23        correct?  Because in your reconciliation case you will 
 
          24        be able to confirm the dollar value of any revenues 
 
          25        received from the Michigan municipalities and from 
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           1        WPPI, correct? 
 
           2                       MR. BLOOMBERG:  Your Honor, I object to 
 
           3        the question.  I think it contains an assumption that 
 
           4        is not supported by the record and is inconsistent with 
 
           5        commission treatment of revenues from these sales. 
 
           6                       Historically ever since at least 2001 
 
           7        sales to these parties, which are different than the 
 
           8        opportunity sales which are credited here, under the 
 
           9        WEPCO PSCR clause and as the reconciliation says they 
 
          10        have been applied, these third-party revenues are not 
 
          11        included in PSCR reconciliations.  And so this 
 
          12        question, this amount would not be a fair estimate to 
 
          13        be corrected in a PSCR reconciliation.  Actually, this 
 
          14        whole line of questioning regarding these revenues is 
 
          15        not likely, it's not relevant to this proceeding 
 
          16        because under the clause and planned proceedings as 
 
          17        they have been applied these amounts are not, these 
 
          18        revenue amounts are not included as offsets of power 
 
          19        supply costs. 
 
          20                       MR. WATERS:  Are you done? 
 
          21                       May I respond? 
 
          22                       JUDGE NICKERSON:  Yes, sir. 
 
          23                       MR. WATERS:  I would cite to your Honor 
 
          24        the commission's decisions, the December 18th, 2003 
 
          25        decision in Case No. 13808; the February 28th, 2005 
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           1        decision in 13917-R; and the June 30th, 2005 decision 
 
           2        in Case No. U-14274.  I think counsel has made a leap 
 
           3        of logic concluding what the commission will do here. 
 
           4                       It is our strong belief that these 
 
           5        revenues should be offset against the company's other 
 
           6        PSCR costs.  The commission has clearly done that in 
 
           7        other cases.  I am trying to establish the record in 
 
           8        this hearing so that we can make the legal arguments in 
 
           9        a brief so that your Honor and the commission will be 
 
          10        able to address it at that time and, you know, without 
 
          11        the ability to do that you will be asked to decide an 
 
          12        issue in the abstract which makes no sense.  I think 
 
          13        you should decide it upon the best possible knowledge 
 
          14        that can be obtained. 
 
          15                       MR. BLOOMBERG:  Your Honor, I don't 
 
          16        think that any of those commission, any commission 
 
          17        orders that he has cited supports his position.  Those 
 
          18        orders that I believe he's referring to relate to 
 
          19        Consumers Energy PSCR cases. 
 
          20                       The issue in that case which were 
 
          21        whether revenues which all conceded were to be applied 
 
          22        to the benefit of customers, they were to be applied to 
 
          23        PSCR customers, unless they were applied to stranded 
 
          24        costs, is a factual situation which is significantly 
 
          25        different than what's present in this case. 
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           1                       MR. WATERS:  May I -- I apologize. 
 
           2                       MR. BLOOMBERG:  In those cases the 
 
           3        revenues and costs related to those sales were included 
 
           4        in the cost of service determined in Consumers Powers' 
 
           5        base rates.  Customers were paying a proportion of 
 
           6        those production costs related to those power supply 
 
           7        sales through their base rates, and they were entitled 
 
           8        to a credit from those sales.  It was just a question 
 
           9        of how that credit was to be applied. 
 
          10                       That situation is significantly 
 
          11        different than what's presented with the company in its 
 
          12        PSCR plan and clause and base rates.  In setting the 
 
          13        company's base rates back in the last rate case, which 
 
          14        is MPSC Case No. 12725, there is a cost of service 
 
          15        study done, and Michigan tariff customers and their 
 
          16        rates are based on the cost of service that is assigned 
 
          17        to them.  There are other costs that the company incurs 
 
          18        to serve other customers.  Those customers include 
 
          19        their largest customer base in Wisconsin.  They include 
 
          20        costs related to service to these municipalities and 
 
          21        WPPI.  The cost to provide service to the Wisconsin 
 
          22        customers, to WPPI, and to these municipalities are 
 
          23        excluded in determining the cost to provide service to 
 
          24        Michigan customers, including their PSCR cost base in 
 
          25        base rates under the cost of service studies that are 
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           1        done at that time. 
 
           2                       Under those base rates and those cost of 
 
           3        service studies, Michigan tariff customers do not pay 
 
           4        for the cost of the power used to make these sales. 
 
           5        Those costs are recovered from those other customers 
 
           6        under other rates.  If the revenues from those sales 
 
           7        are captured and credited to PSCR customers, those 
 
           8        revenues are not available to the company to cover its 
 
           9        cost of providing this service to these particular 
 
          10        third-party customers. 
 
          11                       That situation was not presented in 
 
          12        either of the Consumers' cases, the 2004 or 2005 PSCR 
 
          13        plan cited by counsel.  It's significantly different. 
 
          14        And it is on that basis that these revenues have been 
 
          15        historically not credited to Michigan PSCR customers. 
 
          16        We believe that's the right result.  It would involve, 
 
          17        it would require a fundamental adjustment to how the 
 
          18        PSCR clause is applied, and to the company's base rates 
 
          19        to make this type of adjustment, to try to capture 
 
          20        these costs and revenues from other service to this 
 
          21        situation.  That's why we believe this is irrelevant to 
 
          22        this proceeding. 
 
          23                       I further would like to note that the 
 
          24        commission in its June 30th, 2005 order in 147 -- I'm 
 
          25        sorry -- 14274, Consumers Energy's 2005 PSCR plan, and 
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           1        its February 28th, 2005 order in Consumers Energy's 
 
           2        2004 plan, MPSC Case No. 13917, specifically did not, 
 
           3        declined to determine whether these revenues were to be 
 
           4        offset against PSCR costs or were to be assigned to 
 
           5        stranded costs.  Again, these are revenues that are 
 
           6        different than the revenues in this case, but I want to 
 
           7        just note that it's a misrepresentation of those orders 
 
           8        to say that those orders required the revenues in those 
 
           9        cases to be credited against power supply costs for the 
 
          10        plan case.  The commission accepted the plan and the 
 
          11        factors as filed with regards to this matter and said 
 
          12        that if they were going to be addressed they were going 
 
          13        to addressed in a reconciliation proceeding. 
 
          14                       So for those two reasons; number one, we 
 
          15        think our situation is significantly different than the 
 
          16        other one cited; and also that the orders that counsel 
 
          17        has cited do not support an adjustment in a plan case 
 
          18        in any event.  Thank you, your Honor. 
 
          19                       MR. WATERS:  Your Honor, I think we're 
 
          20        getting fairly far afield.  First, this witness has 
 
          21        already conceded, okay, that the costs for the service 
 
          22        and the service are included in this PSCR case.  And 
 
          23        all I'm, what he's saying effectively is that we're 
 
          24        including the cost to provide the service to the 
 
          25        municipalities and to WPPI and we're including the 
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           1        megawatt hours in the total system requirements, but we 
 
           2        don't want to include the revenues. 
 
           3                       Second, unlike Consumers, WEPCO has 
 
           4        never filed a stranded cost recovery case.  This is all 
 
           5        argument, legal argument for briefs.  This is clearly 
 
           6        relevant inquiry into their PSCR case, and that should 
 
           7        be the limit of the issue that we deal with at this 
 
           8        point. 
 
           9                       JUDGE NICKERSON:  All right.  Well, I'm 
 
          10        very familiar with the Michigan order in U-13808, 
 
          11        having spent considerable amount of time with that. 
 
          12        I'd like to take some time to review the commission 
 
          13        order in 13917-R and 14274, so let's take a 20 minute 
 
          14        recess and we'll come back. 
 
          15                       (Brief recess taken at 10:41 a.m.) 
 
          16                               - - - 
 
          17                       (Exhibits LP-26 through LP-37 and 
 
          18        LP-40 through LP-43 marked.) 
 
          19                       (Proceedings resumed at 11:09.) 
 
          20                       JUDGE NICKERSON:  All right.  On the 
 
          21        record. 
 
          22                       Mr. Waters, please continue, sir. 
 
          23                       MR. WATERS:  Your Honor, I've given the 
 
          24        witness a set of exhibits to look over.  I'm hoping 
 
          25        he'll do that and we can kind of abbreviate the cross 
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           1        here with your Honor's permission. 
 
           2                       JUDGE NICKERSON:  All right.  And with 
 
           3        regard to the last question you were posing? 
 
           4                       MR. WATERS:  I'm withdrawing that 
 
           5        question. 
 
           6                       JUDGE NICKERSON:  All right. 
 
           7   A.   Okay.  I've read through them. 
 
           8                       MR. WATERS:  May I proceed, your Honor? 
 
           9                       JUDGE NICKERSON:  Yes, sir. 
 
          10                       MR. WATERS:  Again to confirm for the 
 
          11        record the last question is withdrawn. 
 
          12   Q.   (Continuing):  Mr. Lorden, had WEPCO ever filed a 
 
          13        stranded cost discovery proceeding? 
 
          14   A.   I don't recall.  There may have been one of the 
 
          15        responses to a discovery request, but I don't recall a 
 
          16        response. 
 
          17   Q.   But do you recall if WEPCO ever filed a stranded cost 
 
          18        recovery proceeding? 
 
          19   A.   No, I don't. 
 
          20   Q.   I've handed you what has been previously marked 
 
          21        Exhibits LP-26 through LP-37; have you had an 
 
          22        opportunity to review those? 
 
          23   A.   Yes, I have. 
 
          24   Q.   Okay.  And were those your answers to questions that 
 
          25        were submitted to WEPCO by Tilden and Louisiana 
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           1        Pacific? 
 
           2   A.   Yes, they are. 
 
           3   Q.   And are those answers still true and accurate? 
 
           4   A.   To the best of my ability to answer those questions, 
 
           5        yes, they are. 
 
           6                       MR. WATERS:  For the record I have not 
 
           7        offered and am withdrawing the offer of Exhibit LP-25, 
 
           8        that was the confidential document that we previously 
 
           9        discussed. 
 
          10                       I would move for the admission of 
 
          11        Exhibits LP-26 through LP-37, and pending a quick check 
 
          12        with co-counsel -- 
 
          13                       JUDGE NICKERSON:  Off the record. 
 
          14                  (Discussion off the record.) 
 
          15                       JUDGE NICKERSON:  On the record. 
 
          16                       Mr. Waters? 
 
          17                       MR. WATERS:  No further questions, your 
 
          18        Honor. 
 
          19                       JUDGE NICKERSON:  All right.  Any 
 
          20        objection to the admission of proposed Exhibits LP-26 
 
          21        through 37? 
 
          22                       MR. BLOOMBERG:  No, your Honor. 
 
          23                       MR. ODUNLAMI:  No, your Honor. 
 
          24                       JUDGE NICKERSON:  All right.  They are 
 
          25        admitted. 
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           1                       All right.  Before we get to the cross 
 
           2        of staff I'd like to indicate that the rebuttal 
 
           3        testimony of Mr. Lorden, which I neglected to address 
 
           4        earlier, are there any objections to binding in the 
 
           5        rebuttal testimony into the record? 
 
           6                       MR. WATERS:  No, your Honor. 
 
           7                       MR. ODUNLAMI:  No, your Honor. 
 
           8                       JUDGE NICKERSON:  All right.  It may be 
 
           9        bound into the record. 
 
          10                       I assume your cross assumed that it had 
 
          11        been bound? 
 
          12                       MR. WATERS:  It did. 
 
          13                       JUDGE NICKERSON:  Thank you.  I 
 
          14        apologize. 
 
          15                       All right.  Mr. Odunlami. 
 
          16                       MR. ODUNLAMI:  Yes.  Thank you, your 
 
          17        Honor. 
 
          18                         CROSS-EXAMINATION 
 
          19   BY MR. ODUNLAMI: 
 
          20   Q.   Good morning, Mr. Lorden. 
 
          21   A.   Morning. 
 
          22   Q.   Just a few questions this morning. 
 
          23                       Does the company WEPCO plan to generally 
 
          24        intervene at FERC for MISO as it relates to RSG 
 
          25        payments? 
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           1   A.   I don't know if the company has intervened at FERC 
 
           2        specifically for those charges, but it's the company's 
 
           3        position that it does intervene at FERC regarding MISO 
 
           4        charges, yes, it does.  I can't say specifically those 
 
           5        charges. 
 
           6   Q.   Do you guys have any procedure to verify that the 
 
           7        amount requested by MISO for WEPCO to pay RSG cost, how 
 
           8        do you guys verify that? 
 
           9   A.   I don't know, I personally don't know. 
 
          10   Q.   Does WEPCO have a revised dollar amount for the 
 
          11        projected RSG payment for 2006? 
 
          12   A.   As previously stated in our PSCR plan, both day ahead 
 
          13        and real-time, RSG make whole payments are not included 
 
          14        in the plan because the additional fuel costs which 
 
          15        they offset are not included in the plan. 
 
          16   Q.   And has WEPCO seen any stabilization in the western 
 
          17        coal rail shipment situation? 
 
          18   A.   I'm going to have to defer to Mr. Schumacher on that 
 
          19        one, on that issue.  He'd be more familiar with that 
 
          20        procedure. 
 
          21   Q.   Do you have your testimony in front of you? 
 
          22   A.   Yes, I do. 
 
          23   Q.   Could you please go to page 29. 
 
          24   A.   Okay. 
 
          25   Q.   I'm interested in lines, I think it's line 15, 
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           1        question, and line 16 to 24, the answer given in that, 
 
           2        on that page. 
 
           3   A.   Yes. 
 
           4   Q.   Is there a change in the volume of the 14.8 million 
 
           5        MMBTU of gas, is there a change in that? 
 
           6   A.   Again this is based upon a plan for 2006.  If you're 
 
           7        asking me to compare that to the first three months of 
 
           8        actual 2006 -- 
 
           9   Q.   Whatever projections has been done since you filed 
 
          10        testimony. 
 
          11   A.   Generally since we've incurred a lower than normal 
 
          12        first quarter in 2006 we probably have used less gas in 
 
          13        the first quarter of 2006 actual basis. 
 
          14   Q.   Do you know the number, do you know the number that's 
 
          15        been used in 2006? 
 
          16   A.   No, not offhand. 
 
          17   Q.   Do you think the V.A. change to the projected cost of 
 
          18        gas commodity of $10.87 by MMBTU, do you think there 
 
          19        will be a change of that cost of gas? 
 
          20   A.   Again I'll defer to Mr. Shumacher on that. 
 
          21   Q.   Okay.  Is there a change to the gas usage estimates at 
 
          22        Neenah, Zion or Elgin plants? 
 
          23   A.   Again, if I was comparing that to actualized, yes, 
 
          24        there's been a change, and there's probably less usage 
 
          25        at those plants in the first quarter of '06. 
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           1   Q.   Do you know the number? 
 
           2   A.   No, I do not. 
 
           3   Q.   Is there any possibility of the Point Beach Nuclear 
 
           4        Facility leaving the NMC, do you see that happening in 
 
           5        the foreseeable future? 
 
           6   A.   I don't know.  I think the company's position is that 
 
           7        they're looking at all the alternatives associated with 
 
           8        Point Beach Nuclear Power Plant. 
 
           9   Q.   Do you know what steps WEPCO has taken to minimize NOx 
 
          10        emissions at its generating plants? 
 
          11   A.   Offhand I don't.  I would defer to Mr. Schumacher. 
 
          12   Q.   Okay.  Do you have Exhibit, I think A-8, TLP-8; do you 
 
          13        have that in front of you? 
 
          14   A.   Yes, I do. 
 
          15   Q.   And I'm interested in Supplier D, and I think you 
 
          16        stated in that exhibit that the contract will expire at 
 
          17        the end of 2005? 
 
          18   A.   That's correct. 
 
          19   Q.   Is there a plan to replace those numbers for 
 
          20        February 2006, have you replaced those at all, has 
 
          21        those been replaced? 
 
          22   A.   I'm not aware of what contracts may have been approved 
 
          23        in the past three months. 
 
          24   Q.   Okay. 
 
          25   A.   I don't know. 
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           1   Q.   Who should know? 
 
           2   A.   I don't know if Mr. Schumacher will be aware or not; 
 
           3        otherwise, we could get you the name of our coal buyer. 
 
           4                       MR. ODUNLAMI:  That's it for me, your 
 
           5        Honor.  No further questions. 
 
           6                       JUDGE NICKERSON:  All righty. 
 
           7                       Redirect, Mr. Bloomberg? 
 
           8                       MR. BLOOMBERG:  Yes, your Honor.  I 
 
           9        would like to take maybe five minutes -- 
 
          10                       JUDGE NICKERSON:  Very well. 
 
          11                       MR. BLOOMBERG:  -- with the witness.  I 
 
          12        don't know if you'd rather do that, then start redirect 
 
          13        now, or take a lunch break, do you -- 
 
          14                       JUDGE NICKERSON:  Why don't we take a 
 
          15        few minutes off the record and try and wrap him up this 
 
          16        morning. 
 
          17                       MR. BLOOMBERG:  All right.  Thank you, 
 
          18        your Honor. 
 
          19                       JUDGE NICKERSON:  Off the record. 
 
          20                  (Brief recess taken.) 
 
          21                       JUDGE NICKERSON:  All right.  On the 
 
          22        record. 
 
          23                       Redirect, Mr. Bloomberg? 
 
          24                       MR. BLOOMBERG:  Thank you, your Honor. 
 
          25 
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           1                         REDIRECT EXAMINATION 
 
           2   BY MR. BLOOMBERG: 
 
           3   Q.   Mr. Lorden, you were asked a question regarding what 
 
           4        types of costs were included in the LMP amount paid to 
 
           5        MISO; do you recall that question? 
 
           6   A.   Yes, I do. 
 
           7   Q.   And I believe your answer was that those included MISO 
 
           8        energy costs, is that correct? 
 
           9   A.   Correct. 
 
          10   Q.   Are there other cost components of a MISO LMP? 
 
          11   A.   Yes, there are three, and two of those components, the 
 
          12        marginal energy costs and the marginal congestion 
 
          13        costs, were included, not the marginal losses. 
 
          14   Q.   Okay.  You were asked some questions regarding losses 
 
          15        and were referred to what's been marked as or admitted 
 
          16        as Exhibit LP-26; do you have that in front of you? 
 
          17   A.   Yes, I do. 
 
          18   Q.   Under the columns marked PSCR Plan 2006 in the middle 
 
          19        of the page there's a cost column and a generation 
 
          20        column and then an average cost per megawatt hour 
 
          21        column; do you see those? 
 
          22   A.   Yes, I do. 
 
          23   Q.   Do losses impact both generation levels and costs? 
 
          24   A.   Yes. 
 
          25   Q.   So there's a, both a physical and a financial aspect of 
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           1        them? 
 
           2   A.   Of losses, correct. 
 
           3   Q.   In the cost column as far as the financial impact of 
 
           4        losses, how are losses, the cost related to those, 
 
           5        reflected in the cost column? 
 
           6   A.   The cost to serve the customer would include losses for 
 
           7        distribution and also losses for transmission cost. 
 
           8   Q.   And are the financial impacts of the losses related to 
 
           9        the distribution system incorporated into the cost in 
 
          10        the cost column? 
 
          11   A.   Yes, they are. 
 
          12   Q.   How are the losses related to transmission incorporated 
 
          13        in the items in the cost column? 
 
          14   A.   Transmission, incremental transmission costs 
 
          15        incurred from MISO are also included in the 2006 PSCR 
 
          16        cost. 
 
          17   Q.   Are there other costs related to losses at transmission 
 
          18        level included in the costs in the cost column? 
 
          19   A.   Not that I'm aware of. 
 
          20   Q.   And the total system cost at the bottom of that column 
 
          21        of approximately $951 million, that incorporates the 
 
          22        costs financial aspects of losses that you described? 
 
          23   A.   Yes, it does. 
 
          24   Q.   Does the application of the loss factor towards the 
 
          25        bottom of that exhibit increase those costs to be 
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           1        recovered? 
 
           2   A.   No, it does not. 
 
           3   Q.   What is the purpose of that loss factor? 
 
           4   A.   The purpose of that loss factor is to adjust the cost 
 
           5        per megawatt hour on a generation level basis down to a 
 
           6        cost per megawatt hour on a customer basis. 
 
           7        Essentially we're collecting the 951 million over less 
 
           8        megawatt hours. 
 
           9   Q.   So the, the impact of that, if I may, is the effect of 
 
          10        dividing the 951 million by the proposed PSCR sales? 
 
          11   A.   No. 
 
          12   Q.   Oh. 
 
          13   A.   The impact of that would be dividing the 951 million by 
 
          14        the total system sales at a customer level of 
 
          15        approximately 90-point -- I'm sorry, 
 
          16        30.8 million-megawatt hours. 
 
          17   Q.   Okay.  Thank you. 
 
          18                       With regards to the development of the 
 
          19        total system costs, that includes cost to serve 
 
          20        customers in Wisconsin? 
 
          21   A.   Yes, it does. 
 
          22   Q.   It includes cost to serve municipalities and co-ops? 
 
          23   A.   Yes, it includes costs to serve all customers. 
 
          24   Q.   Are the costs related to providing service in Wisconsin 
 
          25        recovered from PSCR customers? 
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           1   A.   No, they are not. 
 
           2   Q.   Are the costs incurred in providing service to 
 
           3        municipalities under FERC rates recovered from PSCR 
 
           4        customers? 
 
           5   A.   No, they are not. 
 
           6   Q.   Are the costs incurred in providing service to WPPI 
 
           7        recovered from PSCR customers? 
 
           8   A.   No, they are not. 
 
           9   Q.   Are you familiar with how the company's base rates and 
 
          10        base cost of power supply included in base rates have 
 
          11        been historically set by the commission? 
 
          12   A.   Yes, I am. 
 
          13   Q.   Does that include a cost of service study? 
 
          14   A.   That's true, yes. 
 
          15   Q.   Does that cost of service study separate the cost 
 
          16        related to providing service to customers in Wisconsin 
 
          17        municipalities at FERC tariff rates and WPPI from the 
 
          18        cost used to determine rates for Michigan tariff 
 
          19        customers? 
 
          20   A.   Yes, it does. 
 
          21                       MR. BLOOMBERG:  I have no further 
 
          22        questions, your Honor.  Thank you. 
 
          23                       JUDGE NICKERSON:  All right.  Thank you. 
 
          24                       Recross, Mr. Waters? 
 
          25                       MR. WATERS:  Could we have one minute, 
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           1        your Honor? 
 
           2                       JUDGE NICKERSON:  Yes, sir. 
 
           3                  (Discussion off the record.) 
 
           4                       MR. WATERS:  We have a couple, just a 
 
           5        very few questions on recross. 
 
           6                       JUDGE NICKERSON:  Yes, sir. 
 
           7                       MR. WATERS:  With your Honor's 
 
           8        permission, Mr. Marvin would like to ask those 
 
           9        questions and I will not. 
 
          10                       JUDGE NICKERSON:  Mr. Bloomberg, any 
 
          11        objection? 
 
          12                       MR. BLOOMBERG:  Your Honor, in the 
 
          13        interest of expediting things, we'll go ahead with it. 
 
          14                       JUDGE NICKERSON:  All right.  Any 
 
          15        objection, Mr. Odunlami? 
 
          16                       MR. ODUNLAMI:  No, your Honor. 
 
          17                       JUDGE NICKERSON:  All right. 
 
          18                       Mr. Marvin? 
 
          19                       MR. MARVIN:  Thank you, your Honor. 
 
          20                         RECROSS-EXAMINATION 
 
          21   BY MR. MARVIN: 
 
          22   Q.   Mr. Lorden, I just want to follow up on your last 
 
          23        couple answers.  You were talking about Exhibit LP-26 
 
          24        and you made it clear that the cost to serve Wisconsin 
 
          25        municipalities -- excuse me, municipal utilities and -- 
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           1        Michigan municipal utilities, were included in the 
 
           2        costs shown in the $951 million for the PSCR plan 
 
           3        column of that exhibit, correct? 
 
           4   A.   Yes, sir. 
 
           5   Q.   And then Mr. Bloomberg asked you whether those costs 
 
           6        that are included in the 951 were then recovered from 
 
           7        Michigan PSCR customers? 
 
           8   A.   That's correct. 
 
           9   Q.   And I think I thought I heard your answer was no? 
 
          10   A.   That is correct. 
 
          11   Q.   Okay.  So there's a portion of the PSCR factors shown 
 
          12        on Exhibit LP-26 that is not actually going to be 
 
          13        charged to the Michigan customers, is that right? 
 
          14   A.   Again, the purpose of coming up with the total system 
 
          15        power supply cost is to get an average cost across the 
 
          16        entire system, cost per megawatt hour basis, and apply 
 
          17        it to the sales subject to PSCR.  So the customers not 
 
          18        under PSCR are paying the average cost of power supply. 
 
          19   Q.   And the customers under PSCR include Michigan PSCR 
 
          20        customers? 
 
          21   A.   Yes. 
 
          22   Q.   And the costs that they're being asked to share in 
 
          23        include the cost to serve Michigan municipal utilities 
 
          24        and WPPI? 
 
          25   A.   They're being asked to pay the cost of the average 
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           1        power supply cost of the entire system, yes. 
 
           2   Q.   So the average power supply costs for the entire system 
 
           3        include the cost to serve Michigan municipal utilities 
 
           4        and WPPI? 
 
           5   A.   Yes, all customers. 
 
           6   Q.   And so when the Michigan customers pay their PSCR 
 
           7        factor, those costs, or a portion of those costs, are 
 
           8        included in what Michigan PSCR customers would pay, 
 
           9        correct? 
 
          10   A.   A portion of the cost, the average cost, yes. 
 
          11                       MR. MARVIN:  I have no further 
 
          12        questions.  Thank you, your Honor. 
 
          13                       JUDGE NICKERSON:  All right.  Thank you, 
 
          14        Mr. Marvin. 
 
          15                       Mr. Odunlami, any recross, sir? 
 
          16                       MR. ODUNLAMI:  No, your Honor. 
 
          17                       JUDGE NICKERSON:  All right.  Witness, 
 
          18        you're excused. 
 
          19                       THE WITNESS:  Thank you, your Honor. 
 
          20                  (At 11:50 a.m. the witness was excused.) 
 
          21                  (Exhibit Nos. A-13, A-14 and A-15 
 
          22                  marked.) 
 
          23                       JUDGE NICKERSON:  Mr. Bloomberg? 
 
          24                       MR. BLOOMBERG:  Your Honor, at this time 
 
          25        Wisconsin Electric Power Company would like to Paul D. 
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           1        Schumacher to the stand, please. 
 
           2                               - - - 
 
           3                   P A U L   D.   S C H U M A C H E R 
 
           4        was called as a witness on behalf of WEPCO 
 
           5        and, having been duly sworn to testify the truth, 
 
           6        was examined and testified as follows: 
 
           7                        DIRECT EXAMINATION 
 
           8   BY MR. BLOOMBERG: 
 
           9   Q.   Good morning. 
 
          10   A.   Morning. 
 
          11   Q.   Can you please state your name for the record. 
 
          12   A.   Paul D. Schumacher. 
 
          13   Q.   By whom are you employed? 
 
          14   A.   Wisconsin Electric Power Company. 
 
          15   Q.   Did you cause to be pre-filed in this matter a document 
 
          16        entitled, "The Direct Testimony of Paul D. Schumacher 
 
          17        on Behalf of Wisconsin Electric Power Company," 
 
          18        consisting of a cover page and 14 numbered pages? 
 
          19   A.   I did. 
 
          20   Q.   Do you have a copy of that in front of you? 
 
          21   A.   I do. 
 
          22   Q.   Did you also cause to be pre-filed in this matter a 
 
          23        document entitled, "The Rebuttal Testimony of Paul D. 
 
          24        Schumacher on Behalf of Wisconsin Electric Power 
 
          25        Company"? 
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           1   A.   Yes. 
 
           2   Q.   And does that consist of a cover page and six numbered 
 
           3        pages? 
 
           4   A.   It does. 
 
           5   Q.   Do you have in front of you what's been marked by the 
 
           6        court reporter as proposed Exhibits A-13, -14 and -15? 
 
           7   A.   I do. 
 
           8   Q.   Were those prepared under your direction and 
 
           9        supervision? 
 
          10   A.   They were. 
 
          11   Q.   Do you have any revisions or corrections to your direct 
 
          12        testimony? 
 
          13   A.   No, I do not. 
 
          14   Q.   Do you have any revisions or corrections to your 
 
          15        rebuttal testimony? 
 
          16   A.   No. 
 
          17   Q.   If I were to ask you the questions set forth therein 
 
          18        today would your answers be the same? 
 
          19   A.   They would be. 
 
          20   Q.   Are they true and correct to the best of your 
 
          21        knowledge? 
 
          22   A.   Yes. 
 
          23                       MR. BLOOMBERG:  Your Honor, I move for 
 
          24        binding in of the Direct and Rebuttal Testimony of Paul 
 
          25        D. Schumacher, and the admission of proposed Exhibits 
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           1        A-13, -14 and -15. 
 
           2                       JUDGE NICKERSON:  I get it.  All right. 
 
           3                       Any objection to binding in the Direct 
 
           4        and Rebuttal Testimony of Mr. Schumacher? 
 
           5                       MR. WATERS:  No, your Honor. 
 
           6                       MR. ODUNLAMI:  No, your Honor. 
 
           7                       JUDGE NICKERSON:  All right.  They may 
 
           8        be bound into the record, the Direct and Rebuttal 
 
           9        Testimony. 
 
          10                                -  -  - 
 
          11 
 
          12 
 
          13 
 
          14 
 
          15 
 
          16 
 
          17 
 
          18 
 
          19 
 
          20 
 
          21 
 
          22 
 
          23 
 
          24 
 
          25 
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MPSC                                                            1                                                 Paul D. Schumacher 

WISCONSIN ELECTRIC POWER COMPANY 

Before the Michigan Public Service Commission  

 

Direct Testimony of Paul D. Schumacher 

 
Q.   Please state your name and business address. 1 

A. My name is Paul D. Schumacher and my business address is 333 2 

West Everett Street, Milwaukee, Wisconsin 53201. 3 

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

A. I am employed by Wisconsin Electric Power Company d/b/a We 5 

Energies ("Wisconsin Electric" or the "Company") as Manager – 6 

Planning, in the Commodity Resources area of the Commodity 7 

Business Unit. 8 

Q. Please describe your educational background. 9 

A. I hold a BS degree in Environmental Science from the 10 

University of Wisconsin – Green Bay, a MS degree in 11 

Environmental Science and a MS degree in Engineering from the 12 

University of Wisconsin-Milwaukee.  I am a registered 13 

Professional Engineer in the State of Wisconsin.   14 

Q. What have been your employment responsibilities with Wisconsin 15 

Electric? 16 

A.  I have 31 years experience at Wisconsin Electric in a variety 17 

of areas and responsibilities.  These include management of 18 

power plant chemical engineering, corporate environmental 19 

management and most recently as manager of planning.  In my 20 

current position, my responsibilities now include strategic 21 
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and tactical planning and analytical support for power 1 

resource decisions, fuel planning, pricing and related 2 

activities.  3 

Q. Have you previously testified before this Commission? 4 

A. Yes.  I provided testimony before the Michigan Public Service 5 

Commission in 2004 as part of the Company’s 2005 PSCR filing. 6 

Q. Are you sponsoring any exhibits? 7 

A. Yes, I am sponsoring Exhibit A-13 (PDS-1) through Exhibit A-15 8 

(PDS-3).  Exhibit A-14 (PDS-2) is provided in redacted form 9 

because it contains detailed confidential cost information 10 

with regard to purchase power contracts.  In accordance with 11 

prior Protective Orders, an unredacted version will be made 12 

available to the Commission Staff subject to the appropriate 13 

confidential restrictions.  14 

Q. Were these exhibits prepared by you or under your direction 15 

and supervision? 16 

A. Yes. 17 

Q. What is the purpose of your testimony in this proceeding? 18 

A. The purpose of my testimony is to provide information and 19 

exhibits related to the Company's power purchase and sales 20 

contracts in support of the 2006 power supply cost recovery 21 

plan and to provide information related to the projected 22 

impact of the Midwest Independent Transmission System Operator 23 

("MISO") market on our 2006 power supply costs.  24 

Q. Mr. Schumacher, could you please summarize your testimony? 25 

A. Yes.  My testimony will show that Wisconsin Electric’s long-26 

term purchase contracts for capacity and energy are reasonable 27 
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and prudent and that their costs should be included in the 1 

2006 PSCR plan costs.      2 

Q. Turning first to the long-term purchase power contracts, 3 

please describe in general terms the process employed by 4 

Wisconsin Electric to procure such power. 5 

A. The Company considers a power purchase agreement to be long-6 

term if it has a total duration of 6 months or greater.   7 

Wisconsin Electric makes long-term purchase power commitments 8 

so as to secure a firm supply of power in order to meet 9 

expected customer demands and to provide a long-term hedge for 10 

increasing energy costs. Meeting capacity requirements and 11 

maintaining an adequate planning reserve margin are essential 12 

to satisfy the Company's obligation to provide reliable 13 

service to all of the Company's customers in both Michigan and 14 

Wisconsin.  The Company begins the process by assessing its 15 

long-term power supply needs.  This includes a review of 16 

projected supply shortfall in future years based on a forecast 17 

of customer demand (net of load management) and projected 18 

supply resources; both owned and purchased, already in place.  19 

Studies are then performed to determine the lowest-cost supply 20 

resource to pursue. 21 

 Actual procurement of purchase power depends on the type and 22 

duration of the expected agreement and the market conditions 23 

at the time of the selection.  For example, the purchase of 24 

power from a new plant to be built in the Company's geographic 25 

area typically requires a more formal Request for Proposal 26 

("RFP") and a longer-term contract.  A shorter term purchase, 27 

one or two years, from existing sources may best be 28 
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accomplished with a more informal approach since the formal 1 

release of a RFP may actually cause the market price of the 2 

source to rise. 3 

Q. You stated that these long-term agreements are required to 4 

meet capacity requirements and maintain an adequate reserve 5 

margin.  What is the Company's planning reserve margin, how is 6 

it determined and explain how the purchases meet the need for 7 

capacity for 2006. 8 

A. The Company plans for a minimum 18% reserve margin in order to 9 

meet the Public Service Commission of Wisconsin ("PSCW") 10 

requirement for planning reserve margins. In its letter dated 11 

September 24, 1997, the PSCW states that "The Commission 12 

determined that under current circumstances it would be 13 

appropriate for the Wisconsin Utilities to utilize a planning 14 

reserve margin of 18 percent."  This minimum planning reserve 15 

margin was confirmed in comments of the PSCW filed with the 16 

Federal Energy Regulatory Commission ("FERC") in Docket No. 17 

RM-01-12-000 on Electricity Market Design and Structure dated 18 

May 2, 2002, and in the PSCW’s decision in the Company's 2003 19 

fuel case (Docket No. 6630-UR-111) as filed in February 2003.  20 

My Exhibit A-13 (PDS-1) provides quantitative information with 21 

respect to the determination of the Company’s planning reserve 22 

margin for 2006, the need for capacity and the projected peak 23 

loads based on the Company's current load forecast.  The 24 

Company, in determining the need for the additional capacity, 25 

compared its demand plus the minimum reserve requirement to 26 

its total power supply resources which include the Company’s 27 

generation and any firm power purchase agreements with 28 
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associated capacity already in place.  This Exhibit A-13 (PDS-1 

1) shows that the capacity agreements included in the PSCR 2 

plan for 2006 are essential in augmenting the Company’s own 3 

generation capacity so as to meet the Company’s demand 4 

obligations. 5 

Q. What factors are considered by Wisconsin Electric when these 6 

power purchase decisions are made? 7 

A. There are many factors considered.  First, the amount of lead-8 

time available before the power is needed dictates whether or 9 

not sufficient time exists to consider newly constructing 10 

generating capacity versus existing units.  Second, the 11 

location of the supply resource is critical to assuring the 12 

power can be delivered on a firm basis to the Company's 13 

control area, under the MISO Open Access Transmission Tariff, 14 

given current constraints on transmission in the Upper 15 

Midwest. The evaluated cost of purchase power over the term of 16 

the agreement, both the fixed capacity payments and variable 17 

energy payments, are critical factors in selecting power 18 

supply contracts.  Other factors include the credit worthiness 19 

of the supplier, diversity of power supply options, expected 20 

reliability of supply, bonus/penalty provisions for 21 

performance; nomination, scheduling or dispatch rights, and 22 

need to achieve certain portfolio standards such as renewable 23 

energy requirements; etc. 24 

Q. Turning to a more specific discussion of Wisconsin Electric’s 25 

long-term purchase power agreements that are included in 2006 26 

PSCR costs, please describe the changes to the Company’s 27 

resource supply portfolio since the time of the 2005 PSCR 28 
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filing, as amended. For a description of long-term purchase 1 

power agreements which have not changed from the 2005 PSCR 2 

filing, please refer to my pre-filed direct testimony dated 3 

September, 2004 a copy of which is attached to my Exhibit A-14  4 

(PDS-2) My Exhibit A-14  (PDS-2) also lists and summarizes the 5 

demand and energy charges and the transmission costs 6 

associated with each of the long-term power purchase 7 

agreements.  8 

A. The changes to the Company’s resource supply portfolio are: 9 

Marquette Board of Light & Power:  This 10-year purchase was 10 

negotiated in the fall of 1995.  The 31 MW of capacity was in 11 

place for the period January through June 2005, and as such, 12 

is not part of the company’s portfolio for 2006.  13 

Q. Does the Company anticipate entering into additional long-term  14 

power purchase agreements for capacity and energy in 2006? 15 

A. Not at this time.  The Company will request approval at a 16 

later date of any additional long-term power purchases 17 

necessary to meet its demand requirements including reserves. 18 

Q. Has the Company entered into other long-term purchase 19 

agreements, which do not have specific capacity payments or 20 

other agreements, which affect power supply costs? 21 

A. Yes.  The Company has long-term energy agreements for the 22 

purchase of renewable energy, agreements for firm transmission 23 

service, and firm purchase and sale agreements as described 24 

below. 25 

      Miscellaneous Renewable Energy Contracts:  For 2006, Wisconsin 26 

Electric has entered into eighteen (18) renewable energy 27 

agreements with fourteen (14) different suppliers, 28 
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representing four (4) different sources of renewable energy.  1 

The suppliers are Waste Management, Inc. (land fill gas, three 2 

agreements totaling 25 MW and ending in 2010, and one 3 

agreement for 3.2 MW beginning in 2006 through 2021; Outagamie 4 

County, Wisconsin (land fill gas, one agreement for 2.6MW 5 

ending in 2006); G.A.S.-Access (landfill gas, two agreements 6 

for 5MW beginning in 2006 and ending in 2021); FPL-Badger 7 

Windpower, LLC (wind, one agreement for 25.5MW beginning in 8 

2001 and ending in 2011); Ag Environmental Solutions, LLC 9 

(agricultural waste, one agreement for 0.75MW beginning in 10 

2001 and ending in 2011); Top of Iowa (wind, one agreement for 11 

40MW of renewable credits beginning in 2001 and ending in 12 

2011); Onyx/Glacier Ridge (landfill, one agreement for 0.24MW 13 

of renewable credits beginning in 2005 and ending in 2012); 14 

Quantum Dairy (agriculture waste, one agreement for 0.2MW 15 

beginning in 2005 and ending in 2015); Eden Renewable (wind, 16 

one agreement for 3.3MW beginning in 2006 and ending in 2016); 17 

Addison Wind Energy (wind, one agreement for 1.65MW beginning 18 

in 2006 and ending in 2016); Cedarburg Hydro (hydro, one 19 

agreement for 0.156MW beginning in 2002 and ending in 2007); 20 

Rock River Hydro (hydro, one agreement for 0.1MW beginning in 21 

2002 and ending in 2007); N.E.W. Hydro (hydro, one agreement 22 

for 0.25MW beginning in 2002 and ending in 2007), and Maple 23 

Leaf Duck Farm Inc. (agricultural waste, two year agreement).  24 

The contracts with FPL-Badger Windpower, LLC, Ag Environmental 25 

Solutions, LLC and Maple Leaf Duck Farm have provisions to 26 

extend the term beyond the original contract period. While 27 

these contracts reflect a total of approximately 26 MW of 28 
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installed capacity, wind resources do not provide firm 1 

dispatchable capacity, yielding only 7MW which can be relied 2 

upon as firm capacity. Each of the renewable energy sources 3 

that is in operation, with the exception of the three hydro 4 

facilities, has been certified by the PSCW as being renewable 5 

energy and meeting the requirements of Acts 204 and 9. The 6 

energy costs associated with these purchases for 2006 are 7 

shown in Exhibit A-14  (PDS-2). The energy (MWh) and cost of 8 

these contracts are reflected in Mr. Lorden’s exhibits for the 9 

2006 forecast.     10 

 Transmission Service.  The Company has access to 580 MW of 11 

long-term point-to-point transmission service from PJM through 12 

2010 as the result of ComEd joining PJM.  This transmission 13 

service facilitates access to the Zion and Elgin facilities as 14 

capacity resources. The cost of the transmission service for 15 

2006 is projected based on various tariffs either approved by 16 

or under consideration by the FERC and is shown on Exhibit A-17 

14  (PDS-2). 18 

 Long-term Sales Contracts. The Company has a sales agreement 19 

dated June 27, 1996, with the Edison Sault Electric Company 20 

for 20 MW of capacity and energy through 2007.  The Company 21 

also has a joint operating agreement to supply the balance of 22 

Edison Sault's requirements, (approximately 46 MW) until 23 

terminated by one of the parties upon 12-month notice. 24 

Q. In your opinion, was Wisconsin Electric reasonable and prudent 25 

in entering each of the long-term agreements you just 26 

described? 27 
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A. Yes.  Each was selected with the best information available 1 

and under the market conditions at the time.  Prices, terms, 2 

and conditions vary since these agreements were entered into 3 

at different times and in order to meet different requirements 4 

as part of a portfolio of low-cost supply options.   5 

Q. Switching now from long-term purchases to short-term purchases 6 

and sales, please describe how these energy transactions are   7 

conducted under the new MISO marketplace, and the role these 8 

transactions play in Wisconsin Electric’s overall cost of power 9 

supply.   10 

A. Under the new MISO market place, the Company is required to 11 

offer all available generation into both Day-Ahead and Real-12 

Time markets, less generation held back for reserves, and bid 13 

virtually all its load into the Day-ahead market. Actual 14 

deviations in Day-Ahead schedules are priced at Real-Time 15 

prices. Under this approach, MISO pays ($/MWh) each of the 16 

Company’s generators for the energy supplied at the hourly 17 

Locational Marginal Price ("LMP") at the facility, and in 18 

turn, invoices the Company for the energy purchased hourly 19 

($/MWh) at each load node. The net of hourly generation 20 

revenue and load cost represents short-term energy purchases 21 

and sales under the MISO marketplace. The Company’s projection 22 

for the net of generation revenue and load cost for 2006 is 23 

$63.69/MWh, and is provided on Exhibit A-15 (PDS-3) 24 

Q. Exhibit A-14 (PDS-2) indicates that for 2005 the average 25 

annual cost of total purchases is $102.75/MWh while average 26 

annual sales to MISO are $46.95/MWh (Exhibit A–15 (PDS-3)). Is 27 

it reasonable that the annual average cost per MWh for 28 
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purchases is projected to be higher than the average amount 1 

per MWh for sales? 2 

A. Yes. On an average cost basis, total purchase power costs are 3 

more than sales to MISO.  That is to be expected since the 4 

Company’s purchase power has a large capacity charge component 5 

while sales to MISO do not.  The Company does not buy power 6 

for the sole purpose of re-selling it to the MISO market.   7 

Q. Are any of the power purchases you described required to 8 

 specifically serve Michigan customers? 9 

A. No.  Wisconsin Electric operates on a total system basis which 10 

works to the advantage of Michigan customers.  Most hours of 11 

the year, Wisconsin Electric is importing power into the Upper 12 

Peninsula in order to reduce overall system costs.  If 13 

Wisconsin Electric were to split its operations along state 14 

lines, rates for Michigan customers, overall, would increase. 15 

Q. Please briefly describe any other impacts on fuel costs 16 

related to the MISO Day 2 energy marketplace in the 2006 PSCR 17 

plan.  18 

A. In addition to energy transactions (sales & purchases) with 19 

MISO, other MISO costs associated with operating in the energy 20 

market are included in this 2006 PSCR filing (Exhibit A-15 21 

(PDS-3)).  A description of each of these cost elements, along 22 

with a projection for 2006 costs is provided below: 23 

• CONGESTION 24 

MISO includes in the hourly LMP a calculated charge for 25 

congestion on the transmission system associated with each 26 
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Commercial Pricing node ("CP node"). This charge is set forth 1 

on daily settlement statements from MISO and is invoiced 2 

weekly by MISO. Based on five months of operation within the 3 

MISO market, the Company has projected 2006 congestion costs 4 

at about $52.2M. MISO employs a system utilizing Financial 5 

Transmission Rights ("FTR") to help hedge congestion costs. 6 

FTRs are allocated to market participants by MISO through a 7 

four tier nomination and allocation process based on 8 

transmission and resource supply entitlements. The value of 9 

FTRs is based on Day-Ahead congestion, with MISO reporting FTR 10 

revenue to FTR holders on daily settlement statements. The FTR 11 

allocations for 2006 are established in separate annual and 12 

monthly allocations, with the first allocation period running 13 

from January 1 through May 31, 2006. FTR allocations for this 14 

phase are completed, with the Company receiving about 89% of 15 

the FTR it nominated. The second FTR allocation phase for 2006 16 

will extend from June 1 through December 31, 2006. FTR 17 

nominations and allocations for this phase will occur during 18 

the first quarter, 2006. Based on FTR experience to-date, the 19 

Company projects total 2006 FTR value at about $50.8M. The 20 

Company nets the FTR revenue with congestion costs to arrive 21 

at a net cost for transmission congestion. The projected net 22 

2006 congestion is estimated at about $1.6M. This estimate 23 

will be refined as actual Day Ahead congestion and the results 24 

of the second phase allocation are known. We will update our 25 

modeling input data and assumptions as new information is 26 

identified to project both congestion costs and FTR revenues 27 

as accurately as possible.  28 
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LOSSES 1 

MISO calculates marginal transmission losses based on an 2 

analysis of transmission system loss contributions to each CP 3 

node, and projects the cost of marginal transmission costs on 4 

daily settlement statements. In an effort to provide a 5 

transition from the historic use of average transmission 6 

system losses to the new energy market and the corresponding 7 

use of marginal losses, MISO calculates a re-distribution and 8 

indicates that amount on the daily settlement statements. This 9 

"rebate" is currently under study by MISO, and will be phased 10 

out after five years of market operation. The Company projects 11 

the net cost of transmission losses for 2006 at about $7.8M. 12 

UPLIFT/Revenue Sufficiency Guarantee    13 

MISO collects money from market participants to perform the 14 

following: 15 

• Day Ahead Revenue Sufficiency Guarantee Distribution Amount 16 

is collected from market participants and used by MISO to 17 

fund the Day Ahead Make Whole payments to generators. 18 

• The Real Time Revenue Sufficiency Guarantee First Pass 19 

Distribution Amount charges are collected from market 20 

participants that have load in real time that deviates from 21 

their Day Ahead nominations, who offer generation into the 22 

Day-Ahead market which is scheduled by MISO but is unable to 23 

perform at Day Ahead scheduled amount or must run at higher 24 

that Day Ahead scheduled amount and generators that do not 25 
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follow MISO dispatch instructions. MISO uses this charge to 1 

fund the Real-Time Make Whole payments to generators. 2 

• The Real Time Revenue Neutrality Uplift charges provide a 3 

balancing mechanism for MISO including the costs of Real Time 4 

Make Whole payments not fully recovered through the First 5 

Pass Distribution Amount. 6 

• Net Inadvertent Distribution charges and payments are 7 

collected from or paid to control areas to balance energy 8 

flows between MISO and external control areas. 9 

• Real Time Miscellaneous Account  is a mechanism that allows 10 

MISO to collect costs or distribute revenues which are not 11 

covered by other categories. 12 

Based on 2005 experience, the Company projects the net impact 13 

of the above charge and revenue categories on the 2006 fuel 14 

budget of about $50.2M. 15 

ADMINISTRATIVE 16 

 MISO charges market participants various administrative 17 

charges to administer the Day Ahead Market, Real Time Market 18 

and Financial Transmission Rights Market. Based on 2005 19 

experience, the Company projects the net impact of the above 20 

charges on the 2006 fuel budget of about $7M. 21 

MAKE WHOLE PAYMENTS 22 

MISO may dispatch various units, usually gas-fired peaking 23 

units, out of economic merit order for system reliability 24 
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purposes. MISO will pay the generator its costs to operate to 1 

make the generator whole for costs that are not met by the LMP 2 

revenues received. The Company nets this revenue against fuel 3 

and other costs to provide this non-economic operation. Since 4 

the Company’s production cost models are unable to project 5 

this reliability-driven operation, for purposes of this PSCR 6 

filing, we have assumed that make whole payments will 7 

completely cover the cost of this operation, with no net 8 

revenue or cost projected for 2006.  9 

Q. Please describe the potential impacts of reduced PRB coal 10 

deliveries at some of the Company’s facilities. 11 

A. The Union Pacific (UP) Railroad experienced problems in 2005 12 

with delivery of PRB coal to plants across the US due to track-13 

related problems in Wyoming. The UP is in the process of 14 

repairing the tracks, and expects to be completed later in 15 

2005. During this period of reduced deliveries, the Company has 16 

executed a program of coal conservation at its Pleasant 17 

Prairie, Oak Creek and Edgewater Unit 5 facilities to match 18 

coal burn with deliveries. This coal conservation program has 19 

increased fuel costs during 2005 as lower-cost coal generation 20 

is replaced with energy purchases from MISO and operation of 21 

higher-cost facilities. While the Company expects the UP to 22 

deliver the full amount of PRB coal to its facilities during 23 

2006, it may be necessary to implement coal conservation during 24 

2006 to reestablish coal inventory levels left below target at 25 

the end of 2005 and/or in the event the UP reduces coal 26 

deliveries in 2006.  27 
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Q.  Does this conclude your direct testimony? 1 

A.  Yes, it does. 2 

 3 
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WISCONSIN ELECTRIC POWER COMPANY 1 

Before the Michigan Public Service Commission  2 

Rebuttal Testimony of Paul D. Schumacher 3 
Q. Have you previously provided testimony in this docket? 4 

A. Yes.  I provided direct testimony in this PSCR proceeding on 5 

September 30, 2005. 6 

Q. Have you previously testified before this Commission? 7 

A. No.  I have previously testified before the Wisconsin Public    8 

Service Commission on various fuel cost related issues. 9 

Q. What is the purpose of your rebuttal testimony in this 10 

proceeding? 11 

A. The purpose of my rebuttal testimony is to rebut various issues 12 

raised in pre-filed direct testimony of Mr. Nicholas Phillips, 13 

Jr. (on behalf of Louisiana-Pacific Corporation and Tilden 14 

Mining Company, L.C.) submitted in this case. 15 

Q. Mr. Schumacher, could you please summarize your rebuttal 16 

testimony? 17 

A. Yes.  I will be addressing the following points raised in Mr. 18 

Phillips’ direct testimony: (1) that WEPCo continues to 19 

purchase significant amounts of expensive purchased capacity 20 

and energy from gas-fired facilities (Phillips’ testimony, page 21 

2), (2) that MISO revenue sufficiency payments should be a 22 

credit to the PSCR (Phillips’ Testimony, page 3, (3) that the 23 

volatility in fuel costs and MISO costs somehow drive a need 24 

for a reduced PSCR factor for WEPCo (Phillips’ Testimony, page 25 

3, and (4) that the increased network transmission costs 26 

incorporated into the PSCR are not a least-cost option for 27 
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providing service to Michigan customers (Phillip’s testimony, 1 

page 5).      2 

Q. Does Mr. Phillips’ ascertion that WEPCO continues to purchase 3 

significant amounts of expensive purchased capacity and energy 4 

from gas-fired facilites support any adjustment to the 5 

Company’s PSCR Plan or proposed factors? 6 

A. No.  As discussed in my direct testimony, WEPCO utilizes a 7 

capacity planning process that considers many factors in 8 

acquiring supply resources necessary to meet customer demands, 9 

along with an 18% reserve margin.  The evaluated cost of 10 

purchase power over the term of the agreement, both the fixed 11 

capacity payments and variable energy payments, are critical 12 

factors in selecting power supply contracts.  Exhibit A-_ (PDS-13 

2) from my September 30, 2005 pre-filed direct testimony lists 14 

and summarizes the demand and energy charges associated with 15 

each of the long-term power purchase agreements.  Purchases 16 

pursuant to each of these power purchase agreements have been 17 

approved in prior PSCR cases.  Each of these supply options was 18 

selected with the best information available and under the 19 

market conditions at the time.  Prices, terms, and conditions 20 

vary since these agreements were entered into at different 21 

times and in order to meet different requirements as part of a 22 

portfolio of low-cost capacity and energy supply options.  The 23 

Company acted reasonably and prudently in obtaining power 24 

supply from its power supply sources.   25 

Q. Please describe how the Company’s facilities and facilities 26 

under contract to the Company are dispatched under the MISO 27 

energy market.   28 
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A. In accordance with MISO market rules, the Company offers 1 

virtually all of its generation into the MISO day-ahead energy 2 

market and bids its load into the same market.  MISO performs 3 

security-constrained economic dispatch of all the generators 4 

across the MISO footprint based on the generator offers it 5 

receives to meet the projected customer load.  As such, MISO 6 

will dispatch gas-fired facilities only after dispatch of 7 

lower-cost generators.  In this way, the cost to serve the 8 

customers across the entire MISO footprint is minimized. 9 

Accordingly, Wisconsin Electric seeks to keep its power supply 10 

costs to a minimum through effective operation within the MISO 11 

energy market.  Mr. Phillips’ observation does not support any 12 

change in the Company’s PSCR plan or proposed factors. 13 

Q. Turning now to MISO costs and revenue sufficiency credits, how 14 

did Wisconsin Electric project 2006 MISO costs? 15 

A. Wisconsin Electric used the only methods available to it to 16 

project MISO 2006 costs.  The Company used the September, 2005 17 

PROMOD model output for projecting MISO energy related costs.  18 

The Company adjusted this output by making various adjustments 19 

based upon some April through August, 2005 actual MISO costs.  20 

Based on experience with the MISO market to date, these 21 

techniques for projecting MISO costs remain appropriate for 22 

PSCR plan purposes.  The 2006 PSCR reconciliation will address 23 

any variances between projected and actual MISO costs and other 24 

energy related costs.   25 

Q. Please describe the reasons behind MISO revenue sufficiency 26 

payments, whether these payments were projected in the 2006 27 
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PSCR factors, and the disposition of such actual payments 1 

within the 2006 PSCR process. 2 

A. MISO dispatches the majority of generators in economic order, 3 

with additional generators dispatched as part of the MISO 4 

Reliability Assessment Commitment (“RAC”) process to maintain 5 

reliable operation of the transmission system.  These RAC-6 

committed generators often have operating costs higher than the 7 

MISO hourly LMP levels.  Accordingly, MISO provides a “make-8 

whole” revenue sufficiency payment to these generators to cover 9 

their costs to operate.  10 

 The Company used the security constrained economic dispatch 11 

model “PROMOD” to project some of its 2006 PSCR costs.  This 12 

model does not project unit commitment and operation as set 13 

forth by MISO under the RAC process.  Accordingly, the costs of 14 

RAC operations were not included in the 2006 PSCR plan and 15 

factors.  During 2006, several of the Wisconsin Electric 16 

generating units are occasionally selected by MISO to operate 17 

under the RAC process.  MISO, consistent with its tariff, 18 

provides Wisconsin Electric revenue sufficiency payments to 19 

make the Company whole for such operation.  These payments are 20 

used to cover actual operating costs incurred by the Company 21 

for this out-of-economic order operation, and as such, are 22 

included in the Company’s monthly PSCR Reconciliation reports 23 

and will be included in the PSCR Reconciliation filing as a 24 

credit under actual fuel costs experienced by the Company 25 

during 2006.  Since costs related to RAC operations are not 26 

included in the PSCR plan costs or Factors, revenues or credits 27 

related to RAC operations should also not be included in the 28 
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PSCR Plan and Factors.  To include such credits, without 1 

including the corresponding costs, would under-recover costs 2 

incurred. 3 

Q. Is it appropriate to modify the 2006 PSCR factor to somehow 4 

account for volatility in fuel and MISO costs that were 5 

unforeseen at the time of the 2006 PSCR filing? 6 

A. No it is not.  The key assumptions incorporated into the 2006 7 

PSCR factor included projections of natural gas and coal costs 8 

for 2006, as well as projections for those MISO costs included 9 

in the cost of power supply. 10 

 Turning first to natural gas, Wisconsin Electric used a 11 

September 7, 2005 NYMEX based projection for 2006 natural gas 12 

costs, as adjusted for hedge volumes as of that date.  At that 13 

time, projected gas costs ranged from about $12/dth for the 14 

first several months of 2006 to about $9/dth for the remainder 15 

of the year.  Current NYMEX projections project the remainder 16 

of 2006 gas prices slightly less than the September 7, 2005 17 

forecast. However, much uncertainty remains around natural gas 18 

costs for the remainder of 2006.  19 

 In addition, 2006 coal costs projected in September, 2005 are 20 

less than actual coal costs being incurred during 2006, 21 

especially at Presque Isle Units 1-6.  These variances in gas 22 

and coal cost projections will tend to balance out through 23 

2006, and will be incorporated on an overall net basis in the 24 

2006 reconciliation.  25 

Q. Has the Michigan Public Service Commission previously 26 

addressed the statement made by Mr. Phillips regarding network 27 

transmission costs?  28 
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A. Yes, several times.  In the Company’s most recent Michigan 1 

base rate case, MPSC Case No U-12725, the Commission in its 2 

September 16, 2002 Opinion and Order, page 8, found the 3 

decision to transfer transmission assets to American 4 

Transmission Company, LLC to be reasonable and prudent.  In 5 

its January 22, 2004 decision, pages 7-8, in Case No. U-13556, 6 

the Commission addressed essentially this same issue, stating:  7 

The Commission agrees with the finding of the ALJ to permit 8 
the inclusion of projected transmission costs over those 9 
included in the utility’s PSCR base in this case.  The 10 
Commission has already found, in Case No. U-12725, the 11 
transfer of transmission assets to ATC to be prudent and, 12 
absent a claim of error or newly discovered evidence or 13 
circumstances, will not revisit its decision.  Additionally, 14 
ATC’s rates are subject to FERC jurisdiction and, although the 15 
Commission may chose to intervene in a FERC proceeding 16 
addressing ATC’s rates, once the rates are established they 17 
cannot be second-guessed by this Commission.  Wisconsin 18 
Electric has testified that it has no alternative source for 19 
these transmission services and the Commission has previously 20 
approved the inclusion of transmission costs in the PSCR 21 
factor.  Consequently, the Commission finds that the projected 22 
incremental costs for transmission services in Wisconsin 23 
Electric’s 2003 PSCR plan case are reasonable.    24 
 25 
Consistent with the Commission’s rulings above, Mr. Phillips’s 26 

comments regarding transmission costs do not support any 27 

revision to the Company’s PSCR plan or proposed PSCR Factors. 28 

 29 

Q. Does this conclude your rebuttal testimony? 30 

A. Yes, it does. 31 
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           1                       MR. WATERS:  For what it's worth, I have 
 
           2        no objection to the admission of Mr. Schumacher's three 
 
           3        exhibits. 
 
           4                       JUDGE NICKERSON:  Any objection? 
 
           5                       MR. ODUNLAMI:  No, your Honor. 
 
           6                       JUDGE NICKERSON:  All right.  Proposed 
 
           7        Exhibits A-13, A-14 and A-15 are admitted.  All right. 
 
           8                       Cross-examination, Mr. Waters? 
 
           9                       MR. WATERS:  Yes, your Honor. 
 
          10                           CROSS-EXAMINATION 
 
          11   BY MR. WATERS: 
 
          12   Q.   Mr. Schumacher, I would like to hand you what has been 
 
          13        marked as Exhibits LP-40, LP-41, LP-42, and LP-43, and 
 
          14        ask you to take a minute and review those. 
 
          15                       MR. WATERS:  And your Honor, for the 
 
          16        record, we had previously prepared two exhibits, LP-38 
 
          17        and LP-39, which we will not be offering. 
 
          18   Q.   (Continuing):  Have you had an opportunity to review 
 
          19        those three exhibits? 
 
          20   A.   I have. 
 
          21   Q.   And were those answers prepared by you? 
 
          22   A.   They were. 
 
          23   Q.   Okay.  And are those answers still true and accurate as 
 
          24        you sit here today? 
 
          25   A.   To the best of my knowledge. 
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           1                       MR. WATERS:  Your Honor, I would move 
 
           2        the admission of Exhibits LP-40 through LP-43, and in 
 
           3        lieu of engaging in cross-examination on those issues I 
 
           4        would just ask that they be admitted, and if they are 
 
           5        then I would have no cross-examination of this witness. 
 
           6                       JUDGE NICKERSON:  All right. 
 
           7                       Any objection to the admission of 
 
           8        proposed Exhibits LP-40, -41, -42 and -43? 
 
           9                       MR. BLOOMBERG:  Your Honor, we have no 
 
          10        objection provided that we are reserving and not 
 
          11        waiving a right to ask him redirect on the information 
 
          12        included in these exhibits. 
 
          13                       JUDGE NICKERSON:  Mr. Waters, is there 
 
          14        any concerns or objections? 
 
          15                       MR. WATERS:  Your Honor, bear with me 
 
          16        one moment. 
 
          17                  (Discussion off the record.) 
 
          18                       MR. WATERS:  Back on the record. 
 
          19                       I'm in somewhat of a quandary because 
 
          20        when these Interrogatories, you know, were expounded, 
 
          21        WEPCO had a full and fair opportunity, you know, to say 
 
          22        whatever it wanted to.  And I'm taking their answer as 
 
          23        it is.  Apparently what they're now saying is they want 
 
          24        the opportunity, you know, to say even more, and to 
 
          25        supplement the record and presumably to supplement 
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           1        testimony. 
 
           2                       These are admissions, you know, that are 
 
           3        binding against the company in the form in which they 
 
           4        currently exist.  And I don't intend on undertaking any 
 
           5        cross-examination with regard to these exhibits.  So 
 
           6        given the fact that, you know, redirect is supposed to 
 
           7        be limited to the scope of cross, and there isn't going 
 
           8        to be any cross, it seems inappropriate to me to say, 
 
           9        okay, yeah, I agree to that, because I'm going to open 
 
          10        the record up to let them, I guess, apparently ask 
 
          11        whatever they want, and at the time that they filled 
 
          12        these answers out they were obligated to provide full 
 
          13        and fair answers, which presumably they did. 
 
          14                       You know, so before I can agree one way 
 
          15        or the other I guess I probably need a response or a 
 
          16        ruling from your Honor with regard to that issue. 
 
          17                       JUDGE NICKERSON:  All right.  Very well. 
 
          18                       Anything from staff? 
 
          19                       MR. ODUNLAMI:  No, your Honor. 
 
          20                       JUDGE NICKERSON:  All right.  Would you 
 
          21        like to respond, Mr. Bloomberg? 
 
          22                       MR. BLOOMBERG:  Yes, thank you, your 
 
          23        Honor.  Our obligation is to respond to discovery.  We 
 
          24        are to respond to the questions asked.  Whether we want 
 
          25        to put in additional information, there certainly is a 
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           1        lot of information that may be relevant that's not 
 
           2        within the actual answer to the question that's asked. 
 
           3        And we, these responses were provided either back in 
 
           4        January or December as I see them.  Things may have 
 
           5        changed.  There may be explanations that may be helpful 
 
           6        to your Honor. 
 
           7                       When we responded to these questions 
 
           8        this was not a, necessarily drafted as the thought that 
 
           9        this is, this can go in without any opportunity to 
 
          10        redress any other facts or circumstances that may be 
 
          11        relevant or material to this. 
 
          12                       We are willing to stipulate this as a 
 
          13        way to expedite this in lieu of him asking these 
 
          14        questions.  If he asks these questions to the witness 
 
          15        we would have an opportunity to redirect.  We are not 
 
          16        looking to expand the scope of redirect beyond 
 
          17        traditional bounds. 
 
          18                       JUDGE NICKERSON:  All right.  Thank you. 
 
          19        What I'm going to do is I'm going to hold the request 
 
          20        under advisement.  I'm going to allow Mr. Bloomberg an 
 
          21        opportunity to review these particular exhibits and 
 
          22        then to consult with Mr. Waters regarding anything you 
 
          23        think needs to be done with regard to them, and then we 
 
          24        can pick it up tomorrow. 
 
          25                       MR. BLOOMBERG:  Your Honor, I think we 
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           1        can get that done in 15 minutes. 
 
           2                       MR. WATERS:  I think we can too. 
 
           3                       JUDGE NICKERSON:  All righty then. 
 
           4        Well, why don't we do that then. 
 
           5                       Off the record. 
 
           6                  (Discussion off the record.) 
 
           7                       JUDGE NICKERSON:  On the record. 
 
           8                       Mr. Waters? 
 
           9                       MR. WATERS:  I'll let Mr. Bloomberg 
 
          10        speak. 
 
          11                       MR. BLOOMBERG:  Your Honor, after 
 
          12        discussion with counsel we stipulate to the admission 
 
          13        of proposed Exhibits LP-40 through 43 without 
 
          14        reservation. 
 
          15                       JUDGE NICKERSON:  All right.  Any 
 
          16        objection from staff? 
 
          17                       MR. ODUNLAMI:  No, your Honor. 
 
          18                       JUDGE NICKERSON:  Very well.  Proposed 
 
          19        Exhibits LP-40 through 43 are admitted. 
 
          20                       MR. WATERS:  Thank you, your Honor. 
 
          21                       MR. BLOOMBERG:  Thank you, your Honor. 
 
          22                       JUDGE NICKERSON:  All right. 
 
          23                       Cross, Mr. Odunlami? 
 
          24                       MR. ODUNLAMI:  Yes, your Honor. 
 
          25 
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           1                           CROSS-EXAMINATION 
 
           2   BY MR. ODUNLAMI: 
 
           3   Q.   Good afternoon, Mr. Schumacher. 
 
           4   A.   Good afternoon. 
 
           5   Q.   Just a couple of questions. 
 
           6                       Does WEPCO have an updated estimate of 
 
           7        2006 net congestion costs? 
 
           8   A.   No, we don't.  We're monitoring each month carefully 
 
           9        but we have not updated our 2006 projection. 
 
          10   Q.   Have you set any divisions based on your monitoring as 
 
          11        to the projected congestion cost of 2006? 
 
          12   A.   Not of much substance. 
 
          13   Q.   How are the FTR credits used or allocated system-wide 
 
          14        to mitigate congestion? 
 
          15   A.   Well, of course the MISO has FTR allocation periods and 
 
          16        each of the market participants, there's a four-tier 
 
          17        process whereby the market participants can identify 
 
          18        those FTR's which it feels are important to its 
 
          19        operation. 
 
          20                       Two periods to date, the first period 
 
          21        started of course April 1st and went through I believe 
 
          22        the end of summer of '05; the second period started in 
 
          23        September and is going into '06; the third period, as 
 
          24        we speak we're in the final throes of the nomination 
 
          25        process, and I understand that these, the third phase 
 
                       METRO COURT REPORTERS, INC.  (248) 426-9530 



 
                                                                    174 
 
 
           1        of these FTR allocations will be in full effect shortly 
 
           2        within several weeks. 
 
           3   Q.   Could you describe how WEPCO allocates the FTR's it 
 
           4        receives from MISO to its customers? 
 
           5   A.   The FTR, let me see if I can restate the question; 
 
           6        you've asked how we allocate the FTR revenues that are 
 
           7        received from MISO -- 
 
           8   Q.   Yeah. 
 
           9   A.   -- for FTR'S? 
 
          10   Q.   Yes. 
 
          11   A.   Okay.  I have to calibrate.  We do it differently in 
 
          12        the two jurisdictions.  In Michigan, my understanding 
 
          13        is that the FTR revenues are put directly into the 
 
          14        monthly fuel expense as a credit so that the customers 
 
          15        reap the benefit of the FTR'S as they, as the benefit 
 
          16        is realized on a monthly basis. 
 
          17   Q.   Do you know whether WEPCO has sufficient NOx credits 
 
          18        for 2006? 
 
          19   A.   Yes, WEPCO is compliant with all applicable NOx 
 
          20        limitations as of the last date of my review which was 
 
          21        several weeks ago.  Moreover the projection of NOx 
 
          22        emissions for the rest of 2006 shows compliant 
 
          23        operation. 
 
          24   Q.   If there, if there is a change in your operation that 
 
          25        will offset your projection for NOx credits for 2006, 
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           1        how would you allocate that change, make it go up? 
 
           2   A.   If the question is does a change of operation -- 
 
           3   Q.   Assuming -- 
 
           4   A.   Assuming a change of operation -- 
 
           5   Q.   Yes. 
 
           6   A.   -- how will our NOx position change? 
 
           7   Q.   Yes. 
 
           8   A.   Okay.  The latest projection of NOx emissions that I've 
 
           9        reviewed several weeks ago showed that even with 
 
          10        increased coal plant utilization that WEPCO was 
 
          11        compliant with applicable NOx emission limitations. 
 
          12                       MR. ODUNLAMI:  That's all the questions 
 
          13        I have, your Honor. 
 
          14                       JUDGE NICKERSON:  Thank you, 
 
          15        Mr. Odunlami. 
 
          16                       Redirect, Mr. Bloomberg? 
 
          17                       MR. BLOOMBERG:  No, your Honor. 
 
          18                       JUDGE NICKERSON:  All right.  Well -- 
 
          19                       MR. MARVIN:  Your Honor, before we close 
 
          20        could we just have a brief minute to confer? 
 
          21                       JUDGE NICKERSON:  Yes, sir. 
 
          22                       Off the record. 
 
          23                  (Discussion off the record.) 
 
          24                       JUDGE NICKERSON:  All right.  On the 
 
          25        record. 
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           1                       Is there anything else before we adjourn 
 
           2        for tomorrow? 
 
           3                       MR. BLOOMBERG:  Yes, your Honor.  I 
 
           4        would just like to note for the record that there was 
 
           5        subpoenas issued for Mr. Aronson and Ms. Simms, and my 
 
           6        understanding is based on the evidence and 
 
           7        cross-examination today that intervenors are releasing 
 
           8        them from the obligation to appear further at this 
 
           9        hearing. 
 
          10                       JUDGE NICKERSON:  All right. 
 
          11                       MR. BLOOMBERG:  I'd just like the record 
 
          12        to reflect that. 
 
          13                       MR. WATERS:  That's correct, your Honor. 
 
          14                       JUDGE NICKERSON:  Very well. 
 
          15                       MR. MARVIN:  Your Honor, thank you for 
 
          16        the opportunity to have that brief recess. 
 
          17                       After conferring with my co-counsel 
 
          18        today, we've reached the conclusion that we do not 
 
          19        think it's necessary to call Mr. Phillips.  His 
 
          20        pre-filed direct testimony we earlier submitted so we 
 
          21        will be withdrawing that and not asking it not be bound 
 
          22        into the record, and therefore there's no need for 
 
          23        hearing tomorrow. 
 
          24                       JUDGE NICKERSON:  Any objections? 
 
          25                       MR. BLOOMBERG:  No objection, your 
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           1        Honor. 
 
           2                       MR. ODUNLAMI:  No, not from staff. 
 
           3                       JUDGE NICKERSON:  All right.  Then we're 
 
           4        finished here.  We basically are closing the record, 
 
           5        all right, just so everybody understands. 
 
           6                       All right.  Is there anything else for 
 
           7        the record then? 
 
           8                  (No response.) 
 
           9                       JUDGE NICKERSON:  All right.  The 
 
          10        record's closed.  Thank you very much. 
 
          11                  (At 12:34 p.m., the hearing was concluded.) 
 
          12                              - - - 
 
          13 
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           1                     C E R T I F I C A T E 
 
           2 
 
           3                  I, Erin Stilman (CSR-3588), do hereby 
 
           4   certify that I reported in stenotype the proceedings had in 
 
           5   the above-entitled matter, being Case No. U-14707, before 
 
           6   Daniel E. Nickerson, Jr., J.D., Administrative Law Judge, at 
 
           7   the Michigan Public Service Commission, 6545 Mercantile Way, 
 
           8   Lansing, Michigan, on Wednesday, April 26, 2006; and do 
 
           9   further certify that the foregoing transcript, consisting of 
 
          10   145 pages, (Pages 34-178), is a true and correct transcript 
 
          11   of my stenotype notes. 
 
          12 
 
          13 
 
          14                         __________________________________ 
                                     ERIN STILMAN, CSR-3588, RPR-019261 
          15                         33231 Grand River Avenue 
                                     Farmington, Michigan  48336 
          16 
 
          17 
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