
 

C A L I F O R N I A  |  I L L IN O I S  |  M I C H I G A N  |  W A S H I NG TON  D . C .  

 

Dykema Gossett PLLC 
Capitol View 
201 Townsend Street, Suite 900 
Lansing, MI 48933 
WWW.DYKEMA.COM 
Tel: (517) 374-9100 
Fax: (517) 374-9191 
Christine Mason Soneral 
Direct Dial: (517) 374-9184 

 

Email: CMASON@DYKEMA.COM 
June 16, 2006  

 
Mary Jo Kunkle 
Executive Secretary 
Michigan Public Service Commission 
PO Box 30221 
Lansing, MI  48909-7721 
 
 
Re: Case No. U-14703 

ESEC 2006 PSCR Plan Proceeding 
Rebuttal Testimony of Leroy M. Baatz 

Dear Ms. Kunkle: 

Enclosed for paperless filing is Prefiled Rebuttal Testimony of Leroy M. Baatz on behalf of 
Edison Sault Electric Company and Proof of Service in the above-referenced matter.   

If you have any questions, please contact me.   

Sincerely, 

DYKEMA GOSSETT PLLC  

 

Christine Mason Soneral 
 
CMMA:jmb 

cc: Don Sawruk 
Lee Baatz 
Parties of Record  

 
LAN01\158213.1 
ID\JMBA1 



 

   

D
Y

K
EM

A
 G

O
SS

ET
T·

A
 P

R
O

FE
SS

IO
N

A
L 

LI
M

IT
ED

 L
IA

B
IL

IT
Y

 C
O

M
PA

N
Y

· C
A

PI
TO

L 
V

IE
W

 2
01

 T
O

W
N

SE
N

D
 S

TR
EE

T 
SU

IT
E 

90
01

·L
A

N
SI

N
G

, M
IC

H
IG

A
N

 4
89

33
  

  

STATE OF MICHIGAN 
 

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 
 

*   *   *   *   * 
 
 

In the matter of the application of    ) 
EDISON SAULT ELECTRIC COMPANY for  )  
authority to implement a power supply cost  )  Case No. U-14703 
recovery plan for the 12 month period ending ) 
December 31, 2006.     ) 
        ) 
 

 
PREFILED REBUTTAL TESTIMONY  

 
 

LEROY M. BAATZ 
 
 

ON BEHALF 
 
 

OF 
 
 

EDISON SAULT ELECTRIC COMPANY 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 



 

1 

   

D
Y

K
EM

A
 G

O
SS

ET
T·

A
 P

R
O

FE
SS

IO
N

A
L 

LI
M

IT
ED

 L
IA

B
IL

IT
Y

 C
O

M
PA

N
Y

· C
A

PI
TO

L 
V

IE
W

 2
01

 T
O

W
N

SE
N

D
 S

TR
EE

T 
SU

IT
E 

90
01

·L
A

N
SI

N
G

, M
IC

H
IG

A
N

 4
89

33
  

  

STATE OF MICHIGAN 
 

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 
 

*   *   *   *   * 
 
 

In the matter of the application of    ) 
EDISON SAULT ELECTRIC COMPANY for  )  
authority to implement a power supply cost  ) Case No. U-14703 
recovery plan for the 12 month period ending ) 
December 31, 2006.      ) 
         ) 

 
 

PREFILED REBUTTAL TESTIMONY  
OF 

LEROY M. BAATZ 
ON BEHALF 

OF 
EDISON SAULT ELECTRIC COMPANY 

 
 
Q1 PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 1 

A1 My name is Leroy M. Baatz.  My business address is 725 East Portage Avenue, 2 

Sault Ste. Marie, Michigan 49783. 3 

 4 
Q2 ARE YOU THE SAME LEROY M. BAATZ WHO FILED DIRECT TESTIMONY 5 

AND EXHIBITS IN THIS PROCEEDING? 6 

A2 Yes, I am. 7 

 8 
Q3 WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 9 

A3 James T. Selecky filed direct testimony in this proceeding addressing the level of 10 

costs that Edison Sault Electric Company (Edison Sault) has proposed to include 11 

in its 2006 Power Supply Cost Recovery (PSCR) plan.  I will address that 12 
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testimony and recommend that the adjustments that he proposes to Edison 1 

Sault’s 2006 PSCR plan not be adopted by the Michigan Public Service 2 

Commission (MPSC or Commission).   3 

 4 
Q4  PLEASE CLARIFY THE RELATIONSHIP BETWEEN WISCONSIN ELECTRIC 5 

POWER COMPANY (WEPCO) AND EDISON SAULT IN LIGHT OF MR. 6 

SELECKY’S TESTIMONY THAT WEPCO’S ENERGY CHARGES TO EDISON 7 

SAULT ARE UNNECESSARILY HIGH AND UNREASONABLE. 8 

A4  Both WEPCO and Edison Sault are owned by Wisconsin Energy Corporation.  9 

However, they operate as separate, independent utility companies.  The 10 

agreements between the companies, namely the 20 MW firm purchase and the 11 

Joint Operating Agreement (JOA), are arms-length agreements that have been 12 

reviewed by various regulatory agencies (i.e. the Federal Regulatory 13 

Commission (FERC), MPSC and the Public Service Commission of Wisconsin 14 

(PSCW)).  Since each company is regulated independent of the other, there is no 15 

incentive for either party to engage in activity that would disadvantage the other. 16 

 17 
Q5 PLEASE DESCRIBE THE JOA AND CHANGES THAT HAVE BEEN MADE TO 18 

THE JOA IN LIGHT OF MR. SELECKY’S CHALLENGE TO THE COSTS 19 

INCURRED UNDER THE JOA. 20 

A5 The JOA was signed on October 16, 2000, and was approved by FERC for use 21 

beginning January 1, 2001.  The JOA provides for WEPCO and Edison Sault to 22 

jointly plan capacity additions and to dispatch their electric generation in order for 23 

both utilities to achieve the most economical power supply costs.  JOA 24 
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Amendment No. 1 was accepted by FERC and took effect on November 1, 2003, 1 

to allow WEPCO and Edison Sault to jointly coordinate the purchase of 2 

renewable energy.  JOA Amendment 2 was accepted by FERC and took effect 3 

on April 1, 2005, to modify energy pricing in anticipation of WEPCO and Edison 4 

Sault participating in the MISO energy markets.  There were no intervenors in the 5 

FERC filings. 6 

 7 
Q6 IS IT TRUE THAT EDISON SAULT “VOLUNTARILY TERMINATED 8 

AMENDMENT 1 TO THE JOA AND REPLACED IT WITH AMENDMENT 2”, AS 9 

MR. SELECKY CLAIMS? 10 

A6 Mr. Selecky’s assertion that Amendment 1 to the JOA was “terminated” is 11 

incorrect.  Per the terms of the JOA, termination requires twelve months written 12 

notice from one party to the other.  In this case neither WEPCO nor Edison Sault 13 

desired to terminate the JOA.  Instead, it is more accurate to state that by mutual 14 

agreement and necessity, Amendment 1 to the JOA was superseded by 15 

Amendment 2, which includes the modifications described above.   16 

 17 
Q7 DID JOA AMENDMENT 2 [INCORPORATING THE START-UP OF THE 18 

MIDWEST INDEPENDENT TRANSMISSION SYSTEM OPERATOR, INC. 19 

(MISO) ENERGY MARKETS] SUBSTANTIALLY CHANGE THE INTENT OF 20 

THE JOA? 21 

A7 No.  Prior to Amendment 2, energy pricing under the JOA was based on “System 22 

Incremental Costs”, which used the cost of the most expensive resources 23 

supplying energy in a given hour as the cost of JOA energy.  The generators that 24 
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were operating during each hour were based on WEPCO’s generator dispatch 1 

decisions.  Once the MISO market started, decisions regarding generator 2 

dispatch shifted from WEPCO to MISO, and WEPCO was required to purchase 3 

all of its load from the MISO market.  These changes made the “System 4 

Incremental Cost” an inaccurate measure of WEPCO’s cost to provide JOA 5 

energy to Edison Sault and therefore a change to the JOA was required.  Since 6 

the start of the MISO market, the Locational Marginal Price (LMP) at the Edison 7 

Sault load zone commercial pricing node represents the cost to provide JOA 8 

energy to Edison Sault.  LMP is calculated by MISO on an hourly basis, and is 9 

defined as the market clearing price for energy at a given Commercial Pricing 10 

node which is equivalent to the marginal cost of serving demand at the 11 

Commercial Pricing node.  LMP is what WEPCo pays to provide JOA energy, 12 

and it is clearly the direct replacement for System Incremental Cost. 13 

 14 
Q8 HAVE PURCHASES UNDER THE JOA BEEN INCLUDED IN PREVIOUS 15 

EDISON SAULT PSCR PLANS? 16 

A8 Yes.  JOA purchases have been included in Edison Sault’s 2002, 2003, 2004 17 

and 2005 PSCR plans and the 2002, 2003, and 2004 PSCR reconciliations (with 18 

the 2005 PSCR reconciliation pending).  The MPSC has not disallowed any of 19 

the costs incurred under the JOA, and has previously approved similar charges 20 

in at least 4 cases: Case Nos. U-13114, U-13586, U-13914, and U-14271.   21 

 22 
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Q9 DOES THE JOA CONTAIN PROVISIONS FOR BOTH CAPACITY AND 1 

ENERGY PAYMENTS? 2 

A9 Yes.  There are separate schedules for both capacity and energy payments.  3 

Schedule D of the JOA details the calculation of the Pricing of Pooled Capacity 4 

Resources, and Schedule E explains the calculation for Energy Pricing.  Both 5 

Schedules D and E are attached as Exhibits A-5 and A-6.  Pooled Capacity 6 

Resources are those resources which WEPCo contracted for following the 7 

effective date of the JOA, in order to meet the capacity needs of both WEPCo 8 

and Edison Sault.  The price of Pooled Capacity is the weighted average 9 

capacity price of those contracts.  The amount of capacity Edison Sault 10 

purchases is based on its estimated peak load during the peak load month of 11 

WEPCo for the year.  12 

  It is important to note that while specific capacity resources are utilized to 13 

calculate the cost of pooled capacity, Edison Sault does not have direct rights to 14 

the energy produced by these resources.  It is not unusual in the energy industry 15 

for a contract for capacity and energy to identify a specific resource for capacity 16 

but to have the energy pricing provisions be unrelated to the capacity resource.  17 

As an example, I understand that the energy pricing in the WEPCo contract for 18 

the Ameren System purchase, which is a pooled capacity resource, is tied to a 19 

published energy price index rather than any generating unit owned by Ameren.  20 

 21 



 

6 

   

D
Y

K
EM

A
 G

O
SS

ET
T·

A
 P

R
O

FE
SS

IO
N

A
L 

LI
M

IT
ED

 L
IA

B
IL

IT
Y

 C
O

M
PA

N
Y

· C
A

PI
TO

L 
V

IE
W

 2
01

 T
O

W
N

SE
N

D
 S

TR
EE

T 
SU

IT
E 

90
01

·L
A

N
SI

N
G

, M
IC

H
IG

A
N

 4
89

33
  

  

Q10 WOULD YOU PLEASE ADDRESS MR. SELECKY’S STATEMENT THAT THE 1 

JOA PURCHASES REPRESENT ONLY 24% OF EDISON SAULT’S POWER 2 

SUPPLY IN MWH, BUT COMPRISES 49% OF THE NET POWER SUPPLY 3 

COST? 4 

A10 As I discussed in my direct testimony, Edison Sault minimizes its PSCR costs by 5 

first maximizing its hydro generation, and then purchasing power under two 20 6 

MW contracts (one with Consumers Energy Company (Consumers) and one with 7 

WEPCO).  The JOA power is purchased to meet Edison Sault’s power supply 8 

requirements that remain after the hydro generation and the two 20 MW 9 

contracts are utilized.  In essence, the JOA power is taken to meet Edison Sault’s 10 

peak power needs while the other sources are used to serve Edison Sault’s base 11 

load.  Power purchased at peak times is more costly than base load power as 12 

MISO dispatches lower generating units first, and then turns to higher cost 13 

generating units to serve the remaining load requirements.   Also, the base load 14 

generation includes Edison Sault’s own hydro generation and hydro generation 15 

purchased from the US Corps of Engineers.  That hydro generation has low 16 

costs which lowers the percentage of costs of the base load generation. 17 

 18 
Q11 MR. SELECKY CLAIMS THAT THE COST OF JOA CAPACITY IS NOT 19 

REASONABLE.  DO YOU AGREE? 20 

A11 No.  The capacity resources under contract to WEPCo are made up of both 21 

short-term and long-term purchase contracts. This approach provides long-term 22 
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capacity price stability as well as the flexibility to participate in short-term capacity 1 

markets as needed to fulfill capacity requirements.   2 

   3 

Q12 PLEASE DISCUSS MR. SELECKY’S PROPOSAL TO REDUCE POOLED 4 

CAPACITY COSTS BY 50%. 5 

A12 Edison Sault’s 2006 PSCR plan included capacity payments for 35 MW of 6 

capacity purchased under the JOA at an annual cost of $2,520,000, with 7 

$280,800 of that cost allocated to Cloverland Electric Cooperative (Cloverland).  8 

Mr. Selecky proposes to arbitrarily exclude 50% of those capacity costs, claiming 9 

that Edison Sault does not derive any benefit from any energy that is produced 10 

by the pooled capacity.  In so doing, Mr. Selecky is mistakenly combining the 11 

JOA provisions for capacity and energy, and proposes to not allow Edison Sault 12 

to recover actual costs that it incurs under the JOA.  Pooled capacity costs 13 

increased by just 2.5% [4% with Dynegy] between 2005 and 2006.  However, 14 

JOA energy prices have increased significantly due to increases in fuel costs.  15 

Mr. Selecky is suggesting that the MPSC penalize Edison Sault for increases in 16 

fuel costs by reducing the amount it can recover for pooled capacity costs. 17 

 18 
Q13 CAN YOU DESCRIBE THE CONCEPT OF CAPACITY AS IT RELATES TO 19 

JOA CAPACITY PURCHASES? 20 

A13 Capacity represents a physical asset that is capable of generating electrical 21 

power.  A capacity purchase requires the seller of the capacity to transfer 22 

capacity rights to the buyer of the capacity.  For example, if Company A 23 
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purchases 50 MW of capacity from Company B, which has 50 MW of excess 1 

capacity.  Once the capacity is sold, Company B cannot count the 50 MW for its 2 

own capacity, since Company A owns the rights to it. 3 

  A capacity purchase does not provide the buyer with rights to the energy 4 

from the physical asset.  If the buyer wants to also own the rights to energy from 5 

the physical asset, separate provisions for energy purchases need to be included 6 

in the purchase agreement.  Such provisions could include full and exclusive 7 

dispatch rights to a specific generator with the buyer providing the fuel, as is the 8 

case for WEPCo’s Zion and Elgin power purchase agreements.  Another 9 

example of energy purchase under a capacity agreement is a day-ahead call 10 

option on energy, which is utilized in WEPCO’s Ameren System purchase.  11 

 Electric utilities maintain capacity reserve margins based on guidelines 12 

established by regional reliability councils.  These guidelines ensure that 13 

sufficient capacity reserve margins exist within the region.  This may facilitate 14 

capacity transactions within the region, such that companies with excess 15 

capacity may sell the excess to other companies that are capacity-deficient.  16 

While ownership of the physical asset does not change, the amount of physical 17 

capacity assets that exist in the region is adequate to provide the required 18 

capacity reserve levels. 19 

 20 
Q14 DOES EDISON SAULT MAINTAIN A 15% CAPACITY PLANNING RESERVE 21 

MARGIN?  IF SO, IS THIS APPROPRIATE GIVEN THE EXISTENCE OF THE 22 

MISO MARKET? 23 
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A14 Prior to 2006, the Mid-America Interconnected Network (MAIN), which was the 1 

regional reliability council for WEPCo, recommended a 15% planning reserve 2 

margin.  On January 1, 2006, Reliability First Corporation (RFC) replaced MAIN 3 

as the reliability council for WEPCo and Edison Sault.  RFC is in the process of 4 

establishing its capacity reserve margin requirement, and requires its members 5 

to continue to follow the planning reserve guidelines of their predecessor Council 6 

for 2006 and 2007.  This means the recommended planning reserve margin from 7 

MAIN in 2005 will continue to apply to Edison Sault during 2006 and 2007.   8 

  Regarding the need for a 15% reserve margin given the existence of the 9 

MISO market, it is possible that planning reserves could be reduced sometime in 10 

the future.  RFC will take the impact of the MISO market into account as it 11 

finalizes the planning reserve requirements to take effect in 2008. 12 

 13 
Q15 DOES THE JOA CAPACITY PROVIDE ANY BENEFITS TO EDISON SAULT 14 

AND ITS CUSTOMERS? 15 

A15 Yes.  Maintaining adequate capacity ensures that there are sufficient generating 16 

resources available to meet expected customer demands for power within an 17 

acceptable level of risk that there will not be a shortfall.  As I described earlier, 18 

Edison Sault is part of the RFC reliability council, and as a member of this group 19 

Edison Sault is responsible for maintaining adequate capacity reserves.  Since 20 

RFC members all maintain the required amount of capacity reserves, the entire 21 

group benefits from a more secure energy supply within the region.  If one or 22 



 

10 

   

D
Y

K
EM

A
 G

O
SS

ET
T·

A
 P

R
O

FE
SS

IO
N

A
L 

LI
M

IT
ED

 L
IA

B
IL

IT
Y

 C
O

M
PA

N
Y

· C
A

PI
TO

L 
V

IE
W

 2
01

 T
O

W
N

SE
N

D
 S

TR
EE

T 
SU

IT
E 

90
01

·L
A

N
SI

N
G

, M
IC

H
IG

A
N

 4
89

33
  

  

more members decide to carry less than the required reserves, the entire group 1 

could suffer. 2 

  I have attached to my testimony as Exhibit A-7 a Staff discovery request 3 

that I responded to concerning the consequences of not having the JOA 4 

capacity.   My response would be the same if the discovery request asked about 5 

the consequences of arbitrarily removing 50% of the JOA capacity.  Without such 6 

capacity, Edison Sault’s customers would be subject to substantial risks of 7 

increased costs and service interruptions. 8 

  Mr. Selecky’s proposal to eliminate $1.120 million in PSCR capacity 9 

related costs would represent an approximate $40 annual reduction per customer 10 

for Edison Sault’s approximate 23,000 customers.  The consequences of being 11 

exposed to service interruptions would be a high price to pay for those 12 

customers. 13 

 14 
Q16 PLEASE ADDRESS MR. SELECKY’S COMMENTS REGARDING ENERGY 15 

FROM THE POOLED CAPACITY. 16 

A16 Mr. Selecky is incorrect when he states that Edison Sault pays a pooled capacity 17 

charge but does not receive any energy-related benefits.  The JOA has specific 18 

provisions for capacity and energy, but the energy provisions of the JOA do not 19 

correspond with generation from the capacity resources.  It is not uncommon for 20 

contracts with capacity and energy to utilize a physical resource, or a group of 21 

resources, for capacity purposes, and to have the pricing for energy be unrelated 22 

to the cost of generation from that resource.  It is also important to note that the 23 
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JOA has a cost cap of $100/MWH for energy, which protects Edison Sault 1 

against extreme energy prices in the event of even higher fuel cost increases. 2 

  Energy can be taken by WEPCO from the pooled capacity, but WEPCO is 3 

not required to take such energy.  This is important because much of the pooled 4 

capacity is natural gas fired peaking generators, which tend to have an energy 5 

strike price that is higher than the market price.   6 

 7 
Q17 MR. SELECKY CLAIMS THAT SPECIFIC POOLED CAPACITY RESOURCES 8 

WERE NOT APPROVED BY FERC.  IS THIS TRUE? 9 

A17 Schedule C currently lists the single pooled capacity resource that existed upon 10 

execution of the original JOA.  While it has not been updated to include the most 11 

recent pooled capacity resources, Edison Sault is provided with a list of the 12 

pooled capacity resources on an annual basis when the pooled capacity price 13 

calculation is performed [and has provided this information upon request to the 14 

MPSC].  FERC has not approved the specific pooled capacity charges in any 15 

case; instead, FERC has accepted the methodology in which pooled capacity 16 

resource costs are calculated.  It is disingenuous to claim that the pooled 17 

capacity costs should not be recovered by Edison Sault because they were not 18 

approved by FERC, as Mr. Selecky does in his testimony.  In addition, the MPSC 19 

has previously approved capacity charges in cases U-13114, U-13586, U-13914, 20 

and U-14271.  Edison Sault also is seeking approval for the capacity charges in 21 

this case, indicating that an annual approval by FERC of pooled capacity cost 22 

calculations is not required. 23 
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Q18 TO YOUR KNOWLEDGE, HAS THE COMMISSION REQUESTED UTILITIES 1 

TO ASSESS THEIR GENERATING CAPACITY? 2 

A18 Yes.  The MPSC has issued orders directing electric utilities in Michigan, 3 

including Edison Sault, to submit assessments of their ability to meet the capacity 4 

needs of its customers.  Edison Sault and Cloverland have jointly filed the 5 

capacity assessments for the past three years.  The 2006 capacity assessment 6 

submitted to the Commission in Case No. U-14728, of which I was the primary 7 

author, is attached as Exhibit A-8.  The capacity assessments state that Edison 8 

Sault’s projected capacity includes a 15% reserve margin.  If Edison Sault was to 9 

reduce its JOA capacity purchases by 17.5 MW (50% of the 35 MW being 10 

purchased in 2006), it would have inadequate reserve margins, and as a result, 11 

would be less likely to have sufficient capacity to meet its peak load. 12 

 13 
Q19 PLEASE DISCUSS MR. SELECKY’S PROPOSAL CONCERNING JOA 14 

ENERGY PAYMENTS. 15 

A19 Mr. Selecky recommends that the MPSC should arbitrarily adjust Edison Sault’s 16 

PSCR Plan costs to reflect 25% of the JOA energy being purchased at WEPCO’s 17 

average cost.  As I stated earlier, JOA energy costs have risen due to higher fuel 18 

costs, so the proposal would penalize Edison Sault for increases in fuel costs 19 

that are beyond its control.  Mr. Selecky’s proposal to purchase power at 20 

WEPCO’s average cost is inconsistent with the FERC approved JOA since the 21 

JOA calls for the use of marginal costs, which I described earlier.  Neither Edison 22 

Sault nor WEPCo ever interpreted the “at cost” provisions of the JOA to mean 23 
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“average cost”.  Mr. Selecky’s proposal that Edison Sault purchase the energy at 1 

WEPCo’s average cost would require WEPCo to charge Edison Sault the 2 

average cost of generation for all generators on-line during each hour.  This 3 

pricing methodology would effectively allocate a portion of WEPCO’s energy from 4 

lower cost generating units to Edison Sault.  If this were to happen, WEPCO 5 

would likewise want to receive the benefits of Edison Sault’s low cost hydro 6 

generation.  The JOA contains a provision for the companies to explore the 7 

appropriate timing for a transition to a system-wide pool.  Edison Sault has not 8 

supported a full pooling of generating resources as it wishes to retain the benefit 9 

of its own lower cost hydro generation for its Company and customers. 10 

 11 
Q20 DID WEPCO AND EDISON SAULT DISCUSS THE IMPACT OF THE MISO 12 

ENERGY MARKETS PRIOR TO THE APRIL 1, 2005 COMMENCEMENT 13 

DATE? 14 

A20 Yes.  The commencement of the MISO energy markets were discussed at the 15 

September 17, 2003 meeting of the JOA Operating Committee.  At that time, it 16 

was anticipated that the MISO energy markets (then referred to the Midwest 17 

Market Initiative) would become operational in the spring of 2004.  Edison Sault 18 

and Cloverland were advised at that time that the MISO energy markets “affects 19 

anyone who moves power across the system – really anyone who buys and sells 20 

electric power.”  At the September 28, 2004 meeting of the JOA Operating 21 

Committee Edison Sault and Cloverland were advised that the commencement 22 

of the MISO energy markets had been extended to March 1, 2005.  This turned 23 
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out to be a month before the MISO energy market actual start date.  WEPCo and 1 

Edison Sault had multiple meetings between the 2004 JOA Operating Committee 2 

meeting and the start of the MISO energy market. 3 

 4 
Q21 ARE THE DATES OF THOSE DISCUSSIONS IMPORTANT TO THE ISSUES 5 

IN THIS PROCEEDING? 6 

A21 Yes.  The JOA contains a Term of Agreement section that provides that either 7 

party, WEPCO or Edison Sault, may terminate the agreement upon twelve month 8 

written notice to the other party.  Given the advance notices of the developing 9 

MISO energy markets, either party, WEPCO or Edison Sault, had sufficient 10 

opportunity to cancel the JOA if they thought it was in their best interest to do so.  11 

Neither party to date has given notice to cancel the JOA.   12 

 Mr. Selecky apparently believes that Edison Sault should not have agreed 13 

to the JOA Amendment 2, and should have forced WEPCO to continue to 14 

provide service under JOA Amendment 1 until proper notification of cancellation 15 

was given.  Edison Sault believes that the JOA continues to provide power at 16 

competitive prices, and is not aware of better alternatives in the market place to 17 

meet its energy and capacity needs.  Edison Sault does not intend to cancel the 18 

JOA under its present terms and current regulatory cost recovery procedures.   19 

 20 
Q22 DID THE START OF THE MISO MARKET CAUSE EDISON SAULT’S JOA-21 

RELATED COSTS TO INCREASE. 22 

A22 Along with the benefits the MISO market, there are some costs associated with 23 

participation in the MISO energy markets.  However, these costs are very minor 24 
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when compared to the impact of higher fuel costs, especially natural gas, which 1 

began to push energy prices higher around the same time as the start of the 2 

MISO energy markets.  Fuel cost increases have been the primary driver for 3 

higher JOA energy costs since early 2005. 4 

 5 
Q23 WOULD MR. SELECKY’S PROPOSAL THAT EDISON SAULT BE ABLE TO 6 

PURCHASE WEPCO’S EXCESS ELECTRICITY AT WEPCO’S COST TO 7 

GENERATE BE BENEFICIAL TO WEPCO OR TO EDISON SAULT? 8 

A23 No.  First of all, Edison Sault has no rights under the JOA to purchase excess 9 

energy from WEPCo, from either the pooled capacity resources or other 10 

resources.  Mr. Selecky incorrectly references section 6.02 of the JOA as part of 11 

his proposal.  Section 6.02 deals with capacity resources, and as I noted 12 

previously the JOA has always treated capacity and energy separately. 13 

  Second, if WEPCo were required to offer its excess energy to Edison 14 

Sault, WEPCO would be forced to sell energy to Edison Sault at rates lower than 15 

what it would pay to provide the JOA energy in the MISO market.  Under such a 16 

requirement, Edison Sault would anticipate that WEPCO would terminate the 17 

JOA Agreement, resulting in Edison Sault having to make alternative power 18 

supply arrangements.  Current electric markets indicate that alternative power 19 

supply arrangements would be more costly than what Edison Sault is now 20 

incurring, with an added detrimental feature of subjecting itself and its customers 21 

to the vagaries of not having a firm delivery contract in place. 22 

 23 



 

16 

   

D
Y

K
EM

A
 G

O
SS

ET
T·

A
 P

R
O

FE
SS

IO
N

A
L 

LI
M

IT
ED

 L
IA

B
IL

IT
Y

 C
O

M
PA

N
Y

· C
A

PI
TO

L 
V

IE
W

 2
01

 T
O

W
N

SE
N

D
 S

TR
EE

T 
SU

IT
E 

90
01

·L
A

N
SI

N
G

, M
IC

H
IG

A
N

 4
89

33
  

  

Q24 ARE WEPCO’S AND EDISON SAULT’S RESPONSIBILITIES UNDER THE 1 

JOA DIFFERENT THAN THEY ARE WITH RESPECT TO THE 20 MW 2 

CONTRACT WITH WEPCO? 3 

A24 Yes, they are different types of contracts.  The intent of the JOA is to minimize 4 

the cost of new power supplies for both parties.  The 20 MW WEPCO contract 5 

was a negotiated contract for power and energy and was signed in 1996 when 6 

Edison Sault and WEPCO were not affiliated, and its terms are very favorable to 7 

Edison Sault when compared to present market conditions.  The JOA capacity 8 

and energy prices, on the other hand, are updated on an annual basis.  9 

Comparing the two contracts in terms of capacity and energy prices would 10 

provide no meaningful basis for claiming that the JOA prices are excessive. 11 

  Inquiries by Edison Sault to extend the terms and to purchase more power 12 

at the rates contained in the 20 MW contract have not been successful as 13 

WEPCO also realizes that the present rates are currently below market prices.  14 

Edison Sault and WEPCO are considering various alternatives for replacing the 15 

power when that contact expires at its December 31, 2007 scheduled completion 16 

date. 17 

 18 
Q25 DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY? 19 

A25 Yes, it does. 20 
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STATE OF MICHIGAN 
 

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 
 

*   *   *   *   * 
 

In the matter of the application of    ) 
EDISON SAULT ELECTRIC COMPANY for  )  
authority to implement a power supply cost  )  Case No. U-14703 
recovery plan for the 12 month period ending ) 
December 31, 2006.     ) 
        ) 
 

PROOF OF SERVICE 

STATE OF MICHIGAN ) 
 ) 

SS. 
COUNTY OF INGHAM ) 

 

Janice Atkins, an employee of Dykema Gossett PLLC, being first duly sworn, 

deposes and says that on the 16th day of June, 2006, she served a copy of Prefiled 

Rebuttal Testimony of Leroy M. Baatz on behalf of Edison Sault Electric Company upon 

persons listed in the attached Service List at their respective addresses, by enclosing 

copies of the same in an envelope properly addressed, and by depositing said envelope 

in the United States Mail with postage thereon having been fully prepaid and by 

electronic mail. 

 
Janice Atkins 

Subscribed and sworn before 
me this 16th day of June, 2006. 

 

Carolyn Ann Priest, Notary Public, Ingham Co., MI 
Acting in Ingham County, Michigan 
My Commission Expires: 07/01/12 
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SERVICE LIST 
 

Thomas J Waters 
Fraser Trebilcock Davis & Dunlap, P.C. 
124 West Allegan Street, Ste. 1000 
Lansing, MI  48933 
 
Robert A.W. Strong 
Clark Hill PLC 
255 South Old Woodward Avenue 
3rd Floor 
Birmingham, MI  48009-6179 
 
Emmanuel Odunlami 
Assistant Attorney General 
Michigan Public Service Commission 
6545 Mercantile Way, Ste. 15 
Lansing, MI  48911 
 
Hon. Sharon Feldman 
Administrative Law Judge 
Michigan Public Service Commission 
6545 Mercantile Way, Ste. 14 
Lansing, MI  48911 
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