PSC REF#:152907

Joint Application of Wisconsin Electric Power Company
and Wisconsin Gas LLC, both d/b/a We Energies, for
Docket No. 05-UR-105
Authority to Adjust Electric, Natural Gas, and Steam Rates
______________________________________________________________________________
POST-HEARING BRIEF OF THE CITIZENS UTILITY BOARD
______________________________________________________________________________
I.

INTRODUCTION.
On August 12, 2011, the Commission issued a Notice of Hearing (Notice) in the above-

captioned proceeding. (PSC REF#: 151801) The issues for hearing were limited to the
following items:
1. The proper accounting treatment of the net proceeds of the settlement of spent
nuclear fuel litigation between Wisconsin Electric Power Company (WEPCO)
and the Department of Energy (DOE); and
2. The proper amount of amortizations of regulatory assets that should be
suspended during 2012.
The Notice further limited consideration of the proper amount of suspended amortizations (and
corresponding increase to the revenue requirement) to those items identified in Attachment 2 of
the Commission Memo for Comment dated July 19, 2011 (PSC REF#: 150971) (Commission
Memo).
As to the first item listed above, the Citizens Utility Board (CUB) agrees with WEPCO
that the net proceeds of the spent nuclear fuel litigation settlement between WEPCO and DOE
should be addressed as part of the Commission’s consideration of WEPCO’s fuel costs for 2012.
(Lauber, Vol. 2, Tr. 27) The second item is more complicated. At issue is WEPCO’s proposal
for the year 2012 to suspend $148 million in amortizations and add $148 million in new revenue
requirement for projects previously approved by the Commission. The Notice does not accept
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WEPCO’s $148 million estimate and frames the issue as determining the proper “amortization
suspension/revenue addition” dollar amount.
CUB remains concerned with the process being used in this case. The parties and
Commission staff (Staff) have selectively examined items in WEPCO’s rate base. WEPCO
chose $148 million in costs that it wants to add to its revenue requirement, and Staff identified 20
adjustments that result in an $89 million reduction to WEPCO’s $148 million figure. (Ex. 20, p.
2) This “cherry picking” runs counter to the Commission’s historical practice of setting just and
reasonable rates. In a typical base rate case all costs can be examined and the end result is the
Commission’s determination of an overall revenue requirement. If that revenue requirement is
more than WEPCO can reasonably be expected to receive from current rates based on forecasted
sales, WEPCO may be allowed to recover that revenue deficiency. The key is that all costs,
including all potential cost reductions (like reduced return on equity and disallowance for
recovery of uneconomic dispatch costs associated with the Valley Power Plant) can be examined.
Selectively restricting the analysis to only a handful of arbitrarily chosen cost increases, like
WEPCO proposes, provides greater risk of WEPCO over-recovering money from ratepayers.
Thus, CUB continues to support a full base rate case over this truncated proceeding for
the reasons identified in its July 29, 2011 comments. (PSC REF#: 151340) In fact, CUB’s
support for a full base rate case has grown. The Commission has expressed a goal to get to a
zero rate increase for WEPCO’s customers in 2012. (Montgomery, Vol. 2, Tr. 40) Importantly,
WEPCO’s proposal is not for a zero rate increase. (Lauber, Vol. 2, Tr. 110) It is for a zero base
rate increase. (Id.) Under WEPCO’s proposal, customers would still see a $33 million increase
in 2012 for fuel costs. That is because WEPCO has proposed to separate the $33 million in
increased fuel costs from its $148 million amortization suspension/revenue addition proposal.
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Therefore, if WEPCO’s proposals are approved, no one can claim that WEPCO’s ratepayers had
a zero percent rate increase in 2012.
On the other hand, fuel is typically considered along with all other costs in a full base rate
case. (Lauber, Vol. 2, Tr. 142) The Commission could conduct a full base rate proceeding,
determine whether WEPCO had any revenue deficiency (including a deficiency for fuel) and
allow WEPCO to suspend amortizations/add revenue for that revenue deficiency amount for the
year 2012, exactly the way WEPCO has proposed. The difference is that there could be a true
zero rate increase in 2012, instead of the $33 million increase under WEPCO’s proposal, because
fuel would be part of the base rate case. (Wottreng, Vol. 2, Tr. 211; Lauber, Vol. 2, Tr. 110)
However, if the Commission continues to pursue the proper “amortization
suspension/revenue addition” figure outside of a base rate case, the record demonstrates that the
appropriate amount would be no more than $89 million as opposed to WEPCO’s proposed $148
million. As explained below, the adjustments Staff made to arrive at the $89 million figure are
of the type typically approved by the Commission following a full base rate case, and WEPCO
has provided no compelling reason why any of those adjustments should not be adopted. As
Wisconsin Industrial Energy Group (WIEG) witness Lane Kollen explained at the hearing, there
is “no free lunch” with WEPCO’s proposal. (Kollen, Vol. 2, Tr. 182) Reducing the $148
million figure to $89 million saves WEPCO ratepayers money in the short term and the long
term since the larger the “amortization suspension/revenue addition” figure the more ratepayers
will pay in carrying costs and revenue additions in the years 2013 and beyond. (Wottreng, Vol.
2, Tr. 211) Thus, if the Commission wishes to approve a version of WEPCO’s proposal, it
should approve suspension of no more than $89 million in amortizations for one year and the
inclusion of no more than $89 million in new revenue requirement. The Commission also should
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not be concerned about WEPCO’s threat to file a full base rate case if its $148 million
“amortization suspension/revenue addition” figure is reduced. (Ex. 12, pp. 2-3) Since the
Commission could order a true zero rate increase for 2012 following a full base rate proceeding,
nothing is lost if WEPCO rejects the Commission’s adjustment.
II.

THE COMMISSION COULD ORDER A TRUE “ZERO RATE INCREASE”
FOLLOWING A FULL BASE RATE CASE AND THAT WOULD HAVE
GREATER BENEFITS AND FEWER COSTS FOR WEPCO’S RATEPAYERS
THAN WEPCO’S PROPOSAL.
WEPCO is not proposing a true zero rate increase. (Lauber, Vol. 2, Tr. 110) Although

WEPCO’s proposal would not increase base rates in 2012, it would increase 2012 rates by $33
million for increased fuel costs. (Id.) WEPCO’s customers are not likely to see a distinction in
the fact that their base rates are not increasing when their rates are still going up due to increased
fuel costs. To them, an increase is an increase, and they are not likely to accept that they are
getting no rate increase if their rates still rise. Thus, there could be no claim that WEPCO’s
ratepayers received a zero rate increase if WEPCO’s proposals were accepted.
CUB agrees with Chairperson Montgomery’s statement at the hearing that a “zero
percent rate increase [in 2012] is a good thing,” (Montgomery, Vol. 2, Tr. 40) but only if that can
be achieved without resulting in significant rate increases to customers in the years 2013 and
beyond. CUB’s goal during this proceeding has been to determine whether WEPCO’s proposal,
or some variation of it, meets that test. WEPCO has not made that determination easy. Instead
of providing analyses showing the impact of WEPCO’s proposal compared to different
“amortization suspension/revenue addition” dollar amounts, WEPCO has stubbornly insisted that
the $148 million figure it came up with is the only appropriate number. Similarly, instead of
providing analyses showing the long-term impact of WEPCO’s proposal, WEPCO maintains that
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no one should look beyond the year 2012. WEPCO did not even identify the carrying costs
associated with its proposal ($26 million) until pressed at the hearing. (Lauber, Vol. 2, Tr. 147)
WEPCO included only one analysis in this proceeding comparing its proposal to a full
base rate case. That was the table on Schedule 4 of Mr. Lauber’s Exhibit 1 that compared
WEPCO’s proposal to its assumptions if a base rate case were held for test year 2012. The table
only covers the years 2012 and 2013. At the hearing, WEPCO acknowledged that changes need
to be made to the table with respect to its proposal and the year 2013.

Specifically, WEPCO

agreed that $13 million needs to be added to the “0” increase row under the 2013 column to
account for the way it is proposing to use the DOE settlement and $16.7 million needed to be
added in the same place to account for levelized cost collections. (Lauber, Vol. 2, Tr. Tr. 51, 56,
100) WEPCO also acknowledged that it was seeking a $33 million increase in fuel costs in
2012. (Lauber, Vol. 2, Tr. 110) Since fuel costs would be included in a full base rate case
(Lauber, Vol. 2, Tr. 142), in order to make an “apples-to-apples” comparison between its
proposal and a full rate case, changes also need to be made to the “0” increase row under the year
2012. Below is WEPCO’s table with those corrections added in red:
Modifications to Exhibit 1, Schedule 4
(millions of dollars)
2012
“0” Increase

2013

Total

0

97.0 - 168.5

97.0 – 168.5

Corrections to
“0” increase

+33.0 (fuel costs)

159.7 – 231.2

Full Rate Case

97.0 – 168.5

+ 13.0 (expiration of
DOE settlement refund)
+16.7 (levelized cost
adj.)
97.0 – 168.5
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194.0 – 337.0

With these corrections, the difference between WEPCO’s proposal and a full base rate
case over the years 2012 and 2013 is much closer. The table also omits the $26 million in
carrying costs associated with WEPCO’s proposal that would not be present in a full rate case.
(Lauber, Vol. 2, Tr. 147) Another shortcoming with the table, as Mr. Wottreng notes, is that “it
just looks at the short-term and ignores the fact that you could defer less and have less of a cost
that ratepayers would have to pay in the future.” (Wottreng, Vol. 2, Tr. 211) All of the
corrections in the table and the additional $26 million in carrying costs are on top of the premium
WEPCO’s ratepayers would pay for WEPCO’s proposal that they would not pay if WEPCO had
a full base rate case in 2012 that resulted in a revenue deficiency of less than $148 million.
(Kollen, Vol. 2, Tr. 185)
For instance, Staff has proposed adjustments to WEPCO’s $148 million figure that, if
accepted, would reduce WEPCO’s revenue requirement for 2012 from $148 million to $89
million.1 If the Commission adopts WEPCO’s proposal without adjustment but ratepayers
would have only received an $89 million increase if a full base rate proceeding were held in
2012, ratepayers would be paying a $59 million premium (or penalty), between the years 2013
and 2019, for the zero base rate increase they received in 2012. (Id.) In sum, in exchange for a
zero base rate increase “today,” ratepayers would pay at least an extra $85 million ($59 million
premium + $26 million in carrying costs) “tomorrow.”
A better choice for customers, that has the added benefit of allowing the Commission to
order an actual zero rate increase in 2012, is for the Commission to conduct a full base rate case

1

Staff’s original calculations would have reduced the $148 million figure to $62 million then added $30 million to
reflect that Adjustment numbers 17 and 18 are essentially timing adjustments for a $92 million suspension of
regulatory assets. (Wottreng, Vol. 1, Tr. 42-44 of 45; Ex. 11) At the hearing, Mr. Wottreng identified an error in
Exhibit 11 and submitted a delayed exhibit (Exhibit 20) to reflect the change. The revised calculations in Exhibit 20
reflect a reduction from $148 million to $89 million. ($148 million - $89 million in Ex. 20 + $30 million for
Adjustments 17 and 18 = $89 million)
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and allow WEPCO to suspend amortizations/add revenue of any resulting revenue deficiency.
Fuel costs are typically considered as part of a full base rate case, so they would not need to be
treated separately, as WEPCO is proposing. (Lauber, Vol. 2, Tr. 142) The Commission could
consider all of WEPCO’s proposed cost increases in a base rate case then take the resulting
revenue deficiency and allow WEPCO to suspend that amount and include a corresponding
increase of that amount for test year 2012. (Lauber, Vol. 2, Tr. 103-04; Wottreng, Vol. 2, Tr.
211) That way, ratepayers will see no increase in the year 2012 (as opposed to a $33 million
increase in 2012 for fuel costs under WEPCO’s proposal) and they can be assured that they are
not paying a penalty (beyond carrying costs) for that zero increase in 2013 and beyond. As Staff
witness Mr. Wottreng noted, conducting a full base rate case could result in ratepayers paying
less both in the short-term and the long-tern than they would under WEPCO’s proposal.
(Wottreng, Vol. 2, Tr. 211) Moreover, as WIEG witness Mr. Kollen noted, there should be no
concern that investors or bondholders would view such action any differently than WEPCO’s
proposal:
If the Commission were to incorporate [the elements of WEPCO’s] proposal in a
comprehensive base rate case with it resulting exactly the same, I cannot imagine
that investors would see that any differently, same result, same process, just the
fact that the Commission might do that in conjunction with a company proposal
as opposed on its own volition, I don't see any difference whatsoever particularly
since the company proposed it.
(Kollen, Vol. 2, Tr. 188) Thus, to effectuate a true zero rate increase in 2012 and save ratepayers
more money over the longer-term, the Commission should hold a full base rate case.
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III.

IF THE COMMISSION CHOOSES TO ALLOW WEPCO TO SUSPEND SOME
LEVEL OF AMORTIZATIONS AND ADD SOME REVENUE TO RATE BASE
FOR THE YEAR 2012, THAT AMOUNT SHOULD BE NO MORE THAN $89
MILLION.
If the Commission chooses to continue trying to determine the appropriate “amortization

suspension/revenue addition” level instead of conducting a full base rate case, the Commission
should determine that the proper level is no more than $89 million. At the outset, it is important
to note that the “amortization suspension/revenue addition” level matters. The case studies Mr.
Lauber reviewed with WIEG’s attorney at the hearing demonstrate this point. (Exs. 3-6, 9-10) If
the “amortization suspension/revenue addition” level is $148 million, ratepayers will pay that
amount in the future. (Ex. 6) If the “amortization suspension/revenue addition” level is $89
million, ratepayers will pay that amount in the future. The $89 million level saves WEPCO’s
ratepayers $59 million over WEPCO’s proposal. Thus, the amount of the “amortization
suspension/revenue addition” level makes a significant difference.
Staff has identified 20 adjustments to WEPCO’s revenue requirement for 2012 that
would reduce the “amortization suspension/revenue addition” level from $148 million to $59
million. (Exs. 11, 20) However, adjustments 17 and 18, totaling approximately $30 million,
could be included in the revenue requirement for 2012 in a full base rate case. (Kollen, Vol. 1,
Tr. 32 of 45, n. 1; Wottreng, Vol. 1, Tr. 44 of 45) Adding that $30 million to the revenue
deficiency results in a deficiency of $89 million. The remaining adjustments are typical of the
nature of adjustments made by the Commission in recent years. (Wottreng, Vol. 1, Tr. 43 of 45)
WEPCO’s much delayed arguments contesting some of these adjustments are not compelling.
(Wottreng, Vol. 2, Tr. 196-199) Thus, the Commission should accept Staff’s adjustments 1
through 16, 19, and 20 and set the “amortization suspension/revenue addition” level at $89
million.
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IV.

CONCLUSION.
In sum, WEPCO’s proposal is not a zero rate increase proposal. Under WEPCO’s

proposal, ratepayers would pay more in 2012, 2013, and beyond than they would if a full base
rate case were conducted and the Commission ordered a true zero rate increase for 2012 using
the same method WEPCO has proposed, or if the Commission reduced the amortization
suspension/revenue addition dollar amount below $148 million.
For the foregoing reasons and for the reasons stated in the record in this case, CUB
respectfully requests that the Commission conduct a full base rate case. If the Commission
chooses to allow WEPCO to suspend some level of amortizations and add some revenue to rate
base for the year 2012 without a full base rate case, the amortization suspension/revenue addition
dollar amount should be no more than $89 million.
Dated this 12th day of September, 2011.
Respectfully submitted,

/s/ Kira E. Loehr
By:

____________________________________
Kira E. Loehr
Attorney for Citizens Utility Board

16 N. Carroll Street
Suite 640
Madison, WI 53703
608-251-3322 x. 12
loehr@wiscub.org
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