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Dear Ms. Felice:
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CHINA: Shanghai
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Enclosed for electronic filing on behalf of Upper Michigan Energy Resources
Corporation in the above-captioned case are the following:

1) Application;

(@) Proposed Notice of Hearing;

3 Certification of Richard F. Stasik;
4) Index of Exhibits;

%) Direct Testimony and Exhibits of Richard F. Stasik, Anthony Reese, Jared J.

Peccarelli, Ann E. Bulkley, Aaron L. Nelson, and James M. Beyer.

(6) Non-confidential documentation which complies with Part Il of the Rate Case
Filing Requirements established by the Commission’s Order dated May 18, 2023,
issued in Case No. U-18238;

@) Proposed Protective Order;

(8) Appearances of Sherri A. Wellman, Paul M. Collins, and Benjamin J. Holwerda;

and

9) Proof of Service reflecting electronic service on the Staff case coordinator and
intervenors in Case Nos. U-15351, U-15981, U-16830, U-17669, and U-18061.
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Ms. Lisa Felice -2- May 1, 2024

Concurrently with this filing, the Staff case coordinator and the parties to Case Nos. U-
U-15351, U-15981, U-16830, 17669, and U-18061 are being provided all exhibits and non-
confidential workpapers in native format with all formulae intact, as well as non-confidential
documentation addressing Part I11 of the Rate Case Filing Requirements approved in Case No. U-
18238, via the following secure portal link:

https://filelocker.mcps.com/pickup?claimID=rU5JE7dB2CGKONeK&claimPasscode=i4jwP8h8
5ACaHbjH&emailAddr=39259

Claim ID: rUSJE7dB2CGKQNeK
Claim Passcode: i4jwP8h85ACaHbjH

Finally, as requested by the Staff case coordinator, four hard copies of this filing and one
hard copy of non-confidential workpapers will be directly served on the case coordinator.

Should you have any questions, please kindly advise.

Very truly yours,

Miller, Canfield, Paddock and Stone, p.L.C.

Digitally signed by: Sherri A.

i Well
S h e rrl A - Dlj. rg:n: Sherri A. Wellman

email = wellmans@millercanfield.
By: Wellman " gieins s,
Sherri A. Wellman

SAW/vs
Enclosures
cc w/enc: Richard Stasik (Richard.Stasik@wecenergygroup.com)
Koby Bailey (Koby.Bailey@wecenergygroup.com)
Theodore Eidukas (Theodore.Eidukas@wecenergygroup.com)




STATEOFMICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

In the matter of the application of )
UPPER MICHIGAN ENERGY RESOURCES ) Case No. U-21541
CORPORATION for authority to increase electric )
rates and for other relief. )
APPLICATION

Upper Michigan Energy Resources Corporation (“UMERC” or the “Company”) hereby
requests authority from the Michigan Public Service Commission (“MPSC” or the “Commission”)
to increase rates for retail electric service and for related relief, and in support thereof respectfully
represents as follows:

. INTRODUCTION

1. UMERC is a public service corporation organized under the laws of the State of
Michigan, and, in addition to providing natural gas service in Menominee county, UMERC
provides retail electric service in cities, villages, and townships in the counties of Alger, Baraga,
Delta, Dickinson, Gogebic, Houghton, Iron, Marquette, Menominee, and Ontonagon. UMERC
currently provides retail electric service to approximately 37,000 customers.

2. UMERC is a corporation organized under the laws of the state of Michigan, with
its principal offices located in Milwaukee, Wisconsin, and with service centers located at 800
Industrial Park Drive, Iron Mountain, Michigan, and 1717 Tenth Avenue, Menominee, Michigan.

UMERC is a subsidiary of WEC Energy Group, Inc (“WEC™?).

! Previously, WEC was known as Wisconsin Energy Corporation.



3. UMERC’s retail electric service business is subject to the jurisdiction of the
Commission pursuant to 1909 PA 106, as amended, MCL 460.551 et seq.; 1909 PA 300, as
amended, MCL 462.2 et seq.; 1919 PA 419, as amended, MCL 460.54 et seq.; 1939 PA 3, as
amended, MCL 460.1 et seq; 1969 PA 419, as amended, MCL 24.201 et seq.; and the Michigan
Administrative Hearing System’s Administrative Hearing Rules, R 792.10401 et seq. Pursuant to
these statutory provisions, the Commission has power and jurisdiction to regulate UMERC’s retail
electric rates for service rendered in the State of Michigan.

4. On August 6, 2014, in Case No. U-17682, Wisconsin Energy Corporation (“WE
Corp”) and Integrys Energy Group, Inc. sought approval pursuant to MCL 460.6q, for the transfer
of control of Wisconsin Public Service Corporation (“WPS Corp”) and Michigan Gas Utilities
Corporation from Integrys to WE Corp. On April 23, 2015, the Commission issued its Order
Approving Amended and Restated Settlement Agreement (“ARSA”), approving the requested
transfer while acknowledging at paragraph 6g of the ARSA, WE Corp’s intention to petition the
Commission for the creation of a Michigan-only jurisdictional utility and a commitment to pursue

a “long-term solution” and invest in new Upper Peninsula (“UP”) electric generation.

5. Pursuant to the understandings reached in the ARSA, on June 14, 2016, Wisconsin
Electric Power Company (“WEPCO”)? and WPS Corp® on behalf of their parent corporation,
WEC, filed their application in Case No. U-18061 seeking all necessary approvals to establish
UMERC as a jurisdictional utility serving electric and natural gas customers only in Michigan, and

as part of the establishment of UMERC, WEPCO and WPS Corp advised they would transfer

2 WEPCO at this time provided retail electric service in both Wisconsin and Michigan.

3 WPS Corp at this time provided retail electric and natural gas service in both Wisconsin and
Michigan.



distribution assets located in Michigan to UMERC and cease to serve in Michigan. On December
9, 2016, the Commission issued its Order Approving Settlement Agreement in Case No. U-18061,
which approved the formation of UMERC as a Michigan-only jurisdictional utility authorized to
(i) provide electric service to all retail customers within the Michigan service territory of
Wisconsin Electric Power Company (“WEPCQ”) and (ii) provide electric and natural gas service
to all retail customers within the Michigan service territory of WPS Corp.*

6. The approved Settlement Agreement in Case No. U-18061, among other things,
directed UMERC to adopt: (i) WEPCO’s current Michigan tariff base electric rates for purposes
of providing service to former WEPCO Michigan customers in UMERC’s WEPCo Rate Zone and,
(if) WPS Corp’s current Michigan tariff base electric and natural gas rates for service to customers
in UMERC’s WPSC Rate Zone. The WEPCO base electric rates adopted by UMERC for its
WEPCo Rate Zone were last approved by the Commission in its Opinion and Order issued June
12, 2012, in Case No. U-16830, as based on a 2012 test year and an authorized rate of return on
common equity of 10.10%. The WPSC Corp base electric rates adopted by UMERC for its WPSC
Rate Zone were last approved by the Commission in its Order Approving Settlement Agreement
issued on April 23, 2015, in Case No. U-17669, as based on a 2015 test year and an authorized
rate of return on common equity of 10.20%.

7. On October 25, 2017, the Commission issued its Opinion and Order in Case No.
U-18224, taking up the long-term generation solution for the UP, and granting certificates of public
necessity to UMERC to design, construct, own, and operate Reciprocating Internal Combustion

Engine (“RICE Units”) electric generation units in Baraga Township, Baraga County, and

4 Initially, Tilden Mining Company L.C. (“Tilden”) and Empire Iron Mining Partnership
(“Empire”) (jointly the “Mines”) continued to receive electric service from WEPCO. Empire
ceased operations prior to 2019.



Negaunee Township, Marquette County, and finding that the RICE units represented “the most
reasonable and prudent means of meeting the power need.” Additionally, the Commission
approved the Retail Large Curtailable Special Contract (“Tilden Special Contract”) between

UMERC and Tilden.

8. On March 31, 2019, UMERC began commercial operation of the RICE Units, and
on that same day WEPCQ’s Presque Isle Power Plant was retired from service. Additionally,
pursuant to Commission directives and contractual terms, effective April 1, 2019, WEPCO
transferred service of Tilden to UMERC and UMERC began providing electric service under the

Tilden Special Contract as approved in Case No. U-18224.°

9. On December 28, 2023, UMERC filed its rate Filing Announcement in this docket
pursuant to the Rate Case Filing Requirements established by the Commission’s May 18, 2023

Order in Case No. U-18238.

1. REQUESTED BASE RATE INCREASE

10.  Thisis UMERC'’s first electric base rate case. UMERC’s rates for retail electric
service were last established by the Commission in 2012 for the WEPCo Rate Zone and in 2015
for the WPS Corp Rate Zone. UMERC’s rates for retail electric service established in Case Nos.
U-16830 and U-17669 do not reflect the current cost of providing retail electric service and
UMERC requires rate relief.

11. Based on 2025 projected costs of providing service to the UMERC’s customers,

the Company’s existing retail base rates for electric services will be unreasonably low, inadequate

® Pursuant to its February 20, 2020 Order in Case No. U-20643, the Commission approved the
First Amendment to the Special Contract.



and preclude the Company from earning a reasonable return on its investments to provide service
to customers. An increase in electric rates is critical to allow UMERC to continue to provide safe
and reliable electric service to meet service quality and reliability expectations.

12.  Additionally, this rate filing presents data for a historical year ended December 31,
2022, as required by the rate case filing requirements. UMERC proposes that electric rates be
established based upon a projected test year ending December 31, 2025. The use of this projected
test year data allows the revised electric base rates established in this case to more closely reflect
the conditions that will likely exist at and after the time the revised base rates set by the final order
in this case are placed in effect.

13.  Several factors have, and are expected to continue to have, a significant impact on
the Company’s costs of providing service to its electric customers. The key drivers for this request
include (i) needed infrastructure investments in new Upper Peninsula electric generation as
envisioned by the Commission in Case No. U-17682, as well as to maintain reliability and safety;
(ii) inflation inclusive of projected inflation for 2025 (4.56% for labor and 2.35% for non-labor);
(iii) changes in capitalization and increased interest costs; (v) increased property tax expense; and
(vi) a forecasted decrease in sales volumes due to customers choosing to take retail access services.

14. Based on a 2025 test year, the Company is requesting an annual base rate revenue
increase of $11,162,357 for non-Tilden customers.® This revenue increase reflects the proposed
depreciation rates for the RICE Units requested in Case No. U-21542. The Company’s filing also
includes alternative exhibits reflecting an annual base rate revenue increase without the requested

depreciation rates. The 2025 test year annual base rate revenue increase of $11,162,357 for non-

® The total UMERC electric revenue requirement impact is $8.3 million before adjusting for the
impact of the Tilden Special Contract approve by the Commission in Case No. U-18224.
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Tilden customers represents the results of a complete examination of the relevant items of
investment, expenses, and revenues for the determination of just and reasonable retail electric
service rates for UMERC’s customers.

15. UMERC proposes that retail electric service rates be established to a rate of return
on common equity of 10.25% resulting in an overall rate of return of 6.56%.

16. UMERC represents that the proposed annual base rate revenue increase of
$11,162,357 for non-Tilden customers is required for the Company to provide reliable electric
service in Michigan and a reasonable opportunity to earn the return to which the Company is
entitled by law.

I1l. RATE DESIGN, TARIFF AND OTHER RATE-RELATED PROPOSALS

17. UMERC proposes to (i) implement a rate realignment factor to make the rates in
the WEPCo and WPSC Rate Zones equal over time, (ii) implement a low income assistance
(LIA) and senior credit as part of this rate case, (iii) discontinue residential and commercial
direct load control programs due to equipment surpassing its end of life, (iv) close all non-LED
lighting rate schedules due to lack of non-LED lighting availability, (v) implement a single new
PSCR Loss Factor and single new PSCR Base Rate for both rate zones, (vi) terminate the Tax
Cuts and Jobs Act of 2017 credits, and (vii) implement an inflow / outflow parallel generation
rate schedule to replace the net metering rate schedule.

18. UMERC’s proposed rates for each customer class rate schedule are reflected in
Exhibit A-16, Schedule F5. These rates are designed to recover the annual base rate revenue
increase of $11,162,357 for non-Tilden customers.

19. UMERC proposes to change the PSCR Base Rate and Loss Factor to $57.10/MWh

and $1.0391/MWh respectively.



20. In addition, UMERC is seeking miscellaneous revisions to the terms and conditions
of its tariffs.

21. UMERC proposes to implement its revised rates no earlier than January 1, 2025,
and no later than the day after the Commission issues an order approving UMERC’s request, if an
order is issued after January 1, 2025.

IV. TESTIMONY AND EXHIBITS

22.  This Application is accompanied and supported by the written testimony, exhibits
and workpapers of six Company witnesses. The Company’s presentation in this case was prepared
in accordance with the Rate Case Filing Requirements of Case No. U-18238 as approved in the
Commission’s May 18, 2023 Order and consistent with the temporary waiver relating to Part 111.7
UMERC is also filing a proposed Protective Order to govern the release, use and disclosure of
certain testimony, exhibits, workpapers, and responses in Part Il of the Rate Case Filing
Requirements that contain confidential information, or in future responses to audit inquiries and
discovery.

V. REQUEST OF RELIEF

23. UMERC’s current electric service rates, based on the projected 2025 test year, will
be unjust and unreasonable. Such rates are insufficient to permit the Company to recover the costs
of providing service to its customers, including a reasonable return on investments to provide such
service, to which UMERC is entitled by law. UMERC’s retail electric service rates are expected
to be so low as to deprive it of a reasonable return on investments to provide such service to which

UMERC is entitled by law. UMERC’s retail electric service rates are expected to be so low as to

" The Company will not submit as part of Part 111, the information called for in new Attachments
14,15, 16 and 17.



deprive it of a reasonable return on its property and will amount to confiscation of the Company’s
property contrary to UMERC’s rights under the Constitution of the United States and the
Constitution and laws of the State of Michigan. The inadequacy of these rates reduces the
Company’s revenues and overall rate of return below a proper and reasonable level, and it is unjust
and unreasonable to require UMERC to render electric service to its customers at such rates.

WHEREFORE, Upper Michigan Energy Resources Corporation requests the
Commission to:

A. Issue and publish its notice of hearing setting an early hearing date;

B. Find and determine as based on the Company’s direct case that for service rendered
beginning January 1, 2025, existing rates and charges are unreasonably low and inadequate and
should be increased to protect the constitutional rights of the Company to earn a reasonable and
non-confiscatory return;

C. Authorize the Company to adjust its existing rates and charges so as to produce an
annual increase in base rate revenue of not less than $11,162,357 for non-Tilden customers;

D. Approve changes in charges and terms and conditions of service as addressed in the
supporting testimony and exhibits;

E. Authorize all other changes and suggestions made and supported in the Company’s
testimony and exhibits and as address in this Application; and

G. Grant such other and further relief as may be lawful and proper.

Respectfully submitted,

UPPER MICHIGAN ENERGY RESOURCES
CORPORATION

Digitally signed by: Sherri A.

1 Well
S h e rrl A - D:' ’C“:I": Sherri A. Wellman

Dated: May 1, 2024 By: Wellman ‘oo,
One of its Attorneys
Sherri A. Wellman (P38989)
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Paul M. Collins (P69719)

Benjamin J. Holwerda (P82110)

Attorneys for Upper Michigan Energy Resources
Corporation

Miller, Canfield, Paddock and Stone, P.L.C.

One Michigan Avenue, Suite 900

Lansing, M1 48933

(517) 487-2070



STATE OF MICHIGAN
BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

NOTICE OF HEARING
FOR THE ELECTRIC CUSTOMERS OF
UPPER MICHIGAN ENERGY RESOURCES CORPORATION
CASE NO. U-21541

e Upper Michigan Energy Resources Corporation requests Michigan Public Service
Commission approval to increase its retail electric rates and for related relief.

e The information below describes how a person may participate in this case.

e You may call or write Upper Michigan Energy Resources Corporation, 800 Industrial
Park Drive, Iron Mountain, Michigan, (800) 242-9137, or 1717 Tenth Avenue, Menominee,
Michigan 49858, (800) 450-7260, for a free copy of its application. Any person may
review the application at the offices of Upper Michigan Energy Resources Corporation
or on the Commission’s website at: michigan.gov/mpscedockets.

e The prehearing conference in this matter will be held:

DATE/TIME: : , 2024, at a.m.
BEFORE: Administrative Law Judge
LOCATION: Video/Teleconferencing

PARTICIPATION:  Any interested person may participate. Persons needing
any assistance to participate should contact the
Commission's Executive Secretary at (517) 284-8090, or
by email at mpscdockets@michigan.gov in advance of
the hearing.

The Michigan Public Service Commission (Commission) will hold a hearing to consider
Upper Michigan Energy Resources Corporation’s (UMERC) May 1, 2024 application for approval
to increase its existing rates and charges for retail electric service. UMERC requests Commission
approval to: 1) annually increase retail electric base rate revenue by $11,162,357; 2) adjust its
existing retail electric service so as to produce a return on common equity of not less than 10.25%;
3) make effective no later than January 1, 2025, its proposed increase to annual revenue, and approve
other modifications to the rates, rules, and regulations; and 4) all other changes and suggestions made
and supported in UMERC’s testimony and exhibits.

All documents filed in this case shall be submitted electronically through the Commission’s
E-Dockets website at:_ michigan.gov/mpscedockets. Requirements and instructions for filing can be
found in the User Manual on the E-Dockets help page. Documents may also be submitted, in Word or
PDF format, as an attachment to an email sent to: mpscedockets@michigan.gov. If you require



mailto:mpscdockets@michigan.gov
http://michigan.gov/mpscedockets
ftp://to:_mpscedockets@michigan.gov/

assistance prior to e-filing, contact Commission staff at (517) 284-8090 or by email at:
mpscedockets@michigan.gov.

Any person wishing to intervene and become a party to the case shall electronically file a
petition to intervene with this Commission by , 2024. (Interested persons may elect
to file using the traditional paper format.) The proof of service shall indicate service upon UMERC’s
attorney, Sherri A. Wellman, Miller, Canfield, Paddock & Stone, P.L.C., One Michigan Avenue,
Suite 900, Lansing, M1 48933.

Any person wishing to participate without intervention under Mich Admin Code, R
792.10413 (Rule 413), or file a public comment, may do so by filing a written statement in this
docket. The written statement may be mailed or emailed and should reference Case No. U-21541.
Statements may be emailed to: mpscedockets@michigan.gov. Statements may be mailed to:
Executive Secretary, Michigan Public Service Commission, 7109 West Saginaw Hwy., Lansing, Ml
48917. All information submitted to the Commission in this matter becomes public information,
thus available on the Michigan Public Service Commission’s website, and subject to disclosure.
Please do not include information you wish to remain private. For more information on how to
participate in a case, you may contact the Commission at the above address or by telephone at (517)
284-8090.

Requests for adjournment must be made pursuant to Michigan Office of Administrative
Hearings and Rules R 792.10422 and R 792.10432. Requests for further information on adjournment
should be directed to (517) 284-8130.

A copy of UMERC’s request may be reviewed on the Commission’s website at:
michigan.gov/mpscedockets and at the office of Upper Michigan Energy Resources Corporation.
For more information on how to participate in a case, you may contact the Commission at the above
address or by telephone at (517) 284-8090.

The Utility Consumer Representation Fund has been created for the purpose of aiding in the
representation of residential utility customers in various Commission proceedings. Contact the
Chairperson, Utility Consumer Participation Board, Department of Licensing and Regulatory
Affairs, P.O. Box 30004, Lansing, Michigan 48909, for more information.

Jurisdiction is pursuant to 1909 PA 106, as amended, MCL 460.551 et seq.; 1919 PA 4109,
as amended, MCL 460.54 et seq.; 1939 PA 3, as amended, MCL 460.1 et seq.; 1969 PA 306, as
amended, MCL 24.201 et seq.; 1982 PA 304, as amended, MCL 460.6j et seq.; and the Michigan
Administrative Hearing System’s Administrative Hearing Rules, 2015 AC, R 792.10401 et seq.

, 2024

Page 2
U-21541
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STATE OF MICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

*kkkk

In the matter of the application of

UPPER MICHGAN ENERGY RESOURCES
CORPORATION for authority to increase electric
rates and for related relief.

Case No. U-21541

e i

CERTIFICATION OF RICHARD F. STASIK

Richard F. Stasik, Director-State Regulatory Affairs WEC Energy Group (“WEC”), states
that, other than the new Part Ill requirements that are subject to the temporary waiver and
specifically identified in the Application, he has provided the data required pursuant to the Rate
Case Filing Requirements established by the Commission’s order dated May 18, 2023, issued in
Case No. U-18238, and pursuant to these requirements, certifies the data so provided on behalf of
Upper Michigan Energy Resources Corporation, a subsidiary of WEC.

Richard F. Stasik

Dated: May 1, 2024
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In the matter of the application of

UPPER MICHIGAN ENERGY RESOURCES
CORPORATION for authority to increase retalil
electric rates and for other relief.

Case No. U-21541
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DIRECT TESTIMONY AND EXHIBIT OF
RICHARD F. STASIK

FOR

UPPER MICHIGAN ENERGY RESOURCES CORPORATION

May 1, 2024
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STATE OF MICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION
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In the matter of the application of

UPPER MICHIGAN ENERGY RESOURCES
CORPORATION for authority to increase retalil
electric rates and for other relief.

Case No. U-21541

— N N N N

QUALIFICATIONS
OF
RICHARD F. STASIK
PART |
Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Richard F. Stasik. My business address is WEC Energy Group, 231

West Michigan Street, Milwaukee, Wisconsin 53203.

IN WHAT CAPACITY ARE YOU EMPLOYED?
| am Director — State Regulatory Affairs at WEC Energy Group (“WEC”). WEC is the
parent company of Upper Michigan Energy Resources Corporation (“UMERC” or the

“Company”).

Q. PLEASE ADDRESS YOUR RESPONSIBILITIES AS DIRECTOR — STATE
REGULATORY AFFAIRS AT WEC.

A. On behalf of WEC, | oversee state regulatory rate reviews, policy, and advocacy
efforts, including proceedings before Michigan Public Service Commission (“MPSC”
or the “Commission”) and regulatory bodies in other states, including Wisconsin and
Minnesota. | also act as one of the lead witnesses for WEC’s operating utility

subsidiaries in those proceedings.
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WHAT IS YOUR EDUCATIONAL AND BUSINESS EXPERIENCE?

I hold a bachelor’s degree, summa cum laude, in accounting and management
information systems from the University of Wisconsin — Milwaukee and am a
licensed Certified Public Accountant in the State of Wisconsin. Before joining WEC's
regulatory team, my current role, in 2016 | was the IT Audit Manager at WEC starting
in 2013. Prior to that | held internal and external audit positions in public accounting
and companies in the financial services, manufacturing and health care industries for

more than ten years.

ON WHOSE BEHALF ARE YOU OFFERING THIS DIRECT TESTIMONY?

| am offering this direct testimony on behalf of UMERC.

HAVE YOU EVER TESTIFIED BEFORE A REGULATORY AGENCY?

Yes. | have sponsored direct testimony before the MPSC in the annual State
Reliability Mechanism charge proceedings for UMERC in Case Nos. U-20751, U-
21103, and U-21222. | have also sponsored (i) direct and rebuttal testimony on
behalf of UMERC in its Integrated Resource Plan filing in Case No. U-21081, and (ii)
direct testimony on behalf of UMERC addressing the Company’s preferred criteria for
Legally Enforceable Obligations in Case No. U-21130. Finally, | have provided direct
testimony on behalf of Michigan Gas Utilities Corporation (‘MGUC") in its last general
rate case, U-21366.

Outside of Michigan, | have sponsored testimony to the Federal Energy
Regulatory Commission on rate and accounting issues associated with WEC'’s
retired power plant cases (Docket Nos. ER19-226-000, AC19-49-000, AC18-231-
000, and ER19-103-000) and to the Public Service Commission of Wisconsin on
rate-making issues in rate cases (Docket Nos. 5-UR-109, 5-UR-110, 6690-UR-126,

and 6690-UR-127).
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RICHARD F. STASIK
DIRECT TESTIMONY
PART Il

What is the purpose of your direct testimony?
The purpose of my direct testimony is to provide (i) an overview of UMERC, (ii)
background on UMERC's formation as a Michigan-only jurisdictional utility effective
January 1, 2017, (iii) background on UMERC's construction of the Reciprocating
Internal Combustion Engine (“RICE”) units which were placed in service in March
2019, (iv) cost allocation implications of the RICE units and the current Tilden Mining
Company L.C., (“Tilden”) Special Contract on UMERC's non-Tilden retail electric
customers, (v) background on WEC and WEC Business Services ("“WBS”) and how
each of these entities support UMERC's operations, (vi) key corporate initiatives for
2025, and (vii) UMERC'’s 2025 projected test year, including a summary of new
matters that begin with the projected test year and their impact on UMERC's test
year forecast. Lastly, | will introduce the remaining Company witnesses that further

support UMERC's electric rate increase request.

Are you sponsoring any exhibits with your direct testimony?

Yes. | am sponsoring one Exhibit. A-20, which is a copy of the WEC Affiliated
Interest Agreement (“AlA”) that was presented to the Commission in Case U-18061
and is the basis for cross charging between affiliated entities within the WEC

corporate structure.

Did you prepare, and/or supervise the preparation of, this exhibit?

Yes.

UMERC Overview

Q.

Please describe UMERC.
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As will be described in greater detail later in my direct testimony, pursuant to the
Commission’s December 9, 2016 Order Approving Settlement Agreement in Case
No. U-18061, UMERC was formed as a Michigan only jurisdictional electric and gas
utility effective January 1, 2017, by transferring the Michigan operations and select
assets of Wisconsin Electric Power Company (“Wisconsin Electric”) and Wisconsin
Public Service Corporation (“WPS Corp.”) to UMERC.

UMERC continues to operate as a separate utility under parent company
WEC, serving approximately 37,500 electric and 5,000 natural gas customers in the
Upper Peninsula of Michigan.

UMERC's electric service territory is currently segmented into two rate zones.
One rate zone, known as the WEPCo Rate Zone, covers customers previously
served by Wisconsin Electric and the other rate zone, known as the WPSC Rate
Zone, covers customers previously served by WPS Corp. The WEPCo Rate Zone
encompasses approximately 28,000 electric retail customers in approximately 60
municipalities in Alger, Baraga, Delta, Dickinson, Goegebic, Houghton, Iron,
Marquette, Menominee, and Ontonagon Counties. The WEPCo Rate Zone service
territory map is show in Figure 1 below. The WPSC Rate Zone encompasses
approximately 9,500 electric retail customers in approximately 15 municipalities in
Menominee County. The WPSC Rate Zone service territory map is show in Figure 2

below.



1 Figure 1 — UMERC WEPCo Rate Zone Service Territory Map
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5 UMERC Formation

6 Q. What was the basis for the creation of UMERC?

7 A On August 6, 2014, in Case No. U-17682, MPSC approval was sought pursuant to

8 MCL 460.6q., for the transfer of control of WPS Corp to WEC. On April 23, 2015, the
9 Commission issued its Order Approving Amended and Restated Settlement
10 Agreement (“ARSA") which among other things, approved the transfer and

-6 -
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acknowledged WEC's intention to petition the Commission for the creation of a
Michigan-only jurisdictional utility and the commitment to pursue a generation
solution for the Upper Peninsula (“UP”) of Michigan. Subsequently, consistent with

the ARSA, UMERC's formation was authorized by the MPSC in Case No. U-18061.

When UMERC was formed did UMERC hire employees to serve customers?
No. UMERC was formed by transferring the Michigan electric operations of
Wisconsin Electric and WPS Corp, as well as the Michigan natural gas operations of
WPS Corp to UMERC. Prior to UMERC's formation, Wisconsin Electric and WPS
Corp operated as multi-jurisdictional utilities where the same individuals that
provided utility service to customers in Wisconsin also performed services in
Michigan, and the vast majority of those employees worked in Wisconsin. This
method of operating resulted in a synergy of cost savings; in other words, there was
an avoidance of duplication. Additionally, prior to UMERC's formation, Michigan
customers were served by generation owned and operated by Wisconsin Electric
and WPS Corp and paid for the “slice of system”, including operating costs for those
utilities’ generation fleets.

At the time of UMERC's formation, new staff was not hired to serve UMERC'’s
customers. To that end, WEC submitted for Commission review in Case U-18061
the AIA that covered services, including staff, that affiliate entities are authorized to
provide services to UMERC. The primarily affiliated entities providing service to

UMERC are Wisconsin Electric, WPS Corp and WBS.

Have the methods used to cross charge costs between affiliated entities
changed since the AIA was reviewed?
No. These methods remain the same as they were when the Commission reviewed

the AIA in Case No. U-18061. When reasonable and practical, costs, including labor
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costs, are directly charged to the entity receiving the services from an employee of
the affiliated entity. This is accomplished through a time tracking system where
employees track the time they spent on activities performed and based on how
employees charge their time, their labor costs are transferred through WEC's
accounting system, SAP, to the utility for which the work was performed.

All benefits costs associated with the labor that is cross charged between
utilities are captured in the benefits loader that is accumulated for all time charged in
a given reporting period. These costs are then accumulated for the reporting period

and charged to the utility for which work is performed as a non-labor cost.

If UMERC doesn’t have employees, how does it have labor costs?
TUMERC is cross charged for any labor performed on its behalf by employees of
WEC affiliate entities per the terms of the AIA. Details on the mechanics of how
these cross charges are reflected in UMERC's test year forecasted financial

statements. which can be found in withess Reese’s testimony.

Please describe the assets and customers that were transferred to UMERC
when it was formed on January 1, 20177
All Michigan based electric distribution assets of Wisconsin Electric and WPS Corp,
as well as the Michigan- based gas distribution assets and a former — and fully-
remediated — manufactured gas plant owned by WPS Corp, were transferred to
UMERC. Importantly, no electric generation assets were transferred to UMERC by
either Wisconsin Electric or WPS Corp.

As of the date of UMERC'’s formation, 36,500 full service retail electric
customers, 5,300 gas customers, 66 electric choice customers, and 17 gas
transportation customers were transferred to UMERC from Wisconsin Electric and

WPS Corp. No wholesale customers were transferred to UMERC.
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Wisconsin Electric transferred to UMERC the substations, distribution lines,
and other distribution assets used in providing retail electric service to Tilden and the
Empire Mine (“the Mines”) in Michigan. However, at the time of UMERC's formation,
Wisconsin Electric continued to serve the Mines (retaining the right to use those
distribution assets) until the termination of the 2015-2019 Large Curtailable Special
Contracts between Wisconsin Electric and the Mines approved in the April 23, 2015
order in Case No. U-17682 (“Mines Special Contracts”), at which time Wisconsin
Electric committed to transfer the Mines as customers to UMERC. This subsequently
occurred in 2018 after UMERC completed the construction of the RICE generation

units and placed them into service.

What was the basis of the value of the assets transferred from Wisconsin
Electric and WPS Corp to UMERC?

All of the Michigan electric distribution assets of Wisconsin Electric and WPS Corp,
as well as the Michigan gas distribution assets of WPS Corp, were transferred to
UMERC at net book value. At the time of the transfer, the actual original historical
plant in-service cost and accumulated depreciation at the time of the transfer were
transferred to UMERC.

Other transferred assets included existing construction work in progress
(“CWIP™), accounts receivable net of an allowance for uncollectibles, and regulatory
assets that are specific to the Michigan jurisdiction and various Michigan receivables
were also transferred from Wisconsin Electric and WPS Corp at each asset’s
respective net book value with both the actual original historic beginning balance as

well as any accumulated amortization being transferred to UMERC.
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If no generation assets were transferred to UMERC from Wisconsin Electric or
WPS Corp, how did UMERC supply electric energy and the corresponding
generation capacity to customers after UMERC was formed?

In Case U-18061, UMERC proposed and the Commission approved two Purchase
Power Agreements (“PPAs”), one with Wisconsin Electric for the WEPCo Rate Zone
(the “Wisconsin Electric PPA"), and one with WPS Corp WPSC Rate Zone (the
“WPS Corp PPA).

These PPAs provided to UMERC customers a “slice of” Wisconsin Electric
and WPS Corp generation system. The charges associated with these PPAs were
structured to be similar to the costs UMERC customers would have been responsible
for if the costs had been allocated as part of a retail rate case. The PPAs were
formula-based, with two formulas— one for capacity costs and one for energy costs.

These PPAs were never intended to be a long-term generation solution for
UMERC. Rather, they were intended to serve as “a bridge” until a long-term UP
energy solution could be built and placed into operation. This long-term UP energy
solution, as agreed to in the ARSA from Case U-17682 was realized through the
development, construction and placing in service of the UP RICE Units and a new
Special Contract with Tilden, which were reviewed and approved by the Commission

in its Opinion and Order in Case U-18224 on October 25, 2017.

RICE Units Approval, Construction and In-Service

Q.

If UMERC customers were being provided energy and capacity through the
Wisconsin Electric PPA and WPS Corp PPA, why did UMERC seek approval to
construct the RICE Units?

As referenced in the Order in Case U-18061, these PPAs were intended to serve as
a “bridge” until a long-term UP generation solution could be achieved. As recognized

by the Commission, the RICE Units were the cornerstone of the comprehensive UP
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generation solution to replace the Presque Isle Power Plant (PIPP) with a cleaner
energy source and remain so to this day. Once the UP generation solution was
determined after working with stakeholders, which included the Governor’s office and
the Commission, UMERC filed for approval of the UP energy solution in Case No. U-
18224, specifically seeking approval of:
o A certificate of necessity (“CON") pursuant to MCL 460.6s for two RICE
generation facilities located in the UP — (i) the 128.1 MW F. D.
Kuester Generating Station located in Negaunee Township, and (ii) the 54.9
MW A.J. Mihm Generating Station located in Baraga Township.;
o A certificate of public convenience and necessity pursuant to MCL 460.502;
e A special contract with Tilden (hereafter the “Tilden Special Contract”); and,
¢ Related accounting and ratemaking authority—specifically, authorization for
100% deferred return on CWIP by accruing AFUDC on the entire CWIP

balance during the construction period.

What benefits of the UP RICE Units and the Tilden Special Contract were
identified in Case U-182247
The UP RICE Units would eliminate the need for $373 million in major transmission
network upgrade expenditures, including the MISO Board-approved transmission
project “Plains to National 138 kV transmission” project, and another proposed
project in the MISO project database, the “Lakota to Winona line rebuild from 69 kV
to 138 kV.

MPSC Staff supported Commission approval of the UP RICE Units and the
Tilden Special Contract, agreeing with UMERC that the approvals would provide
significant benefits to non-Tilden customers, as compared to the current power

supply agreements and would reduce non-Tilden customers’ risk exposure. Staff
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specifically stated that UMERC's non-Tilden customers will save $161 million in net
present value (“NPV”) over 30 years compared to the next best alternative.

Lastly, it was understood that the Tilden Special Contract would benefit
UMERC and its customers by allowing for the construction of new, cleaner-energy
UP electric generation (the RICE Units), consistent with the ARSA approved in Case
U-17682, and aid in the eventual retirement of the older, less efficient, coal-fueled

Presque Isle Power Plant (“PIPP”).

Which of UMERC's requested authorizations did the Commission provide in
Case U-18224.

On October 25, 2017, after a contested case proceeding, the Commission issued its
Opinion and Order granting the approvals described above. Specifically, the Tilden
Special Contract was approved pursuant to Mich Admin Code, R 460.2031(1).
Additionally, the Commission made the following findings pursuant to its MCL 460.6s
authority:

e The power to be supplied as a result of the proposed construction of the
two reciprocating internal combustion engine electric generation facilities
in Baraga Township Baraga County, and Negaunee Township, Marquette
County, is needed,

o The size, fuel type, and other design characteristics of the reciprocating
internal combustion engine electric generation facilities represent the
most reasonable and prudent means of meeting the power need; and

¢ The estimated purchase or capital costs of and the financing plan for the
reciprocating internal combustion engine electric generation facilities,
including, but not limited to, the costs of siting and licensing the
reciprocating internal combustion engine electric generation units and the

estimated cost of power from the reciprocating internal combustion
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engine electric generation facilities will be recoverable in rates from the
Company’s customers, with a Commission-approved amount
$277,200,000 for the construction of the reciprocating internal combustion
engine electric generation facilities.
Further, the Commission granted UMERC certificates of public convenience
and necessity pursuant to MCL 460.501 et seq., authorizing the company to
construct, own, and operate RICE generation facilities in Baraga Township, Baraga

County and Negaunee Township, Marquette County.

Is there anything included in the Order issued by the Commission in Case U-
18224 that was deferred by the Commission and needs to addressed in this
general rate case?
Yes. As | noted above, while the Tilden Special Contract was approved by the
Commission in the October 25, 2017 Order, the Commission’s Order did not include
approval of the ratemaking treatment in the Tilden Specia