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DIRECT TESTIMONY OF DOUGLAS B. JESTER FOR MNC
CASE NO. U-21860

INTRODUCTION & QUALIFICATIONS

Please state for the record your name, position, and business address.
My name is Douglas B. Jester. I am Managing Partner of 5 Lakes Energy, a Michigan

limited liability corporation, located at PO Box 869, Northport, Michigan 49670.

On whose behalf is this testimony being offered?
I am testifying on behalf of the Michigan Environmental Council (“MEC”), Natural
Resources Defense Council (“NRDC”), and Citizens Utility Board of Michigan (“CUB”),

collectively identified as “MNC.”

Please summarize your experience in the field of utility regulation.
I have worked for more than 30 years in utility industry regulation and related fields. My

work experience is summarized in my resume, provided as Exhibit CUB-12.

Have you testified before this Commission or as an expert in any other proceedings?
I have previously testified before the Michigan Public Service Commission

(“Commission”) in the following cases:

. Case U-17473 (Consumers Energy Company Plant Retirement Securitization);

. Case U-17096-R (Indiana Michigan 2013 PSCR Reconciliation);

. Case U-17301 (Consumers Energy Renewable Energy Plan 2013 Biennial
Review);

. Case U-17302 (DTE Energy Renewable Energy Plan 2013 Biennial Review);

. Case U-17317 (Consumers Energy 2014 PSCR Plan);

. Case U-17319 (DTE Electric 2014 PSCR Plan);

. Case U-17671-R (UPPCO 2015 PSCR Reconciliation);
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Case U-17674 (WEPCO 2015 PSCR Plan);

Case U-17674-R (WEPCO 2015 PSCR Reconciliation);

Case U-17679 (Indiana-Michigan 2015 PSCR Plan);

Case U-17688 (Consumers Energy Cost of Service and Rate Design);
Case U-17689 (DTE Electric Cost of Service and Rate Design);

Case U-17698 (Indiana-Michigan Cost of Service and Rate Design);
Case U-17735 (Consumers Energy General Rates);

Case U-17752 (Consumers Energy Community Solar);

Case U-17762 (DTE Electric Energy Optimization Plan);

Case U-17767 (DTE General Rates);

Case U-17792 (Consumers Energy Renewable Energy Plan Revision);
Case U-17895 (UPPCO General Rates);

Case U-17911 (UPPCO 2016 PSCR Plan);

Case U-17911-R (UPPCO 2016 PSCR Reconciliation);

Case U-17990 (Consumers Energy General Rates);

Case U-18014 (DTE General Rates);

Case U-18089 (Alpena Power PURPA Avoided Costs);

Case U-18090 (Consumers Energy PURPA Avoided Costs);

Case U-17911-R (UPPCO 2016 PSCR Reconciliation);

Case U-18091 (DTE PURPA Avoided Costs);

Case U-18092 (Indiana Michigan Power Company PURPA Avoided Costs);
Case U-18093 (Northern States Power PURPA Avoided Costs);

Case U-18094 (Upper Peninsula Power Company PURPA Avoided Costs);
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Case U-18095 (Wisconsin Public Service Company PURPA Avoided Costs);
Case U-18096 (Wisconsin Electric Power Company PURPA Avoided Costs);
Case U-18224 (UMERC Certificate of Necessity);

Case U-18232 (DTE Renewable Energy Plan);

Case U-18255 (DTE Electric General Rates);

Case U-18322 (Consumers Energy General Rates);

Case U-18406 (UPPCO 2018 PSCR Plan);

Case U-18408 (UMERC 2018 PSCR Plan);

Case U-18419 (DTE Certificate of Necessity);

Case U-20072 (UPPCO 2017 PSCR Reconciliation);

Case U-20111 (UPPCO Tax Cuts and Jobs Act of 2017 Adjustment);
Case U-20134 (Consumers Energy General Rates);

Case U-20150 (UPPCO Revenue Decoupling Mechanism Complaint);
Case U-20162 (DTE General Rates);

Case U-20165 (Consumers Energy Integrated Resource Plan);

Case U-20229 (UPPCO 2019 PSCR Plan Case);

Case U-20276 (UPPCO General Rates);

Case U-20350 (UPPCO Integrated Resource Plan);

Case U-20359 (I&M 2019 General Rate Case);

Case U-20471 (DTE Integrated Resource Plan);

Case U-20479 (SEMCO 2019 General Rate Case);

Case U-20561 (DTE 2019 General Rate Case);

Case U-20591 (Indian Michigan Power Company IRP);
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Case U-20642 (DTE Gas 2020 General Rate Case);

Case U-20649 (Consumers Electric Voluntary Green Pricing);
Case U-20650 (Consumers Gas 2020 General Rate Case);
Case U-20697 (Consumers Electric 2020 General Rate Case);
Case U-20713 (DTE 2020 Voluntary Green Pricing);

Case U-20836 (DTE Electric 2022 General Rate Case);

Case U-20874 (Alpena Power 2022-23 EWR Plan Case);
Case U-20875 (Consumers Energy 2022-23 EWR Plan Case);
Case U-20876 (DTE Electric 2022-23 EWR Plan Case);

Case U-20877 (Indiana Michigan 2022-23 EWR Plan Case);
Case U-20878 (NSP 2022-23 EWR Plan Case);

Case U-20879 (UPPCO 2022-23 EWR Plan Case);

Case U-20880 (UMERC 2022-23 EWR Plan Case);

Case U-20881 (DTE Gas 2022-23 EWR Plan Case);

Case U-20882 (MGU Gas 2022-23 EWR Plan Case);

Case U-20883 (SEMCO Gas 2022-23 EWR Plan Case);

Case U-20889 (Consumers Karn Retirement Securitization);
Case U-20963 (Consumers Energy Electric Rate Case);

Case U-21015 (DTE Securitization Case);

Case U-21048 (Consumers Energy 2022 PSCR Plan);

Case U-21081 (UMERC 2021 IRP);

Case U-21090 (Consumers Energy 2021 IRP);

Case U-21189 (Indiana Michigan 2022 IRP);
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. Case U-21193 (DTE Electric 2022 IRP);

. Case U-21224 (Consumers Energy 2022 Electric Rate Case);

. Case U-21297 (DTE Electric 2023 Rate Case);

. Case U-21377 (IM Renewable Acquisition);

. Case U-21389 (Consumers Energy 2023 Electric Rate Case);

. Case U-21540 (MGU 2024 Gas Rate Case);

. Case U-21555 (UPPCO 2024 Rate Case);

. Case U-21534 (DTE 2024 Electric Rate Case);

. Case U-21585 (Consumers 2024 Electric Rate Case);

. Case U-21654 (EWR Alternative Compliance Plan);

. Case U-21662 (DTE 2024 Renewable Energy Plan Case);

. Case U-21816 (Consumers Energy 2024 Renewable Energy Plan Case);
. Case U-21859 (Consumers Energy Data Center Tariff Case); and
. Case U-21813 (UMERC 2025 Renewable Energy Plan Case).

Additionally, I have testified as an expert witness before the Public Utilities Commission
of Nevada in Case No. 16-07001 concerning the 2017-2036 integrated resource plan of NV
Energy; and before the Missouri Public Service Commission in Case Nos. ER-2016-0179,
ER-2016-0285, and ET-2016-0246 concerning residential rate design and electric vehicle
(“EV”) policy, revenue requirements, cost of service, and rate design. I testified before the
Kentucky Public Service Commission in Case No. 2016-00370 concerning municipal
street lighting rates and technologies. I testified before the Massachusetts Department of
Public Utilities in Case Nos. DPU 17-05 and DPU 17-13 concerning EV charging

infrastructure program design and cost recovery. Before the Rhode Island Public Utilities
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Commission, in case 4780, I testified concerning Advanced Metering Infrastructure and
EV charging infrastructure. Before the Delaware Public Service Commission, I testified
regarding EV charging infrastructure in case 17-1094. I testified before the Georgia Public
Service Commission in Case No. 4822 concerning PURPA avoided cost. I testified before
the Colorado Public Utilities Commission in Case Nos. 20A-0204E and 20A-195E
concerning cost recovery for EV charging infrastructure. I also testified before the
Minnesota Public Utilities Commission in Case No. 22-432 regarding EV charging rate
design. I testified before the Public Service Commission of Wisconsin in Certificate of

Public Convenience and Necessity cases 6630-CE-316 and 6630-CE-317.

I have also testified as an expert witness on behalf of the State of Michigan before the
Federal Energy Regulatory Commission (“FERC”) in cases relating to the relicensing of
hydro-electric generation and have participated in state and federal court cases on behalf
of the State of Michigan concerning electricity generation matters, which were settled
before trial. I have also filed affidavits in support of filings by the Attorney General of
Michigan in docket no. EL25-90-000 and in support of a request for reconsideration and

appeal of a Federal Power Act Section 202c Order by the Secretary of Energy.

Are you sponsoring any exhibits?

Yes, I am sponsoring the following exhibits:

Exhibit CUB-12: Resume of Douglas B. Jester

Exhibit CUB-13: Attachment AGDE-2.43-02 S&P 2025 DTE Electric
Exhibit CUB-14: Attachment AGDE-2.43-01 Moody's 2025 Combined

Exhibit CUB-15: Attachment AGDE-2.43-03 Fitch 2025 DTE Electric
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Exhibit CUB-16: Change in MERC Coal Delivery Volumes

Exhibit CUB-17: Change in MERC Fuel Handling Historical O&M

Exhibit CUB-18: Authorized vs Actual MERC Fuel Handling O&M Expenses

SUMMARY

What topics are you addressing in your testimony?

My testimony will address the following topics regarding DTE Electric Company’s

(hereafter “DTEE” or “the Company”) Application and supporting testimony in this case:

Response to DTEE’s arguments regarding under-recovery of capital expenditures;
Response to DTEE’s arguments regarding constant dollar averaging to project future
test year costs;

Response to DTEE’s proposed MERC operations and maintenance costs;

My recommendation to securitize the net book value of assets retired before end of life
as a result of distribution system conversions;

My recommendation to defer and securitize distribution system surge costs;

My recommendation that the Commission direct DTEE towards future use of seasonal

distribution rates.

Which DTEE witnesses’ testimony do you discuss in your testimony?

I am addressing aspects of the testimony of DTEE witnesses Ambrose, Burgdorf, Cejas

Goyanes, Davis, Guillaumin, Ludlow, Lyons, Milo, Nelson, Sheilendranath, Stowe,

Turner, and Willis.
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What disallowances are you recommending?

I recommend disallowance of $1.7 million in expenses for MERC Fuel Handling.

UNDER-RECOVERY OF CAPITAL EXPENDITURES

What does DTEE argue in this case regarding the under-recovery of capital
expenditures?

Although a number of DTEE witnesses undertake to document what they view as erroneous
disallowances from past cases,' leading to DTEE spending in excess of what was allowed
in those previous cases, the Company’s overall perspective on this topic is presented by
DTEE witness A. Sheilendranath. Witness Sheilendranath argues that disallowances
induce regulatory lag and asymmetry risks with effects on business, financial, and
regulatory risks and further argues that these have implications to credit ratings, capital
outlays, and cost of capital. In short, DTEE is making a specific effort to “work the ref”
and persuade the Commission to moderate or eliminate its recent practice of disallowing

certain expenditures proposed by DTEE.

Does DTEE operate in a high regulatory risk environment?

No, DTEE does not operate in a high regulatory risk environment. Rather, Michigan's
electric utilities benefit from multiple regulatory mechanisms that enable timely cost
recovery and reduce cash flow uncertainty. The permitted use of a forward-looking 12-
month test year, the timely resolution of general rate cases within 10 months, full pass-

through of fuel costs, continued authorization of investment recovery mechanisms, and

! See the Direct Testimonies of S. B. Ambrose, W. H. Ludlow, M. E. Guillaumin, and J. C. Davis.
2 Direct Testimony of A. Sheilendranath, AS-3:2-10.
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allowing financing interest cost recovery on certain construction work in progress

(“CWIP”) projects all reduce uncertainty in cost recovery.

The three prominent credit rating agencies, S&P Global®, Moody’s*, and Fitch®, provide a
similar assessment and categorize Michigan as having a generally supportive regulatory
environment. Only 20% of the peer companies in Witness Nelson’s proxy group operate
in a regulatory environment that is rated as being more constructive than Michigan’s
Average/l by S&P’s Regulatory Research Associates.® Also, Fitch, in its most recent
DTEE assessment following the January 2025 rate order, noted that concerns related to the
utility’s large capex needs to meet its grid reliability and clean energy goals are mitigated

by the Michigan Public Service Commission’s constructive ratemaking policies.’

Q. Can potential future disallowances of capital expenditures expose DTEE investors to
additional regulatory risk?

A. Not necessarily. Disallowances due to insufficient evidence of reasonableness and
prudence, ill-timed spending, or poor planning do not increase regulatory risk. Rather,
these point to managerial risks in project design and execution, and such disallowances
protect investors by imposing the kind of capital discipline that competitive markets
normally evoke. They can improve the durability of the rate base and earnings quality, in

turn, making the company more attractive to long-term investors. This same discipline

3 Ex CUB-13, Attachment AGDE-2.43-02 S&P 2025 DTE Electric.

4 Ex CUB-14, Attachment AGDE-2.43-01 Moody's 2025 Combined.

5 Ex CUB-15, Attachment AGDE-2.43-03 Fitch 2025 DTE Electric.
6U-21860 Exhibit A-14, B 5.8, p. 2.

7 Ex CUB-15, Attachment AGDE-2.43-03 Fitch 2025 DTE Electric, see p.1.
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ensures rates remain just and reasonable for ratepayers, reducing their risk of paying for
investments that won’t deliver appropriate benefits. Below, I include some examples on

how the Commission has applied these principles in previous proceedings.

In U-21297, the Commission disallowed $88.5 million tied to Monroe Units 3 and 4,
including $39.8 million for bottom-ash conversion.® Given the units’ 2028 retirements
approved in the company’s IRP case, U-21193, large portions of the expenditures were
found avoidable, ill-timed, or insufficiently supported. The Commission found that many
of these costs were not in line with the cost estimates DTEE provided in U-21193 and
adopted the Commission Staff’s recommended adjustments. DTEE failed to provide
sufficient evidence to support the increased costs it had proposed. The Commission also
found the DCS, control room, and ash-removal projects unnecessary so close to
retirement.” These disallowances applied the predictable standards of cost prudence,
evidentiary support, and timing to prevent deployment of capital towards avoidable short-

term projects that wouldn’t generate durable returns in the future.

In another instance, the Commission rejected DTEE’s request to authorize $3.3 million
associated with the construction of the Blue Water Energy Center (BWEC) Conference
Room Building in U-21534.!° DTEE said the space was needed during routine and major
maintenance when additional support personnel are on-site. But when asked why such a

facility was not included in the original site plan (as is typical for power plants), the

8 Case No. U-21297, Order, December 1, 2023, pp. 19-22.
°1Id., pp. 14-19.
10U-21534, Order, January 23, 2025, pp. 38-40.

10
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Company answered only that it “was not needed at the time.”!" The Commission denied
recovery, finding the facility should have been contemplated and included in the original
plant design and construction.!? Such disallowances enforce planning discipline, deterring

late-stage scope creep.

Even in instances of unavoidable and prudent costs, disallowances can improve earnings
quality if the costs are not incurred in a timely manner or if the actual expenses deviate
materially from the estimates. In U-21534, the Commission found that DTE’s projections
for routine steam generation plant fell short of the actual spending in the first six months
of the bridge year by $21.33 million.!* The Staff contended that the timing of projects is
equally important as the total cost in setting reasonable rates. The Commission agreed and
did not find DTE’s evidence sufficient to burden ratepayers with aspirational spending
goals when actual spending is available.!* The Commission also recognized that DTE’s
fleet is in transition and that it makes sense to use actual amounts where available, thereby
better aligning cost recovery with actual cost expenditures. Given the regular cadence and
timely resolution of general rate cases in Michigan, disallowances due to timing issues
don’t necessarily increase regulatory risk, rather stabilize cash flows around verifiable

costs.

Taken together, these examples show that capital expenditure disallowances are not a sign

of heightened regulatory risk. Rather, careful assessment of project-level costs through a

1 Id., p.39.
21d., p. 39.
13 74, pp. 40-42.
474, p. 41.

11
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contested rate case process improves the durability of the rate base and earned returns,
anchors recovery to verifiable used-and-useful assets, stabilizes cash flows, and supports

healthy credit metrics.

Can persistent disallowances increase regulatory risk?

No. Persistent disallowances do not, in themselves, increase regulatory risks.
Disallowances stemming from prudence concerns, timing issues, or inadequate
documentation, as previously discussed, benefit both ratepayers and investors by
promoting accountability and efficiency. Disallowances reflect the utility’s failure to
support its costs. The Commission can and must exclude those costs when the burden isn’t
met. Disallowances are a routine, lawful outcome of prudence review, not randomness or

bias, which warrants additional risk.

What about instances where DTEE makes the necessary investments despite the
disallowances? Can it lead to regulatory lag or asymmetric risk?

Making an investment does not automatically guarantee, nor entitle, a utility to cost
recovery. Ultimately, the utility must demonstrate that the projections presented to the
Commission for approval include good-quality estimates that appropriately reflect project
costs and timing. This is particularly critical when utilizing a 12-month forward test year,

where ratepayers have no recourse to recover any overpaid dollars.

In U-21534, the Staff recommended disallowances for several projects that were otherwise

necessary and prudent because underspending in the bridge year showed a pattern of either

12
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inflated projections, missed project schedules, or unsubstantiated cost reductions.!®> As the
Staff emphasized,

[c]ouple that with the fact that the Company chooses to and does not have
to use a projected test year, the benefit of doing so should reasonably come
with a higher burden of proof for the Company to ensure it is accurately
forecasting project expenses. '°

I agree. When the utility’s evidence falls short in a projected test year, it is appropriate to
disallow the unsupported amounts then and allow recovery later only upon demonstration
of prudence, need, and accurate timing, so that the ratepayers are not compelled to pay
higher bills reflecting inflated estimates or mistimed expenditures. This isn’t regulatory
lag. Regulatory lag refers to the temporal delay between when a utility incurs prudent costs
and when those costs are reflected in rates, typically due to the time required for a rate case.
By contrast, as previously illustrated, such disallowances of unsupported amounts reflect a
substantive determination of cost prudence. When cost estimates are included in rates and
the Company fails to spend on its projected schedule but nonetheless earns through rates
as though the investments were made as projected, DTEE does not complain of regulatory
lag. Nor should it complain of regulatory lag when approved cost estimates understate or
assume later expenditures than actually occur. Allowing inflated estimates or ill-timed
costs in rates can significantly increase the asymmetric risk for ratepayers who have no
recourse to claw back overpayments. The Commission’s statutory ratemaking process aims

to appropriately allocate those risks between investors and ratepayers.

15 U-21534, Order, January 23, 2025, p. 43.
16 1d., p. 47.

13
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If disallowances could increase DTEE’s risk, would it mean that DTEE should be
allowed to earn a rate of return that is set above its market-determined cost of capital?
No. The typical prudence and substantiative regulatory review is already priced in the
market-determined cost of capital. Also, mitigating disallowances due to estimate quality,
timing, and insufficient evidence are largely within management’s control. The
Commission clearly lays out its reasoning for disallowance in every rate case, and DTEE
has ample opportunity to improve its estimates. It is not an additional risk demanding a
premium on equity. On the contrary, as previously discussed, improvement in estimate
quality and project execution can improve rate base durability and earnings quality,
ultimately lowering, not raising, the utility’s risk profile. The authorized return should

match the Company’s market cost of capital for a utility of comparable risk.

What do you recommend?

I recommend the Commission reject DTEE’s claim that disallowances increase regulatory
risk and its unfounded suggestion that it is entitled to recovery of projected costs without
meeting the required standards of evidence. If DTEE decides to proceed with any
disallowed expenditures, it has the opportunity to seek cost recovery in a future rate case,
subject to the standards of prudence review. While this can create some asymmetric risk
for investors, it is not higher than the asymmetric risk borne by the ratepayers, who have
no recourse to recover rates based on inaccurate estimates. The Commission must balance

these risks appropriately.

14
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I also recommend the Commission not include an additional premium for DTEE’s cost of
capital beyond the market-determined cost of capital, which already compensates for the

typical regulatory review of costs.

CONSTANT DOLLAR AVERAGING

What is constant dollar averaging?

Constant dollar averaging converts historical “nominal” dollars to “real” dollars in a single
constant-year base using an inflation index and then averages those real costs to arrive at a
historical cost estimate. The resulting average is then escalated to the projected test-year
dollars. In this case, DTEE is converting 2019-2023 costs to 2023 dollars, averaging them
to arrive at the 2023 historical test period estimate, and escalating the average to the test
year. See Figure 1 below for an illustrative comparison of projecting O&M costs utilizing
historical averages with and without constant dollar averaging. DTEE witness T. S. Lyons
posits that, in the absence of constant dollar averaging, DTEE loses purchasing power over

time due to inflation and that the Company will be unable to purchase in the future the

15
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same volume of goods and services as in the past.!”
Line/Column
No. (a) (b) (c=1+a2) (d=1+a3) (e=1+ad4) (f=1+ad) ()
Adjusted O&M (in
Historical 2023 constant
inflation  Reported O&M Esc. 19-20 Esc. 20-21 Esc. 21-22 Esc. 22-23 dollars)
1 2019 $ 100.00  1.033 1.043 1.050 $ 115.85 gl =bl*cl*dl*el*fl
2 2020 3.25% $ 105.00 1.033 1.043 1.050 $ 118.67 22 =b2*c2*d2*e2
3 2021 4.25% $ 94.00 1.033 1.043 $ 101.18 23 =b3*c3*d3
4 2022 5.00% $ 82.00 1.033 $ 84.67 g4 =bd*c4
5 2023 2.50% $ 120.00 $ 120.00 25 =Db5
Historical 5-
6 yr average $ 501.00 $ 540.36
Projected estimates
Based on simple Based on constant
Inflation average of dollar averaging
rates reported O&M O&M
7 2024 3.40% S 518.03 $ 55873  blg7=blg6 *(1+a’)
8 2025 3.00% S 533.58 $ 57550  blg8=b/g7 *(1+a8)
9 2026 3.10% $ 550.12 $ 593.34 b/g 9 =b/g 8 *(1+a9)
Figure 1: [llustrating constant dollar averaging calculations
Q. For what cost categories is DTEE utilizing constant dollar averaging?

In this case, DTEE is utilizing constant dollar averaging to arrive at projected year cost

estimates for Distribution Operations.!'® Specifically, DTEE is applying constant dollar

averaging to distribution costs related to Restoration Expenses and Distribution Base

Capital programs.

Q. Does nominal dollar averaging lose purchasing power over time due to inflation?

Not in a cumulative sense. Nominal cost averaging over a few years during which there is

inflation and then nominal cost averaging in the next rate case over a similar number of

later years will produce a higher cost average, by the amount of inflation, adjusted for

17 Direct testimony of Timothy S. Lyons, TSL-5, 6:9.

18 1d., TSL-5, 4:5.

16




10

11

12

13

14

15

16

17

18

19

20

DIRECT TESTIMONY OF DOUGLAS B. JESTER FOR MNC
CASE NO. U-21860

productivity gains, than actually occurred. Witness Lyons does not assert such a cumulative

effect, but it could be read into his testimony.

Do you agree with Witness Lyons’ claim that the upward trend in Distribution
Operations labor rates justifies constant dollar averaging?

No. Witness Lyons claims that there has been an upward trend in Distribution Operations
contract labor rates over the past several years.!” However, this does not account for any
changes in labor productivity over that period. The Commission should expect continuous
improvement in labor productivity, as occurs in the rest of the economy. Further, as shown
in the testimony of my colleague Richard Bunch, DTEE has in fact achieved reduced
staffing that largely offsets internal labor compensation rates per employee. The
Commission and DTEE should expect similar performance from DTEE’s contract labor.

Constant dollar averaging fails to account for productivity improvements.

Is constant dollar averaging an appropriate methodology for estimating storm-
related O&M expenses?

No, it is not. Witness Lyons in his testimony provided the example of PECO, an electric
delivery investor-owned utility (“IOU”) serving 1.7 million customers in Pennsylvania,
which has previously used 5-year constant-dollar averaging to determine a “normal”
baseline for storm damage expenses.?’ However, in its most recent case, PECO pointed to
persistent gaps between the authorized amounts and actual storm expenses and proposed

an alternative proposal employing a deferred accounting authorization. Ultimately, PECO

19 Id., TSL-15:13 through TSL-16:1.
2 14 TSL-9, PECO (PA).
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withdrew the proposal and reached a settlement to recover up to $22.8 million for storm
damage costs actually incurred in January 2024, subject to reasonableness and prudence

review, in the Company’s next rate case.!

Between 2016 and 2023, the percentage difference between PECO authorized rates for
storm-damage-related expenses and actual amounts spent ranged from -18.5% to 411.1%,
with an average of 83.6%.%* Over these eight years, ratepayers overpaid PECO by $15

million, which is 4.2% more than the actual costs.??

Specifically, PECO witness Michael J. Trzaska testified that,

In the last decade, PECO has experienced material variances between the
level of storm damage expense recovered through its base rates and the level
of those expenses actually incurred due to the increasing volatility in
frequency, severity, and duration of weather events that are outside the
Company’s control. Due to the volatility in weather events from year-to-
year, actual storm damage expense can be notably lower or higher than the
amounts reflected in PECO’s base rates.?*

Instead, PECO proposed creating a Storm Reserve Account, a deferred accounting
authorization, where the “normal” storm damage expense included in the rate base for
recovery would be tallied against actual storm costs to arrive at a regulatory asset or
liability. This would be amortized over two years.?> Pennsylvania’s Office of Consumer

Advocate countered that ratepayers cannot control rate case frequency and would be

2l Pennsylvania PUC, Docket No. R-2024-304693 1, Opinion and Order, p. 41.

22 Calculated from values in Pennsylvania PUC, Docket No. R-2024-3046931, Volume II OF VI, Direct Testimony
of Michael J. Trzaska, p. 75, Table 1, available at https://www.puc.pa.gov/pcdocs/1822416.pdf.

BId.,p.74,12:16.
XId,p. 71, 6:16.
% 14, p. 73, 3:16.
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unilaterally dependent on the utility’s filing schedule to recover any refunds they are

owed.?°

DTEE proposed a similar mechanism, its Storm Restoration and Cost Recovery
Mechanism (SRCSM), in U-21534, with 50% cost sharing between ratepayers and DTE,
on a similar hypothesis that the current approach of recovering storm restoration costs as
an O&M expense does not address the uncertainty and variability of those expenses in any
given year.?’ It has proposed similar mechanisms in previous cases as well. However, the
Commission has consistently rejected DTEE’s proposal. The Commission explained that
with the general trend towards more frequent and severe storms, it seeks stronger cost
control and improved performance in storm restoration — neither of which DTEE has
demonstrated?®. The proposed SRCSM didn’t offer improved cost control compared to the
current mechanism, where DTEE retains 100% of the savings or costs, rather than the
proposed 50%.%° Furthermore, the Staff found that it was unclear what the company was
spending on storm restoration expenses and what DTEE even defined as a storm restoration

expense,*” a fundamental and routine expense for a large electric utility!

Given PECO’s and DTEE’s admissions of significant year-to-year variation in actual storm
costs compared to estimated projections, constant dollar averaging is not a suitable method

for producing reliable estimates of storm recovery O&M expenses. Witness Lyons' claim

26 Pennsylvania PUC, Docket No. R-2024-3046931, Opinion and Order, p. 41.

27 U-21534, Order, January 23, 2025, p. 305.

B 14, p.312.

¥1d.
0.
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that absent constant dollar averaging, DTEE won’t be able to perform the same level of
work as before does not apply here because the amount of work varies significantly from
one year to another. Additionally, historical evidence for PECO shows that in the long
term, inflated cost projections have cost ratepayers $15 million. The current Michigan
framework provides no safeguard for ratepayers to recover similarly overestimated costs.
It is also unreasonable to allow DTEE to inflation-adjust historical spending that the
Company has not clearly identified. This is particularly relevant in the context of DTEE’s

already poor storm restoration performance.

Further, DTEE can reduce storm-related costs by improving tree-trimming and by grid
hardening, which DTEE proposes to do at a cost to customers in this case. Continued
pressure on DTEE to reduce storm-related costs is warranted. Therefore, I recommend that
the Commission disallow DTEE’s proposed constant dollar averaging for storm restoration
expenses and allow cost projections based on a simple historical average. This mechanism
will balance the utility’s need for cost recovery with ratepayers’ interests in improved storm

performance and cost control.

Is constant dollar averaging a widely accepted practice in the utility industry to
estimate non-fuel materials, supplies, and other labor costs?

No, it is not. Witness Lyons included the example of UE-435, where the Oregon PUC
reviewed the application of constant dollar averaging to Portland General Electric’s

(PGE’s) non-fuel Materials and Supplies.’! Witness Lyons incorrectly claims that the

31Lyons Direct, TSL-10, Table 1, Portland General Electric (OR).
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Oregon PUC accepted the constant dollar methodology in its final order.*? A further review

of the order shows that the Oregon PUC adopts its Staff’s recommendation. Specifically,

the Staff states in its initial briefing,

Staff recommends use of a three-year historical average value based on the
last three years of actual data, escalated by the All-Urban Consumer Price
Index, to calculate the Company’s non-fuel materials and supplies balance
for the test year.*?

And, the Oregon PUC’s final order states,

We adopt the Staff’s proposed adjustment using an average monthly
balance for the years 2021-2023 and escalating that average balance using
the All-Urban CPI index for 2024. We find that the use of a three-year
average, adjusted for inflation, strikes the right balance between ensuring a
reasonable test year balance based on the company's historic balance and
capturing any trend of increases. It also avoids incenting the company to
over-stockpile materials and supplies.**

The Oregon PUC Staff stated that the utility earns a return on these materials and has an

incentive to build up inventory, irrespective of inflationary pressures.>> The Oregon PUC

also categorically denied all PGE expense growth beyond the last full year of actual,

demonstrated expenses, plus inflation, except in the case of non-fuel materials and

supplies.>® Specifically, it stated,

We are committed to continued use of a future test year, but we intend to
implement this constructive regulatory policy in a manner that incents PGE

321d., TSL-10, 2:6.

3 Oregon PUC, Docket UE 435, Staff Opening Brief, p. 18, 9:11, available
https://edocs.puc.state.or.us/efdocs/HBC/ue435hbc332459025.pdf.

34 Oregon PUC, Docket UE 435, Final Order, 24-454, p.24, available
https://apps.puc.state.or.us/orders/2024ords/24-454.pdf.

35 Oregon PUC, Docket UE 435, Staff Opening Brief, p.19, 5:6.
36 Oregon PUC, Docket UE 435, Final Order, 24-454, p.2.
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to control costs and gives Staff and intervenors a reasonable opportunity to

review and discipline PGE’s expenses.?’

This is critical; in a high-inflationary environment, utility regulation must mimic the role
of market competition and ensure utilities are managing their cost pressure efficiently

rather than simply passing it through to customers.

The Commission has previously accepted constant dollar averaging for projecting DTEE’s
Restoration Expenses, including storm-related and non-storm-related restoration.
However, as shown in the previous question and the instance of the Oregon PUC, there is
weak support for the efficacy and acceptance of the method for projecting O&M expenses.
Instead, allowing utilities to pass through all costs to ratepayers in a high-inflationary
environment takes away the incentive to implement cost controls. It is essential to balance
utilities’ need for enough recovery to maintain financial health and quality service
provision with the potential for over-recovery and need to maintain affordability for

ratepayers.

I recommend that the Commission reject DTEE’s proposal to recover Non-storm
Restoration Expense based on constant dollar averaging and instead direct DTEE to use
average historical costs and apply a forward inflation escalation to determine projected
test-year estimates. Any future inflation escalation should include productivity offsets to
ensure any efficiency gains are passed on to ratepayers. I refer to my colleague Richard
Bunch’s testimony on DTEE’s inflation escalator and his recommendation for the years

2024 through 2026.

1d.,p. 2.
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What about distribution capital additions? Is constant dollar averaging a widely
accepted practice in the utility industry for such expenditures?

There have been cases where regulators have accepted constant dollar averaging for certain
capital additions. However, many of these are in the context of performance-based
ratemaking, adjusting rates subject to a revenue cap, allowing for inflation adjustments
while accounting for productivity offsets, and including consumer dividends. Two out of
the three examples shared by Witness Lyons for capital additions use performance-based

ratemaking.®

Given DTE’s poor reliability and steadily increasing Distribution Operations capital
spending, I recommend that the Commission establish a contested case process for
Distributed Grid Planning and implement a performance-based ratemaking approach for
DTE’s Distribution Capital, including its Base Capital programs, with spending subject to
approval in the contested Distribution Grid Plans. This would align cost recovery with
proven improvements in distribution infrastructure, enhance transparency, and create
incentives for efficient capital deployment. In the alternative, I recommend that constant

dollar averaging not be allowed for Distribution Operations capital spending in this case.

MERC COSTS

What is MERC?
MERC is the Midwest Energy Resources Company. It is a wholly owned subsidiary of

DTEE, providing coal transportation services to DTEE and third-party customers through

38 Lyons Direct, TSL-10, Table 1, National Grid (MA) and Atco Electric (Alberta).
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a terminal in Superior, WI.* In this case, DTEE Witness Milo proposed $0.42 million in
capital expenditure for MERC in the projected bridge period ending December 2025 and
no capital expenditure in the projected test year.*’ He also proposed $1.70 million in O&M

expense for MERC Fuel Handling in the projected test year.*!

Is MERC projected to cease operations in 2026?

Yes, MERC is projected to cease operations at the end of June 2026. This follows the
Commission’s Order in Case No. U-21193 approving a fuel conversion from coal to natural
gas at Belle River Power Plant, the primary plant to which MERC delivers coal through its

transshipment services.*?

How have MERC’s coal delivery volumes changed over time?
MERC’s coal delivery volumes have declined annually by 8% from 2019-2024.** DTEE

forecasts them to drop by another 13% in 2025 before finally tapering off in 2026.

Given the decline in coal delivery volumes, is it reasonable to apply inflation
escalation to MERC-related fuel-handling costs?

No. An inflation escalator is intended to preserve purchasing power for a constant level of
service. MERC is scheduled to cease operations in June 2026, and coal-delivery volumes
are already in steep decline. DTEE is not projecting to provide the same level of service

over the period, and thus any inflation adjustments are inappropriate.

3 Direct Testimony of David C. Milo, DCM-7, 6:11.
414 DCM-11, 9:13

4 Id. DCM-16, 9:11

2 Jd. DCM-8, 18:23

43 Ex CUB-16, MERC Transshipment Volumes.
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How have MERC’s Fuel Handling O&M historical expenses changed in response to
these declining volumes over time?

Between 2019 and 2024, MERC Fuel Handling O&M expenses have declined at a
compounded annual rate of 2.9%.* While this is lower than the commensurate annual
decline in coal volumes, it still doesn’t warrant DTE’s proposed increase in MERC Fuel
Handling O&M for bridge years. As previously discussed, inflation adjustment is not
appropriate for this category, and the declining costs trends with declining volumes confirm

that.

How have MERC’s Fuel Handling O&M authorized rates compared with these

expenses?

Across three recent cases with historical data available (U-20561, U-20836, U-21297), the
Commission authorized DTEE to recover $11.54 million in MERC Fuel Handling O&M
expenses from ratepayers.*> The actual expenditure across the test periods for these rate
cases totaled $10.23 million, costing $1.3 million to ratepayers. As shown in (Ex. CUB-
18), this difference is not driven by a one-off variance but indicates a consistent

overestimation of O&M expenses for MERC Fuel Handling by DTEE.

4 Ex CUB-17, MERC Fuel Handling Historical O&M.
45 Ex CUB-18, MERC Fuel Handling Authorized vs Actual O&M.
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Q. What about the almost $2 million reduction of the expected O&M for MERC Fuel
Handling in column (j), line 9, of Exhibit A-13, Schedule C5.2, proposed by DTEE?
A. This reduction reflects the scheduled closure of MERC’s transshipment business in June

2026, not adjustments for historical underspending.*®

What is your recommendation?

Given DTEE’s historical underspending on MERC’s Fuel Handling O&M expenses and
the inappropriate application of inflation adjustment to a declining cost, I recommend the
Commission disallow $1.7 million in expenses for MERC Fuel Handling. DTEE has
already recovered sufficient amounts in prior years to cover any minimal O&M expenses
required to operate the facility safely, reliably, and in an environmentally compliant

manner until its closure.

VI. SECURITIZATION OF DISTRIBUTION SYSTEM STRANDED ASSETS

Q. What distribution system conversions does DTEE include in this case?
DTEE witness R. M. Stowe describes several distribution system conversion programs that
are ongoing at DTEE with expenditures that are included in this case. These include:
e 4.8kV Conversion Program*’
e 4.8kV ISO Conversion Program*®

e City of Detroit Infrastructure (CODI) Conversion Program®’

46 Milo Direct, DCM-16, 17:22.

47 Direct testimony of R. M. Stowe, RMS-21:4 through RMS-42:12.
4 Id., RMS-42:14 through RMS-48:4.

4 Id., RMS-48:6 through RMS-68:12.
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e 8.3kV Pontiac Conversion Program™

What stranded assets result from a distribution system conversion?

As described by DTEE witness R. M Stowe, the 4.8kV conversion program typically
involves decommissioning 4.8kV  substations and associated subtransmission
infrastructure.’! It may also include replacing any 4.8kV-only transformers and protection
devices.

As described by DTEE witness R. M. Stowe, the 4.8 kV ISO conversion program includes
ISO down transformers. >

As described by DTEE witness R. M. Stowe, the CODI program includes decommissioning
substations, converting networks and circuits, and decommissioning the existing 4.8 kV

underground distribution system and the 24kV sub-transmission system>?

converting
network.

As described by DTEE witness R. M. Stowe, the 8.3kV Pontiac conversion program
similarly includes decommissioning at least substation equipment, fuses, and line
transformers.

In each case, the decommissioning of equipment will include retirement units that are not

yet fully depreciated. Those retirement units should properly be treated as stranded assets

and securitized.

30 Id., RMS-69:1 through RMS-74.
51 Jd., RMS-23:1-2.

2 4., RMS-44:24.

33 Id., RMS-49:16-23.
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Are there other causes of stranded assets than conversions?

Yes, assets might also be stranded by replacements to meet new Company standards.

Why should stranded assets from distribution system conversions and other activities
be securitized?

These are assets that have remaining life at the time of system conversion but will be
withdrawn from service. As with power plants that have been retired before being fully
depreciated, these assets should be considered for securitization so as to remove them from
DTEE’s rate base, finance their remaining value at lower cost, and thereby lower costs to
DTEE’s customers. These customers are paying for the replacement assets at the beginning
of their depreciation when their contribution to rate base is high, so their continuing

payments for the retired assets are an undue burden.

What do you recommend that the Commission order on this matter?

I recommend that the Commission order DTEE to remove the net book value at retirement
of all assets taken out of service in conjunction with distribution system conversions going
forward starting in the test year, as well as the current net book value of those remaining
in rate base from previous conversions, placing them in a deferred asset account. The

Commission should further order DTEE to request securitization.
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SECURITIZATION OF DISTRIBUTION SYSTEM SURGE SPENDING

DTEE has been and in this case proposes increasing expenditures on its distribution
system. Should any of this spending be considered to be a surge in spending rather
than a permanent increase in spending levels?

Yes. There are two reasons to consider a significant portion of the increased distribution
spending in recent cases and in this case to be a surge. First, a considerable portion of this
spending increase is to catch up on deferred maintenance investments. Second, a portion
of this spending is to repair damage that resulted from inadequate preventive maintenance,

especially inadequate tree trimming.

Please explain why a significant portion of the increased spending is to catch up on
deferred maintenance investments.
The Liberty Audit identified a number of types of distribution system assets that should be

inspected more frequently

Preventive maintenance can reduce aging and extend the expected life of some assets, such
as wooden poles. But for many distribution system assets such as line transformers and
conductors, most utilities replace failing or failed equipment. Setting aside the benefits of
preventive maintenance, the failure rates of distribution system components are not much
affected by periodic inspection and maintenance programs. Rather, the main value of an
inspection is to identify incipient failures and replace equipment prior to it fully failing and

causing an outage.
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In steady-state programs, the probability that an incipient failure will be found and the
device replaced or repaired before full failure and an outage is approximately>*
proportional to the ratio of the length of the period of failure incipiency to the period
between inspections. So, a doubling of the frequency of inspections (or halving of the
period between inspections), up to the point when the period between inspections
approximates the duration of incipient failure, will in steady state approximately double
the number of incipient failures that are detected and addressed. But each of these
replacements or repairs during incipient failure avoids a replacement or repair upon failure.
In steady state, the number of repairs or replacements per is not greatly changed by more
frequent inspections. However, when the period between inspections is shortened, there
will be a period of approximately the length of the new inspection cycle when additional
replacements or repairs are performed because the more frequent inspections observe more
incipient failures that would otherwise have been replaced or repaired later upon full
failure. Thus, as with DTEE’s tree-trimming surge, a shortened period between inspections

will produce a surge.

With more frequent inspections, a larger share of incipient failures will be repaired before
full failure and an outage, which is the main benefit of the more frequent inspections.
Repairs or replacements during an incipient failure will happen sooner than if the repair or
replacement is done only upon full failure. Thus, more frequent inspections to repair or

replace equipment with incipient failures will shorten the expected service life of the

3 If the period of incipient failure was deterministic and constant, this would not be an approximation. The more
heterogenous the period of incipient failure, the more necessary it would be to use a more sophisticated formulation
of the probability of replacement or repair before full failure, but even in that case, my qualitative characterization of
such programs is broadly valid.
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equipment by the difference in time between inspection-based replacement of equipment
with an incipient failure and when that equipment would have fully failed. Statistically,
that difference will be half the average duration of an incipient failure. So, there will be a
modest increase in baseline frequency or repair or replacement once a surge is complete.
But the utility costs of individual repairs or replacements will likely be less when they are
done to correct an incipient failure discovered through inspections than when done in
response to outages. The balance of mildly increased repair or replacement frequency and
lower cost per repair or replacement event may result in a modest increase or decrease of
baseline spending levels, but historic spending levels adjusted for inflation are a reasonable

estimate of the post-surge spending levels.

In general, shifts in inspection standards that lengthen the period that inspections would
consider to be incipient failure would have similar effects to those I described above for

increased inspection frequency.

Changes in distribution system component standards that increase the expected life of
components have somewhat different effects on maintenance and repair costs, producing a
cost surge as better but more expensive components are infused into the distribution system
in replacement of the previous technology, but then providing reduced frequency of repair
or replacement after the improved components are in place. Complete replacement of the
incumbent technology with the new technology will take the full life cycle of the incumbent
technology components, but reduced frequency of repair or replacement due to the new
technology will gradually take effect. The period of surge spending associated with such a

process depends on the relative effects of increased component cost and decreased repair
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frequency and require a different calculation of the surge period. But if the technology
change is cost-effective, there will be a period of spending above historical spending levels,

followed by a permanent reduction of spending to a level below the historical baseline.

We can therefore reasonably approximate surge spending as the amount in excess of
historic spending levels including those done to repair outages caused by the class of

component in question, and expect a return to historic spending levels after the surge.

Please explain why a portion of increased spending is to repair damage that resulted
from inadequate preventive maintenance?

Some well-executed utility maintenance programs serve to prevent damage that then
requires repair or replacement of distribution system components. Sometimes, the
preventive maintenance is performed directly on the component whose failure rate is
reduced. A good example of this is that preservative can be reapplied to wooden poles
showing early signs of decay or of depleted preservatives. It is reasonable to assume that
some portion of DTEE pole defects is due to historic low inspection frequency and

consequent low application of preventive maintenance practices.

But sometimes, the damage is avoided by maintenance or repair of something else. A good
example of this is tree trimming. Trees do cause immediate outages, and reducing those
outages has been the primary focus of the DTEE’s tree trimming surge. However, tree
contact causes shorts that can damage nearby electrical equipment. Tree and limb fall
creates tension in conductors that can crack pole top insulators. Conductor breaks due to
tree damage are typically repaired by splicing conductor at the break point, but splices are

weaker than complete conductor and are therefore more susceptible to future line breaks.
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It is therefore reasonable to assume that some portion of DTEE’s distribution system
equipment has been damaged and will have shorter life and higher failure rates as a result

of DTEE’s historic tree-trimming deficiencies.

Thus, the current baseline and surging spending on DTEE’s distribution system are at least
partly attributable to deficient historical preventive maintenance, especially in tree

trimming.

How should the Commission determine the amounts of surge spending?

There are options. Various engineering studies might be done to approximate it, but those
would be complex and subject to significant parameter uncertainty, therefore argument. A
simpler and likely more reliable approach is to use historical baseline spending on each
distribution asset category as though it is the non-surge spending level, consider all
spending above that level to be surge spending for several years, then consider spending
levels thereafter to be baseline (non-surge) spending. The period during which extra
spending is considered surge spending should be based on, and perhaps a bit longer than,
the inspection cycle during which DTEE is deemed to be catching up on repair or

replacement of distribution system assets.

Why should surge spending on the distribution system be securitized?

The Commission previously authorized DTEE’s surge in tree-trimming to be deferred and
securitized. The logic of that action and this proposal are similar. Much of the distribution
surge spending is needed because DTEE spent inadequately on maintenance and
inspections in the past; current customers cannot fairly be asked to pay those costs that

were not paid by past customers. Current customers will not see major benefits from the
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surge spending, which will largely benefit future customers (and perhaps their future
selves). Securitization of a surge of operations and maintenance costs reallocates revenue
requirements onto the future customers that are the main beneficiaries of the surge

spending.

DTEE’s past failures to adequately maintain the distribution system, and particularly to
spend adequately on current expenses like operations and maintenance, should not enrich
current shareholders by inordinately increasing rate base to catch up. Securitization of

capital expenditures places surge investments outside DTEE rate base.

Finally, and most importantly, the cost of financing the surge expenditures through
securitization bonds will be considerably less than DTEE’s authorized weighted cost of

capital, helping to mitigate, though not eliminating, the rate impacts of the surge.

What do you recommend the Commission do in this case?

First, I recommend the Commission direct DTEE to record as regulatory assets the
distribution system maintenance and replacement spending identifiable as catch-up
spending or above maintenance baseline. My colleague Richard Bunch and Attorney
General, MEC, and NRDC (“MNAG”) witnesses Dennis Stephens and Paul Alvarez

identify some of the relevant programs and provide estimates of those amounts.

Second, I recommend the Commission order DTEE to propose in its next rate case the
baseline spending and surge spending in each distribution system program as well as the
duration or criteria for ending surge spending and considering subsequent spending to be

normal utility activity.
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Third, I recommend the Commission order DTEE to periodically propose securitization of
deferred surge spending, as amounts accumulate that warrant the transaction costs. The
Commission’s previous use of $100 million related to tree trimming is a good point of

reference.

RATE DESIGN

What did DTEE propose in this case regarding rate design?

DTEE’s rate design proposals are presented and supported by witnesses Aaron Willis (for
residential rate schedules) and Anthony Turner (for commercial and industrial rate
schedules). For the most part, DTEE does not innovate from the rate design used in the last

casec.

Aside from changes in the per-unit billing rates attendant on proposed changes in cost
responsibility, the principal topic that they address is the treatment of retail capacity
charges. Due to a large increase in revenue responsibility attributed to production capacity,
as provided by MCL 460.6w(3)(b), in the present case due to reconciliation of past capacity
charges proposed by DTEE witness Burgdorf™, the portion of production costs attributed
to capacity costs in this case is quite large. This would have highly distorted the ratio of
demand charges to energy charges in the larger customer rate schedules, so witness Turner
allocates a potion of capacity revenue responsibility to energy charges in order to preserve

a tolerable ratio between demand and energy revenues in those classes.

35 Direct Testimony of Shawn D. Burgdorf, SDB-12:7-25.
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Do you find the continued current approach to rate design satisfactory?

No, I continue to be dissatisfied with DTEE’s approach to rate design, largely on the
grounds that it provides improper price signals to customers and in doing so also creates
significant intra-class cross-subsidies. In this case, I propose that the Commission direct

DTEE to present seasonal volumetric distribution rates in its next rate case

Why do you recommend that the Commission adopt seasonal volumetric distribution
rates?

DTEE currently applies a uniform volumetric distribution charge throughout the year.
However, distribution system utilization is higher in summer such that any capacity
limitations requiring distribution system investments are in summer and increases in winter
demand would generally not require distribution system investments. My colleague
Graham Woolley testifies about the seasonality of distribution system capacity and demand
and the resulting capacity utilization. He shows that DTEE distribution system capacity
utilization is distinctly seasonal with a regime of higher utilization from approximately
mid-May until the beginning of October.>® A shift to seasonal distribution rates would have

at least four salutary effects.

First, it would more accurately bill customers for their cost of service, with customers that
have relatively high summer share of electricity usage paying more than under the current
rate design and customers with relatively high winter share of electricity usage paying less.

Amongst residential customers, low-income customers and occupants of multi-family

56 See Exhibit CUB-24, Transformer Network Eff Cap Utilization w Current Load.
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dwellings tend to have lower air conditioning usage and higher incidence of electric heat,

so seasonal distribution rates would make rate design more equitable.

Second, it would help to repair an unfairness in current rate design. As described by DTEE
witness Cejas Goyanes, distribution system costs are allocated in the Company’s COSS
based on customer count, demand, and special studies of metering costs.’” Demand is used
to allocate costs of “poles, wires, conduit, substations, transformers, and other equipment
that comprise the distribution system.”*® The demand metrics used in the COSS are all
based on summer peaks. Some distribution costs are assigned to monthly service charges,
but most distribution system costs assigned to residential customers are then assigned
uniformly as a rate per kWh.> Unfairness arises in this approach in that customers that
have electric heat have significantly greater kWh sales than customers that use fossil-fueled
heat but have similar summer peak demand, As a result, the customers with electric heat
overpay their cost of service because they pay a kWh rate based on the average ratio of
annual kWh consumption to summer demand peak. A higher summer rate and lower winter
rate would partially mitigate this unfairness. Absent a distinct difference in seasonal

distribution rates, a separate heating rate would be needed to rectify this unfairness.

Third, seasonal distribution rates that are higher in summer will incent customers to adopt
energy efficiency measures that reduce summer load, thereby avoiding utility costs. In

particular, this would include air conditioning, building envelope improvements that

57 Direct Testimony of R. Cejas Goyanes, RCG-17:21 through RCG-19:20.
31d., RCG-18:2-4.
% Direct Testimony of A. Willis, AW-12:1-13.
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reduce cooling loads, smart thermostats that reduce cooling demand in unoccupied space

during daytime, measures that reduce solar gain, and measures that produce interior heat.

Fourth, seasonal distribution rates that are lower in summer may enable customers to adopt
electric heat by making it less costly to operate. As Graham Woolley shows in his
testimony, there is considerable opportunity to increase the use of heat pump space heating
before distribution system capacity usage would peak in winter. Electrification of
residential heat has multiple benefits including public health benefits from reducing local
emissions from fossil fuel combustion, reducing greenhouse gas emissions, and economic

benefits from reducing fuel imports from outside of Michigan.

If the Commission were persuaded to adopt seasonal residential distribution rates,
how should those rates be determined?

As I noted above, DTEE uses demand-based allocators in its COSS for the costs of “poles,
wires, conduit, substations, transformers, and other equipment that comprise the
distribution system.”®® If DTEE were to allocate those costs to summer distribution rates,
because that is when demand peaks occur, the resulting rate design would have very low
winter volumetric rates and very high summer volumetric rates. But, contrary to the use of
a demand allocator in the COSS, several of these cost categories are not materially driven
by demand. Poles, wires, and conduit are needed to deliver power at all times but relatively
little incremental cost is drive by peak demand. Substations, transformers, and some other

equipment is sized based on demand. I therefore recommend that costs of poles, wires, and

%0 Cejas Goyanes Direct, RCG-18:2-4.
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conduit be allocated to energy throughout the year but that costs of substations,

transformers, and related equipment be allocated to summer energy.

RECOMMENDATIONS

Please summarize your conclusions and recommendations to the Commission.

I recommend that the Commission:

Disregard DTEE’s arguments that disallowances create risks for DTEE;

Continue to use historical cost averaging rather than constant dollar averaging to project
DTEE’s distribution system costs;

Disallow $1.7 million operations and maintenance costs for MERC.

Direct DTEE to propose securitization of the net book value of any assets removed from
service as a result of distribution system conversion projects.

Direct DTEE to defer and subsequently propose securitization of distribution system
investments and expenses that are being incurred to catch up on distribution system
maintenance using spending above historical baseline as the guide to determining surge
spending, and to propose criteria for ending this practice as the surge is completed.

Direct DTEE to propose seasonal distribution rates in its next rate case.

Does that complete your testimony?

Yes, it does.
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Douglas B. Jester

Personal Contact Information:

Information 220 MAC Avenue, Suite 218
East Lansing, Ml 48823
517-337-7527
diester@5lakesenergy.com

Professional January 2011 — present 5 Lakes Energy
experience Managing Partner

Co-owner of a consulting firm working to advance the clean energy
economy in Michigan and beyond. Consulting engagements with
foundations, startups, and large mature businesses have included work
on public policy, business strategy, market development, technology
collaboration, project finance, and export development concerning
energy efficiency, smart grid, renewable generation, electric vehicle
infrastructure, and utility regulation and rate design. Policy director for
renewable energy ballot initiative and Michigan energy legislation
advocacy. Supported startup of the Energy Innovation Business Council,
a trade association of clean energy businesses. Developed integrated
resource planning models for use in ten states’ compliance with the
Clean Power Plan. Expert witness in more than 70 electric utility
regulation cases in Michigan and approximately 15 cases in other states.

February 2010 - December 2010 Michigan Department of
Energy, Labor and Economic Growth

Senior Energy Policy Advisor

Advisor to the Chief Energy Officer of the State of Michigan with primary
focus on institutionalizing energy efficiency and renewable energy
strategies and policies and developing clean energy businesses in
Michigan. Provided several policy analyses concerning utility regulation,
grid-integrated storage, performance contracting, feed-in tariffs, and low-
income energy efficiency and assistance. Participated in Pluggable
Electric Vehicle Task Force, Smart Grid Collaborative, Michigan
Prosperity Initiative, and Green Partnership Team. Managed
development of social-media-based community for energy practitioners.
Organized conference on Biomass Waste to Energy.

August 2008 - February 2010 Rose International
Business Development Consultant - Smart Grid

= Employed by Verizon Business’ exclusive external staffing agency for
the purpose of providing business and solution development
consultation services to Verizon Business in the areas of Smart Grid
services and transportation management services.


mailto:djester@5lakesenergy.com

U-21860 | August 22, 2025

Direct Testimony of D. Jester obo CUB, MEC, and NRDC
Ex CUB-12 | Source: Resume of D. Jester

Page 2 of 5

December 2007 - March 2010 Efficient Printers Inc
President/Co-Owner

= Co-founder and co-owner with Keith Carlson of a corporation formed for
the purpose of acquiring J A Thomas Company, a sole proprietorship
owned by Keith Carlson. Recognized as Sacramento County
(California) 2008 Supplier of the Year and Washoe County (Nevada)
Association for Retarded Citizens 2008 Employer of the Year. Business
operations discontinued by asset sale to focus on associated printing
software services of IT Services Corporation.

August 2007 - 2015 IT Services Corporation
President/Owner

= Founder, co-owner, and President of a startup business intended to
provide advanced IT consulting services and to acquire or develop
managed services in selected niches, currently focused on developing
e-commerce solutions for commercial printing with software-as-a-
service.

2004 - August 2007 Automated License Systems
Chief Technology Officer

= Member of four-person executive team and member of board of
directors of a privately-held corporation specializing in automated
systems for the sale of hunting and fishing licenses, park campground
reservations, and in automated background check systems. Executive
responsible for project management, network and data center
operations, software and product development. Brought company
through mezzanine financing and sold it to Active Networks.

2000 - 2004 WorldCom/MCI
Director, Government Application Solutions

= Executive responsible in various combinations for line of business sales,
state and local government product marketing, project management,
network and data center operations, software and product development,
and contact center operations for specialized government process
outsourcing business. Principal lines of business were vehicle emissions
testing, firearm background checks, automated hunting and fishing
license systems, automated appointment scheduling, and managed
application hosting services. Also responsible for managing order entry,
tracking, and service support systems for numerous large federal
telecommunications contracts such as the US Post Office, Federal
Aviation Administration, and Navy-Marine Corps Intranet.

» Increased annual line-of-business revenue from $64 million to $93
million, improved EBITDA from approximately 2% to 27%, and retained
all customers, in context of corporate scandal and bankruptcy.

= Repeatedly evaluated in top 10% of company executive management
on annual performance evaluations.
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1999-2000 Compuware Corporation
Senior Project Manager

= Senior project manager, on customer site with five project managers
and team of approximately 80, to migrate a major dental insurer from a
mainframe environment to internet-enabled client-server environment.

1995 - 1999 City of East Lansing, Michigan
Mayor and Councilmember

= Elected chief executive of the City of East Lansing, a sophisticated city
of 52,000 residents with a council-manager government employing
about 350 staff and with an annual budget of about $47 million. Major
accomplishments included incorporation of public asset depreciation
into budgets with consequent improvements in public facilities and
services, complete rewrite and modernization of city charter, greatly
intensified cooperation between the City of East Lansing and the East
Lansing Public Schools, significant increases in recreational facilities
and services, major revisions to housing code, initiation of revision of the
City Master Plan, facilitation of the merger of the Capital Area
Transportation Authority and Michigan State University bus systems,
initiation of a major downtown redevelopment project, City government
efficiency improvements, and numerous other policy initiatives. Member
of Michigan Municipal League policy committee on Transportation and
Environment and principal writer of league policy on these subjects (still
substantially unchanged as of 2022).

1995-1999 Michigan Department of Natural Resources
Chief Information Officer

= Executive responsibility for end-user computing, data center operations,
wide area network, local area network, telephony, public safety radio,
videoconferencing, application development and support, Y2K
readiness for Departments of Natural Resources and Environmental
Quality. Directed staff of about 110. Member of MERIT Affiliates Board
and of the Great Lakes Commission’s Great Lakes Information Network
(GLIN) Board.

1990-1995 Michigan Department of Natural Resources
Senior Fisheries Manager

= Responsible for coordinating management of Michigan's Great Lakes
fisheries worth about $4 billion per year including fish stocking and sport
and commercial fishing regulation decisions, fishery monitoring and
research programs, information systems development, market and
economic analyses, litigation, legislative analysis and negotiation.
University relations. Extensive involvement in regulation of steam
electric and hydroelectric power plants.

= Served as agency expert on natural resource damage assessment, for
all resources and causes.

» Considerable involvement with Great Lakes Fishery Commission,
including:
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Co-chair of Strategic Great Lakes Fishery Management Plan
working group

Member of Lake Erie and Lake St. Clair Committees

Chair, Council of Lake Committees

Member, Sea Lamprey Control Advisory Committee

St Clair and Detroit River Areas of Concern Planning Committees

O O O O

1989-1990 American Fisheries Society
Editor, North American Journal of Fisheries Management

= Full responsibility for publication of one of the premier academic journals
in natural resource management.

1984 - 1989 Michigan Department of Natural Resources
Fisheries Administrator

= Assistant to Chief of Fisheries, responsible for strategic planning,
budgets, personnel management, public relations, market and
economic analysis, and information systems. Department of Natural
Resources representative to Governor’s Cabinet Council on Economic
Development. Extensive involvement in regulation of steam electric and
hydroelectric power plants.

1983-present Michigan State University
Adjunct Instructor

= Irregular lecturer in various undergraduate and graduate fisheries and
wildlife courses and informal graduate student research advisor in
fisheries and wildlife and in parks and recreation marketing.

1977 — 1984 Michigan Department of Natural Resources
Fisheries Research Biologist

» Simulation modeling & policy analysis of Great Lakes ecosystems.
Development of problem-oriented management records system and
“epidemiological” approaches to managing inland fisheries.

= Modeling and valuation of impacts of power plants on natural resources
and recreation.

Education 1991-1995 Michigan State University
PhD Candidate, Environmental Economics

Coursework completed, dissertation not pursued due to decision to
pursue different career direction.

1980-1981 University of British Columbia
Non-degree Program, Institute of Animal Resource
Ecology

1974-1977 Virginia Polytechnic Institute & State University
MS Fisheries and Wildlife Sciences
MS Statistics and Operations Research

1971-1974 New Mexico State University
BIS Mathematics, Computer Science, Biology, and Fine Arts
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Citizenship and Youth Soccer Coach, East Lansing Soccer League, 1987-89
Community

Involvement Co-organizer, East Lansing Community Unity, 1992-1993

Bailey Community Association Board, 1993-1995

East Lansing Commission on the Environment, 1993-1995

East Lansing Street Lighting Advisory Committee, 1994
Councilmember, City of East Lansing, 1995-1999
Mayor, City of East Lansing, 1995-1997

East Lansing Downtown Development Authority Board Member, 1995-
1999

East Lansing Transportation Commission, 1999-2004

East Lansing Non-Profit Housing and Neighborhood Services
Corporation Board Member, 2001-2004

Lansing — East Lansing Smart Zone Board of Directors, 2007-2017

Council on Labor and Economic Growth, State of Michigan, by
appointment of the Governor, May 2009 — May 2012

East Lansing Downtown Development Authority Board Member and
Vice-Chair, 2010 — 2018.

East Lansing Brownfield Authority Board Member and Vice-Chair, 2010
—2018.

East Lansing Downtown Management Board and Chair, 2010 — 2016

East Lansing City Center Condominium Association Board Member,
2015 — present.

City of East Lansing Advisory Commissioner to the Lansing Board of
Water and Light, 2017 — present.

State of Michigan UP Energy Task Force, 2019-present, appointed by
Governor Whitmer.

State of Michigan Dam Safety Committee, 2020-2021
State of Michigan Council on Climate Solutions, Energy Production,
Transmission, Distribution, and Storage Workgroup Co-Chair, 2021-

present.

Board and Executive Committee Member, For Love of Water (FLOW),
2019 - present
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Resear

DTE Electric Co. Rate Case Outcome Modestly

Below Base-Case Expectation

January 31, 2025

What's new: The Michigan Public Service Commission (MPSC) recently approved a $2T7 million
revenue increase for OTE Electric Co. (DTEE) effective Feb. €, 2025. The rate case decision
maintaing the company's authorized return on equity (ROE) at 8.9%, maintains the previously
approved equity capitalization structure at 50%. and rejects DTEE's requecst 1o raiza its
authorized ROE to 10.5%. Additionally, the commission also extended the company’s investment
recovery mechanism (| RM) festure through Z026.

DTE Electric Co.
Wichigan
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Why it matters: Although the approved revenue increase is materially lower than OTEE s original
rate request of approximately 5456 million (later revised to B447 million), tis only modestly
below 5&P Global Ratings” base case expectation for DTEE's financial performance. The key
difference between the company’s rate request and the final MPSC decision primarity reflects
|oweer forecssted operating expenses capital spend for forecasted years and lower-than-
requested approved ROE, collectively accounting for close to half of DTEE's revisad rate
request. The commizsion also approved DTEE 'z request to extend its IRM through Dec. 31, 2026.
The IRM is & cost recovery rider that permits for a tmelier recovery of DTEE s electric
distribution system investments aimed at improving reliability.

Oversll, while the rate case outcome modestly weakens DTEE's funds from operations (FFO) to
debt by about 30 basis points beginning in 2025, we expact the company’s forecasted FRO to
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debt to remainwithin its financial risk profile category, averaging about 19%- 20% over the next
o years. Key assumptions to our forecast include capital spending of about §3.8 billion over
the next two years, dividends of $800-F800 million, negative cash flow deficit of approximately
%1.8 billion in 2025, and steady costs recovery for its investments.

Ratings Score Snapshot
Busingss nskc Excalleeg

L § - . -
[ —. Earaiiers . A—

A-/Btabla’s-2
Finarcial risk: Signinicant
. b

e 55 el oo s Issuer credit rating

Recent Research

= DOTE Energy Co., April 2. 2024

Company Description

OTEE generates and distributes electricity to ebout 2.3 million residential. commercial, and
industrial customers in southeastern Michigan. The electric utility has around 12,000 megawatts
of generation capacity.

Outlook

COwr stable outlook on DTEE reflects our base-case assumption that the company will generate
sufficient cash flow to maintain financial measwres that support 5&P Global Retings-adjusted
FFOi to debt of 19%6-20%. The stable outlook also reflacts our expectation that parent DTE will
focus growth onits lower-risk, regulated utility strategy. We expect the utility businessez will
account for about 0% of the consclidated comparny. We expect DTE's financial measures will
generally remain im line with expectations, including FFO to debt of 14%6-16%.

Downside scenario

Wie could lower owr rating on DTEE within the next 24 months if we lower our rating on OTE or if
OTEE's stand-alone financial measures weaken such that its FFO to debt remains consistenthy
below 15%.

Upside scenario

‘We could raize our rating on OTEE within the next 24 months if we raize our rating on DTE and
OTEE's stand-alone FFO to debt consistently exceeds Z1%.

@ 5&F Giohal Ratings. AL nghts resenssd. No reprint or dissamination without S&F Glabal Ratings’ permission. Soa Terms of
UseTisclaeme on thio last page.
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Peer Comparison

DTE Electric Co—Pesr Comparisons
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Environmental, Social, And Governance
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MOODY’S
RATINGS

Announcement of Periodic Review: Moody's Ratings announces
completion of a periodic review of ratings of DTE Energy
Company, DTE Electric Company and DTE Gas Company

11 Mar 2025

New York, March 11, 2025 -- Moody's Ratings (Moody's) has completed a periodic review of the
ratings of DTE Energy Company (DTE Energy), DTE Electric Company (DTE Electric), DTE Gas
Company (DTE Gas) and other ratings that are associated with these issuers.

The review was conducted through a rating committee held on 7 March 2025 in which we
reassessed the appropriateness of the ratings in the context of the relevant principal
methodology(ies), and recent developments.

This publication does not announce a credit rating action and is not an indication of whether or
not a credit rating action is likely in the near future. Please see the Issuer page on
https://ratings.moodys.com for the most updated credit rating action information and rating
history.

Key Rating considerations and rationale are summarized below.

DTE Energy Company's credit quality reflects the relatively strong credit profiles of its two
primary regulated utilities, DTE Electric Company (DTE Electric, A2 stable) and DTE Gas
Company (DTE Gas, A3 stable), and the supportive regulatory framework in Michigan, where
both utilities operate. We view DTE as a stable regulated utility holding company with good
growth potential, and expect the regulatory environment to remain credit supportive. In 2023
and 2024, DTE's credit metrics sustained an improvement back to historical levels following the
weakness exhibited in 2022 primarily driven by a less supportive rate case outcome and delays in
the recovery in commodity cost. As a result, its cash flow from operations before changes in
working capital (CFO pre-WC) to debt was 17.1% in 2024, excluding securitization debt and the
underfunded portion the nuclear decommission trust. We anticipate that the company's credit
metrics be lower as a result of elevated capital expenditures and the potential for higher debt.
We expect DTE to produce CFO pre-WC to debt around 14% over the next 2-3 years.

DTE Electric Company's credit quality reflects its operating profile as a vertically integrated
utility that generates steady and predictable cash flow in a credit supportive Michigan regulatory
environment. This is offset by capital investments that will remain elevated in order to maintain
operational reliability, and to transform DTE Electric's majority coal-fired generation fleet into a
predominantly renewable technologies fleet with some continued use of natural gas fuel and
nuclear. Over the next couple of years, we expect DTE Electric to produce CFO pre-WC to debt
of between 21% and 23% compared to 20.5% and 21.8% in 2023 and 2024, respectively. We
anticipate that DTE Electric's leverage will be sustained at an elevated level to fund its capital
investment program. However, the company should maintain a relatively steady credit profile
supported by the regulatory mechanisms for cost recovery available in Michigan.

DTE Gas Company's credit assessment incorporates its low business risk profile as a regulated

natural gas local distribution company (LDC) and a credit supportive regulatory environment in
Michigan. Despite this regulatory environment and frequent rate case filings, the credit profile
of DTE Gas declined in 2024 as it continues to undergo a large capital investment program. We
expect DTE Gas's cash flow from operations before changes in working capital (CFO pre-WC) to
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debt ratio to decline from historical levels driven by these sustained higher capital expenditures
and potential delays in the timing of commodity cost recovery. In 2024, DTE Gas's cash flow from
operations before changes in working capital (CFO pre-WC) to debt was 18.7%, down from
22.1% in 2022 and 24.1% in 2023. Over the next 2-3 years, the company's leverage is likely to
increase in order to partially fund its capital expenditures and to maintain a 50% equity capital
structure. However, we expect DTE Gas to also steadily increase its cash flow generation under
the constructive Michigan regulatory framework, maintaining an adequate financial profile for
its rating.

This document summarizes our view as of the publication date and will not be updated until the
next periodic review announcement, which will incorporate material changes in credit
circumstances (if any) during the intervening period.

The principal methodology used for this review was Regulated Electric and Gas Utilities
published in August 2024. Please see the Rating Methodologies page on

https://ratings.moodys.com for a copy of this methodology.

This announcement applies only to EU rated, UK rated, EU endorsed and UK endorsed ratings.
Non-EU rated, non-UK rated, non-EU endorsed and non-UK endorsed ratings may be referenced
herein to the extent necessary, if they are part of the same organization list.

This publication does not announce a credit rating action. For any credit ratings referenced in
this publication, please see the issuer/deal page on https://ratings.moodys.com for the most
updated credit rating action information and rating history.

Knox Gainer
Analyst

Michael G. Haggarty
Associate Managing Director

Releasing Office:

Moody's Investors Service, Inc.
250 Greenwich Street

New York, NY 10007

U.S.A.

JOURNALISTS: 1 212 553 0376
Client Service: 1 212 553 1653

© 2025 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or
their licensors and affiliates (collectively, "MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES ARE THEIR
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MATERIALS, PRODUCTS,
SERVICES AND INFORMATION PUBLISHED OR OTHERWISE MADE AVAILABLE BY
MOODY'S (COLLECTIVELY, "MATERIALS") MAY INCLUDE SUCH CURRENT OPINIONS.
MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED
FINANCIAL LOSS IN THE EVENT OF DEFAULT OR IMPAIRMENT. SEE APPLICABLE
MOODY'S RATING SYMBOLS AND DEFINITIONS PUBLICATION FOR INFORMATION
ON THE TYPES OF CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY
MOODY'S CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK,
INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS ("ASSESSMENTS"), AND
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OTHER OPINIONS INCLUDED IN MOODY'S MATERIALS ARE NOT STATEMENTS OF
CURRENT OR HISTORICAL FACT. MOODY'S MATERIALS MAY ALSO INCLUDE
QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED
OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. AND/OR ITS
AFFILIATES. MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
MATERIALS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL
ADVICE, AND MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
MATERIALS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE,
SELL, OR HOLD PARTICULAR SECURITIES. MOODY'S CREDIT RATINGS,
ASSESSMENTS, OTHER OPINIONS AND MATERIALS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S
ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER OPINIONS AND
PUBLISHES OR OTHERWISE MAKES AVAILABLE ITS MATERIALS WITH THE
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE
CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND MATERIALS ARE NOT
INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND
INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS,
ASSESSMENTS, OTHER OPINIONS OR MATERIALS WHEN MAKING AN INVESTMENT
DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER
PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY
MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.
FOR CLARITY, NO INFORMATION CONTAINED HEREIN MAY BE USED TO DEVELOP,
IMPROVE, TRAIN OR RETRAIN ANY SOFTWARE PROGRAM OR DATABASE, INCLUDING, BUT
NOT LIMITED TO, FOR ANY ARTIFICIAL INTELLIGENCE, MACHINE LEARNING OR NATURAL
LANGUAGE PROCESSING SOFTWARE, ALGORITHM, METHODOLOGY AND/OR MODEL.

MOODY'S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND MATERIALS ARE NOT
INTENDED FOR USE BY ANY PERSON AS A BENCHMARK AS THAT TERM IS DEFINED FOR
REGULATORY PURPOSES AND MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN
THEM BEING CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY'S from sources believed by it to be
accurate and reliable. Because of the possibility of human or mechanical error as well as other
factors, however, all information contained herein is provided "AS IS" without warranty of any
kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a
credit rating is of sufficient quality and from sources MOODY'S considers to be reliable
including, when appropriate, independent third-party sources. However, MOODY'S is not an
auditor and cannot in every instance independently verify or validate information received in the
credit rating process or in preparing its Materials.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents,
representatives, licensors and suppliers disclaim liability to any person or entity for any indirect,
special, consequential, or incidental losses or damages whatsoever arising from or in connection
with the information contained herein or the use of or inability to use any such information, even
if MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or
suppliers is advised in advance of the possibility of such losses or damages, including but not
limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where
the relevant financial instrument is not the subject of a particular credit rating assigned by
MOODY'S.
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To the extent permitted by law, MOODY'S and its directors, officers, employees, agents,
representatives, licensors and suppliers disclaim liability for any direct or compensatory losses or
damages caused to any person or entity, including but not limited to by any negligence (but
excluding fraud, willful misconduct or any other type of liability that, for the avoidance of doubt,
by law cannot be excluded) on the part of, or any contingency within or beyond the control of,
MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or
suppliers, arising from or in connection with the information contained herein or the use of or
inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
CREDIT RATING, ASSESSMENT, OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's
Corporation ("MCO"), hereby discloses that most issuers of debt securities (including corporate
and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by
Moody's Investors Service, Inc. have, prior to assignment of any credit rating, agreed to pay
Moody's Investors Service, Inc. for credit ratings opinions and services rendered by it. MCO and
all MCO entities that issue ratings under the "Moody's Ratings" brand name ("Moody's Ratings"),
also maintain policies and procedures to address the independence of Moody's Ratings' credit
ratings and credit rating processes. Information regarding certain affiliations that may exist
between directors of MCO and rated entities, and between entities who hold credit ratings from
Moody's Investors Service, Inc. and have also publicly reported to the SEC an ownership interest
in MCO of more than 5%, is posted annually at ir.moodys.com under the heading "Investor
Relations — Corporate Governance — Charter and Governance Documents - Director and
Shareholder Affiliation Policy."

Moody's SF Japan K.K., Moody's Local AR Agente de Calificacién de Riesgo S.A., Moody's Local
BR Agéncia de Classificagdo de Risco LTDA, Moody's Local MX S.A. de C.V, I.C.V., Moody's Local
PE Clasificadora de Riesgo S.A., and Moody's Local PA Calificadora de Riesgo S.A. (collectively,
the "Moody's Non-NRSRO CRAs") are all indirectly wholly-owned credit rating agency
subsidiaries of MCO. None of the Moody's Non-NRSRO CRAs is a Nationally Recognized
Statistical Rating Organization.

Additional terms for Australia only: Any publication into Australia of this document is pursuant to
the Australian Financial Services License of MOODY'S affiliate, Moody's Investors Service Pty
Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94
105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
"wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you
are, or are accessing the document as a representative of, a "wholesale client" and that neither
you nor the entity you represent will directly or indirectly disseminate this document or its
contents to "retail clients" within the meaning of section 761G of the Corporations Act 2001.
MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer,
not on the equity securities of the issuer or any form of security that is available to retail
investors.

Additional terms for India only: Moody's credit ratings, Assessments, other opinions and
Materials are not intended to be and shall not be relied upon or used by any users located in
India in relation to securities listed or proposed to be listed on Indian stock exchanges.

Additional terms with respect to Second Party Opinions and Net Zero Assessments (as defined in
Moody's Ratings Rating Symbols and Definitions): Please note that neither a Second Party
Opinion ("SPO") nor a Net Zero Assessment ("NZA") is a "credit rating". The issuance of SPOs
and NZAs is not a regulated activity in many jurisdictions, including Singapore. JAPAN: In Japan,
development and provision of SPOs and NZAs fall under the category of "Ancillary Businesses",
not "Credit Rating Business", and are not subject to the regulations applicable to "Credit Rating
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Business" under the Financial Instruments and Exchange Act of Japan and its relevant
regulation. PRC: Any SPO: (1) does not constitute a PRC Green Bond Assessment as defined
under any relevant PRC laws or regulations; (2) cannot be included in any registration statement,
offering circular, prospectus or any other documents submitted to the PRC regulatory authorities
or otherwise used to satisfy any PRC regulatory disclosure requirement; and (3) cannot be used
within the PRC for any regulatory purpose or for any other purpose which is not permitted under
relevant PRC laws or regulations. For the purposes of this disclaimer, "PRC" refers to the
mainland of the People's Republic of China, excluding Hong Kong, Macau and Taiwan.



U-21860 | August 22, 2025

Direct Testimony of D. Jester obo CUB, MEC, and NRDC
Ex CUB-15 | Source: Attachment AGDE-2.43-03 Fitch 2025 DTE Electric

Page 1 0of 14

Exclusively for the use of Daniel Neama at Fitch Group, Inc.. Downloaded: 17-Apr-2025

FitchRatings

DTE Electric Company

DTE Electric Company’s (DTEE; A-/Stable) ratings reflect Fitch Ratings’ expectations of stable
credit metrics at the low-risk regulated electric utility with a predominantly constructive
regulatory environment in Michigan. Funds from operations (FFO) leverage is projected to
remain within the rating sensitivities' range through 2025-2027, despite significant capital
expenditure (capex) plans. Fitch Ratings’ assessment of parent DTE Energy Company’s (DTE;
BBB/Stable) group structure allows an up to two-notch differential between the Long-Term
Issuer Default Ratings (IDR) of DTE and DTEE.

Key Rating Drivers

Supportive Regulatory Environment: Fitch views the regulatory environment for electric
utilities in Michigan as mostly constructive from a credit perspective. The regulatory framework
allows full pass-through of fuel costs, forward-looking test years and a timely 10-month review
period for general rate case resolution. DTEE's authorized return on equity (ROE) of 9.9%
remains above the 2024 industry average of 9.74%.

Increased Regulatory Scrutiny: DTEE has faced increased regulatory scrutiny over storm
outages after aregulator-commissioned audit. The audit cited aging distribution equipment and
insufficient vegetation management practices as key factors contributing to extended customer
outages. In response, DTEE has committed to reducing power outages by 30% and cutting
outage time in half by 2029 by increasing investments in distribution and vegetation
management. In 2024, customer outage times decreased by 70%, which is a good development
as regulators focus on customer reliability.

DTE Electric GRC Order Balanced: Fitch believes that the January 2025 rate order issued is
credit supportive, albeit less than expected. The approved $217.4 million revenue requirement
increase, representing 49% of the request, down from 63% previously, is based on a 9.9% ROE
(unchanged) and a 50% equity ratio (unchanged) on a $21.8 billion rate base. Regulators
authorized the continuation of the investment recovery mechanism for $300 million in
distribution investments through 2025. The rise in customer bills is approximately $4.61 per
month, which is offset by lower fuel costs.

Growing Data Center Demand: DTEE recently signed three non-binding agreements to serve
up to 2.1 GW of data center load, which ramps up through 2032. Demand will be met by 1 GW
of existing generating capacity, and new generation will be needed in the near term. Longer
term, generation needs will be supported by DTEE's 2026 Integrated Resource Plan (IRP). Retail
sales growth driven by data center load is projected to increase to 4%-5% in 2028-2032 after
being flatin 2024. Michigan has a sale and use tax exemption for data center equipment through
2050.

Elevated Capex Driven by Decarbonization: DTEE plans to invest approximately $24 billion
from 2025 through 2029, with $10 billion for clean generation and other projects, $10 billion
for distribution infrastructure, and $4 billion for base infrastructure. This is a $4 billion increase
compared with the previous plan and reflects greater clean energy and distribution
investments. The investments will result in negative free cash flow (FCF) in the intermediate
term. Fitch expects the capital program will be funded with internal cash flow, debt and equity.

Upward Capex Revisions Likely: Fitch believes an upward revision in capex is likely, given the
increasing focus on reliability and clean energy legislation passed in Michigan in 2023 that
targets 100% clean generation by 2040 in MISO. Concerns regarding the large capex plan are
mitigated by the Michigan Public Service Commission’s constructive ratemaking policies and
alignment of planned capex with state policy. The energy legislation provides expanded
incentives for energy efficiency and improved economics for PPAs, which are beneficial in
Fitch's view.
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Decarbonization Path: DTEE is exiting its coal-fired generation by 2032 and replacing it with natural gas and
renewables. DTEE's current IRP, which aims for net-zero emissions by 2050, aligns with Michigan's clean energy
policy, which has a standard of 80% clean energy by 2035 and 100% by 2040, with a renewable standard of 50% by
2030. By 2027, an additional 1.2 GW of solar and 350 MW of energy storage are planned, with 220 MW of storage
under construction. By 2042, an additional 15.4 GW of renewables and 1.8 GW of storage are planned.

Solid Financial Profile: Fitch believes DTEE's credit metrics are consistent with its rating. Debt maturities are
manageable, and DTEE is expected to have continued access to capital markets. Fitch-calculated FFO leverage was at
3.9xin 2024, which was 60 basis points stronger thanin 2023 and primarily reflects new rates following a constructive
GRC outcome in December 2023, along with warmer summer weather and lower storm expense. FFO leverage is
expected to average 3.8x through 2025-2027, supported by recent and ongoing rate relief.

Financial Summary

(USD Mil.) 2021 2022 2023 2024
Gross revenue 5,809 6,397 5,804 6,277
EBITDA 2,431 2,567 2,606 2,853
CFO (Fitch-defined) 2,310 1,684 2,269 2,813
Capital intensity (capex/revenue) (%) 51.9 41.1 532 57.9
Debt 9,200 10,167 10,755 11,936
FFO leverage (x) 4.2 3.6 4.5 3.9
FFO interest coverage (x) 6.5 7.8 5.6 6.1
EBITDA leverage (x) 3.8 4.0 4.1 4.2
F - Forecast.

Source: Fitch Ratings, Fitch Solutions

Peer Analysis

DTEE compares favorably with regulated single-state peers Consumers Energy Company (Consumers; A-/Stable) and
Northern States Power Company Wisconsin (NSP; A-/Stable). All three operate in supportive regulatory
environments with favorable recovery mechanisms. DTEE and Consumers operate in Michigan and are similarly sized,
while NSP is smaller and based in Wisconsin.

However, Consumers also operates as a gas utility, while DTEE and NSP are both electric utilities. DTEE's financial
profile compares favorably with Consumers', but less so with NSP's. Fitch forecasts DTEE’S FFO leverage to average
3.8x through 2025 to 2027, modestly better than 4.1x at Consumers and in line with NSP’s average of 3.8x to 4.2x
through 2028.

Rating Sensitivities
Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade

. A notch downgrade at the parent DTE;
. An adverse change in Michigan's regulatory environment;
. Sustained FFO leverage greater than 4.5x.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade
o Sustained FFO leverage of 3.5x or better.

Liquidity and Debt Structure

DTEE had approximately $146 million of available liquidity as of Dec. 31, 2024, consisting of cash and amounts
available under revolving credit facilities and letter of credit facilities. DTEE's revolving credit facility expires in
October 2029.

Liquidity is provided by an $800 million revolving credit facility at DTEE. DTEE was compliant with a consolidated
debt/capitalization ratio of 52% as defined under the credit agreement as of Dec. 31, 2024. Debt maturities remain
manageable given the history of successful refinancing, and Fitch expects DTEE to have continued access to the
capital markets.

DTE Electric Company
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ESG Considerations

The highest level of ESG credit relevance is a score of '3', unless otherwise disclosed in this section. Ascore of '3' means
ESG issues are credit-neutral or have only a minimal credit impact on the entity, either due to their nature or the way
in which they are being managed by the entity. Fitch's ESG Relevance Scores are not inputs in the rating process; they
are an observation on the relevance and materiality of ESG factors in the rating decision. For more information on
Fitch's ESG Relevance Scores, visit https://www.fitchratings.com/topics/esg/products#esg-relevance-scores.

Climate Vulnerability Considerations

Fitch uses Climate Vulnerability Signals (Climate.VS) as a screening tool to identify sectors and Fitch-rated issuers
that are potentially most exposed to credit-relevant climate transition risks and, therefore, require additional
consideration of these risks in rating reviews. Climate.VS range from O (lowest risk) to 100 (highest risk). For more
information on Climate.VS, see Fitch’s Corporate Rating Criteria. For more detailed, sector-specific information on
how Fitch perceives climate-related transition risks, see Climate Vulnerability Signals for Non-Financial Corporate
Sectors.

DTEE’s Climate.VSin 2035 is elevated at 53. It reflects DTEE’s ownership of its coal and gas generation fleet, partially
offset by transmission and distribution operations and nuclear generation. Most of the coal generation will be retired
and replaced with renewable resources and the company expects to retire all of its coal generation by 2032. For
further information on how Fitch perceives climate-related risks in the utilities sector, see Utilities - Long-Term
Climate Vulnerability Signals Update.

Climate.VS Evolution
As of Dec 31, 2024.

Coal-fired generation - North America Gas-fired Generation - North America
s N Uclear generation - North America e E|ectricity transmission and distribution
s Renewables (solar and wind) e» e» e» DTE Electric Company
(Climate.VS)
100
80
60

_-_—-—--——-———————---—-——————l
|
40
20
0
2025 2030 2035 2040 2045 2050

Source: Fitch Ratings
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Liquidity and Debt Maturities

Cash and Maturities Report

(USD Mil.)

December 31,2023

December 31, 2024

Total cash and cash equivalents 32 59
Short-term investments — —
Less not readily available cash and cash equivalents 17 48
Fitch-defined readily available cash and cash equivalents 15 11
Availability under committed lines of credit 471 135
Total liquidity 486 146
LTM EBITDA after associates and minorities 2,606 2,853
LTM FCF -1,822 -1,599
Source: Fitch Ratings, Fitch Solutions, DTE Electric Company

Scheduled Debt Maturities

(USD Mil.) December 31, 2024
2025 1,016
2026 677
2027 -
2028 575
2029 59
Thereafter 9,609
Total 11,936
Source: Fitch Ratings, Fitch Solutions, DTE Electric Company

Key Assumptions

. Constructive regulatory environment in Michigan with ROE for DTEE in line with currently approved returns;
° No material equity issuances;

. Securitization debt is excluded from the FFO leverage calculations;

. Capital structure commensurate with regulatory structure.
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Financial Data

(USD Mil.) 2021 2022 2023 2024
Summary income statement

Gross revenue 5,809 6,397 5,804 6,277
Revenue growth (%) 5.5 10.1 -9.3 8.2
EBITDA before income from associates 2,431 2,567 2,606 2,853
EBITDA margin (%) 41.8 40.1 44.9 455
EBITDA after associates and minorities 2,431 2,567 2,606 2,853
EBIT 1,270 1,327 1,227 1,369
EBIT margin (%) 21.9 20.7 21.1 218
Gross interest expense -346 -381 -444 -529
Pretax income including associate income/loss 970 981 850 1,040
Summary balance sheet

Readily available cash and equivalents 9 15 15 11
Debt 9,200 10,167 10,755 11,936
Net debt 9,191 10,152 10,740 11,925
Summary cash flow statement

EBITDA 2,431 2,567 2,606 2,853
Cash interest paid -332 -361 -424 -501
Cash tax -5 33 -15 231
Dividends received less dividends paid to minorities (inflow/outflow) - - = =
Other items before FFO -252 216 -219 -46
FFO 1,842 2,463 1,968 2,537
FFO margin (%) 31.7 38.5 33.9 40.4
Change in working capital 468 -779 301 276
CFO (Fitch-defined) 2,310 1,684 2,269 2,813
Total non-operating/nonrecurring cash flow — — — —
Capex -3,017 -2,626 -3,089 -3,636
Capital intensity (capex/revenue) (%) 51.9 41.1 53.2 57.9
Common dividends -588 -763 -1,002 -776
FCF -1,295 -1,705 -1,822 -1,599
FCF margin (%) -22.3 -26.7 -31.4 -25.5
Net acquisitions and divestitures — 4 — —
Other investing and financing cash flow items -36 -54 -59 -118
Net debt proceeds 769 1,170 1,130 1,110
Net equity proceeds 555 600 759 634
Total change in cash -7 15 8 27
Calculations for forecast publication

Capex, dividends, acquisitions and other items before FCF -3,605 -3,385 -4,091 -4,412
FCF after acquisitions and divestitures -1,295 -1,701 -1,822 -1,599
FCF margin after net acquisitions (%) -22.3 -26.6 -31.4 -25.5
Gross Leverage ratios (x)

FFO leverage 4.2 3.6 4.5 3.9
(CFO-capex)/debt -7.7 -9.3 -7.6 -6.9
Net Leverage ratios (x)

FFO net leverage 4.2 3.6 4.5 3.9
(CFO-capex)/net debt -7.7 -9.3 -7.6 -6.9
Coverage ratios (x)

FFO interest coverage 6.5 7.8 5.6 6.1
FFO fixed-charge coverage 6.5 7.8 5.6 6.1

CFO - Cash flow from operations
Source: Fitch Ratings, Fitch Solutions
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How to Interpret the Forecast Presented

The forecast presented above is based on Fitch Ratings’ internally produced, conservative rating case forecast. It does not represent the forecast of the rated issuer. The forecast
set out above is only one component used by Fitch Ratings to assign a rating or determine a rating outlook, and the information in the forecast reflects material but not exhaustive
elements of Fitch Ratings’ rating assumptions for the issuer’s financial performance. As such, it cannot be used to establish a rating, and it should not be relied on for that purpose.
Fitch Ratings’ forecasts are constructed using a proprietary internal forecasting tool, which employs Fitch Ratings’ own assumptions on operating and financial performance that
may not reflect the assumptions that you would make. Fitch Ratings’ own definitions of financial terms such as EBITDA, debt or free cash flow may differ from your own such
definitions. Fitch Ratings may be granted access, from time to time, to confidential information on certain elements of the issuer’s forward planning. Certain elements of such
information may be omitted from this forecast, even where they are included in Fitch Ratings’ own internal deliberations, where Fitch Ratings, at its sole discretion, considers the
data may be potentially sensitive in acommercial, legal or regulatory context. The forecast (as with the entirety of this report) is produced strictly subject to the disclaimers set out
at the end of this report. Fitch Ratings may update the forecast in future reports but assumes no responsibility to do so. Original financial statement data for historical periods is
processed by Fitch Solutions on behalf of Fitch Ratings. Key financial adjustments and all financial forecasts credited to Fitch Ratings are generated by rating agency staff.

DTE Electric Company
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Corporates Ratings Navigator
North American Utilities

Operating Environment

Economic Environment

aa Financial Access
B oo
b-

Regulatory Environment

Degree of Transparency and
Predictability
a

bbb+

Timeliness of Cost Recovery

Trend in Authorized ROEs
Mechanisms Available to Stabilize
Cash Flows

Mechanisms Supportive of
Creditworthiness

Asset Base and Operations

Diversity of Assets

Operations Reliability and Cost
Competitiveness

Exposure to Environmental
Regulations

Capital and Technological Intensity of
Capex

¢

hJ
g
5

ty
Free Cash Flow

Volatilty of Profitability

.ml

bbb+

Financial Flexibility
Financial Discipline
Liquidity

FFO Interest Coverage

lml

bbb+

bbb
bbb

bbb

bbb
bbb

bbb

bbb

Very strong combination of countries where economic value is created and where assets are
located.

Very strong combination of issuer specific funding characteristics and of the strength of the relevant
local financial market

Systemic governance (eg rule of law, corruption; government effectiveness) of the issuer's country of

incorporation consistent with ‘aa'.

Track record of transparent and predictable regulation.
Minimal ag to recover capital and operating costs.
Above-average authorized ROE.

Revenues partially insulated from variability in consumption

Effective regulatory minimum I

Good quality andlor reasonable scale diversified assets.
‘Track record of reliable, low-cost operations.
Limited or manageable exposure to environmental regulations.

Moderate reinvestments requirements in established technologies.

Structurally neutral to negative FCF across the investment cycle.

Higher stabiity and predictabilty of profits relative to uilty peers.

Clear commitment to maintain a conservative policy with only modest deviations allowed.

‘One-year liquidity ratio above 1.25. Well-spread maturity schedule of debt but funding may be less
diversified

5.5x

How to Read This Page: The left column shows the three-notch band assessment for the overall Factor, llustrated by a bar. The
fight column breaks down the Factor into Sub-Factors, with a description appropriate for each Sub-Factor and its corresponding

category.

Management and Corporate Governance

Management Strategy
a+ Govemance Structure
- Group Structure
a Financial Transparency

Market Position

a-
bbb

Commodity Exposure
Ability to Pass Through Changes in
Fuel

Market Structure
Consumption Growth Trend
Customer Mix

Geographic Location

Supply Demand Dynamics

a- Underlying Supply Mix
bbb

ancial Structure

- EBITDA Leverage
a FFO Leverage
bbb+

Credit-Relevant ESG Derivation

DTE Electric Company has 12 ESG potential rating drivers

Emissions from operations

aa

bbb

bbb

bbb

Fuel use to generate energy and serve load

Impact of waste from operations

Coherent strategy and good track record in implementation.

No record of governance failing. Experienced board exercising effective check and balance to
management. No ownership concentration.

Group structure shows but mitigated by

High quality and timely financial reporting.

Well-established market structure with complete transparency in price-setting mechanisms
‘Customer and usage growth in line with industry averages.

Favorable customer mix.

Beneficial location or reasonable locational diversity.

Moderately favorable outiook for prices/rates.

Limited exposure to changes in commadity costs.
Low variable costs and moderate flexibiity of supply.

Highly captive supply and customer base.

3.75x

Overall ESG
key
i | O | issues
diver | 0 | issues

poertall 12| issues

Plants’ and networks' exposure to extreme weather

Product affordabilty and access

Quality and safety of products and services; data security

Showing top 6 issues
For further details on Credit-Relevant ESG scoring, see page 3.

2 | issues
nota
rating
driver

0 | issues
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Credit-Relevant ESG Derivation
DTE Electric Company has 12 ESG potential rating drivers
DTE Electric Company has exposure to emissions regulatory risk but this has very low impact on the rating.
DTE Electric Company has exposure to energy productivity risk but this has very low impact on the rating.
DTE Electric Company has exposure to waste & impact management risk but this has very low impact on the rating
DTE Electric Company has exposure to extreme weather events but this has very low impact on the rating.
DTE Electric Company has exposure to access/affordability risk but this has very low impact on the rating

DTE Electric Company has exposure to customer accountability risk but this has very low impact on the rating.

‘Showing top 6 issues

Environmental (E) Relevance Scores
General Issues E Score Sector-Specific Issues Reference

GHG Emissions & Air Quality 3 Emissions from operations Asset Base and Operations; Commodity Exposure;
Regulation; Profitabilty
Energy Management 3 Fueluse to generate energy and serve load ﬁf:;;ﬁﬁ;: and Operations; Commodity Exposure;

Water used by hydro plants or by other generation plants, also effluent

Water & Wastewater Management 2 Asset Base and Operations; Regulation; Profitability

management
Waste & Hazardous Materials Management; 3 Impact of waste from operations Asset Base and Operations; Regulation; Profitability
Ecological Impacts
Exposure to Environmental Impacts 3 Plants’ and networks’ exposure to extreme weather Asset Base and Operations; Regulation; Profitability
Social (S) Relevance Scores

General Issues S Score Sector-Specific Issues Reference

Human Rights, Community Relations, Access. Asset Base and Operations; Regulation; Profitabilty;

3 Product affordability and access

& Affordability Financial Structure
gﬁ’;‘:;"g;g::’y“ - Fair Messaging, Privacy 3 Quality and safety of products and services; data security Regulation; Profitability

Labor Relations & Practices 3 Impact of labor negotiations and employee (dis)satisfaction Asset Base and Operations; Profitability
Employee Wellbeing 2 Worker safety and accident prevention Profitability; Asset Base and Operations
Exposure to Social Impacts [ Soct! resistance to major projects thatleads to delays and cost Asset Base and Operations; Profitabilty

Governance (G) Relevance Scores

General Issues G Score Sector-Specific Issues Reference
Management Strategy 3 Strategy development and implementation Management and Corporate Governance
Governance Structure 3 Boardi and hip i and Corporate
Group Structure 3 Complexity, and related-party and Corporate
Financial Transparency 3 Quality and timing of financial disclosure Management and Corporate Governance

E Relevance

S Relevance

G Relevance

ESG Relevance to
Credit Rating

key driver 0 issues
driver 0 issues
potential driver | 12 issues
2 issues
not a rating
driver
0 issues

How to Read This Page
ESG relevance scores range from 1 to 5 based on a 15-level color gradation.
Red (5) is most relevant to the credit rating and green (1) is least relevant.

The Environmental (E), Social (S) and Governance (G) tables break out the
ESG general issues and the sector-specific issues that are most relevant to each
industry group. Relevance scores are assigned to each sector-specific issue,
signaling the credit-relevance of the sector-specific issues to the issuer's overall
credit rating. The Criteria Reference column highlights the factor(s) within which
the corresponding ESG issues are captured in Fitch's credit analysis. The vertical
color bars are visualizations of the frequency of occurrence of the highest
constituent relevance scores. They do not represent an aggregate of the
relevance scores or aggregate ESG credit relevance.

The Credit-Relevant ESG Derivation table's far right column is a visualization of
the frequency of occurrence of the highest ESG relevance scores across the
combined E, S and G categories. The three columns to the left of ESG
Relevance to Credit Rating summarize rating relevance and impact to credit from
ESG issues. The box on the far left identifies any ESG Relevance Sub-factor
issues that are drivers or potential drivers of the issuer's credit rating
(corresponding with scores of 3, 4 o 5) and provides a brief explanation for the
relevance score. All scores of ‘4’ and 5’ are assumed to reflect a negative impact
unless indicated with a *+'sign for positive impact.

Classification of ESG issues has been developed from Fitch's sector ratings
criteria. The General Issues and Sector-Specific Issues draw on the classification
standards published by the United Nations Principles for Responsible Investing
(PRI), the Sustainability Accounting Standards Board (SASB), and the World
Bank.

CREDIT-RELEVANT ESG SCALE

How relevant are E, S and G issues to the overall credit rating?

Highly relevant, a key rating driver that has a significant impact on the rating on
an individual basis. Equivalent to "higher” refative importance within Navigator.

Relevant to rating, not a key rating driver but has an impact on the rating in
combination with other factors. Equivalent to “moderate" relative importance
within Navigator.

ly rating, y P ged ina
that results in no impact on the entity rating. Equivalent to "lower" relative
importance within Navigator.

Imelevant to the entity rating but relevant to the sector.

Imelevant to the entity rating and irrelevant to the sector.

MN bm
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Simplified Group Structure Diagram

Organizational and Debt Structure — DTE Energy Company
($ Mil., as of December 31,2024)

DTE Energy Company
IDR — BBB/Stable

Total Debt with Equity Credit $22,037
DTE Electric Company DTE Gas Co. Other Subsidiaries
IDR — A-/Stable IDR — BBB+/Stable
Total Debt with Total Debt with Equity PO‘Q’e" and;n%‘{smaly\TRNR
Equity Credit $11,936 Credit $2,889 nergy Trading —

Detroit Edison Securitization
Funding LLC
IDR—NR

IDR - Issuer Default Rating. NR - Not rated.
Source: Fitch Ratings, DTE Electric Company.

DTE Electric Company
Rating Report | March 28,2025 fitchratings.com 10



U-21860 | August 22, 2025
Direct Testimony of D. Jester obo CUB, MEC, and NRDC
Ex CUB-15 | Source: Attachment AGDE-2.43-03 Fitch 2025 DTE Electric

Page 11 of 14

Exclusively for the use of Daniel Neama at Fitch Group, Inc.. Downloaded: 17-Apr-2025

FitChRatings Corporates

Electric-Corporate
United States

Peer Financial Summary

Financial Gross

Issuer Default statement revenue FFO FFOinterest FFO EBITDA
Company Rating date (USD Mil.) (USDMil.) coverage (x) leverage (x) leverage (x)
DTE Electric Company A-

A- 2024 6,277 2,537 6.1 3.9 4.2

A- 2023 5,804 1,968 5.6 4.5 4.1

A- 2022 6,397 2,463 7.8 3.6 40
Consumers Energy Company A-

A- 2023 7,127 2,144 6.2 4.2 4.5

A- 2022 8,116 2,052 8.1 4.4 4.5

A- 2021 6,987 1,974 8.0 3.9 4.0
Northern States Power Company-Wisconsin A-

A- 2023 1,177 295 6.8 3.7 3.3

A- 2022 1,201 270 74 3.7 3.2

A- 2021 1,105 254 74 3.7 34

Source: Fitch Ratings, Fitch Solutions
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Fitch Adjusted Financials
Fair value and

Notes and Standardized other debt Lease Other Adjusted
(USD Mil., as of December 31, 2024) formulas values adjustments treatment adjustments values
Income statement summary
Revenue 6,277 — — — 6,277
EBITDA (a) 2,927 - — -74 2,853
Depreciation and amortization -1,487 — — 3 -1,484
EBIT 1,440 - - -71 1,369
Balance sheet summary
Debt (b) 12,566 91 -8 -713 11,936
Of which other off-balance-sheet debt — — — — —
Lease-equivalent debt — — — — —
Lease-adjusted debt 12,566 91 -8 -713 11,936
Readily available cash and equivalents (c) 11 — — — 11
Not readily available cash and equivalents 48 - - - 48

Cash flow summary
EBITDA (a) 2,927 - - -74 2,853

Dividends received from associates less dividends (d) - - - - -
paid to minorities

Interest paid (e) -467 — — -34 -501
Interest received (f) - - - - —
Preferred dividends paid (g) — — — — —
Cash tax paid 231 - - - 231
Other items before FFO -151 - - 105 -46
FFO (h) 2,540 - - -3 2,537
Change in working capital 276 — — — 276
CFO (i) 2,816 - - -3 2,813
Non-operating/nonrecurring cash flow — — — — —
Capex (i) -3,636 - - — -3,636
Common dividends paid -776 - - - -776
FCF -1,596 - - -3 -1,599
Gross leverage (x)

FFO leverage b/(h-e-f-g) 4.2 — — — 3.9
(CFO-capex)/debt (%) (i+j)/b -6.5 - - - -6.9
Net leverage (x)

FFO net leverage (b-c)/(h-e-f-g) 4.2 — — — 3.9
(CFO-capex)/net debt (%) (i+j)/(b-c) -6.5 — — — -6.9
Coverage (x)

FFO interest coverage (h-e-f-g)/(-e-g) 6.4 - - - 6.1

CFO - Cash flow from operations

Notes: The standardized items presented above are based on Fitch's taxonomy for the given sector and region.
Reported items may not match the Fitch taxonomy, but they are captured into corresponding lines accordingly.
Debt includes other off-balance-sheet debt.

Source: Fitch Ratings, Fitch Solutions, DTE Electric Company
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Parent Subsidiary Linkage Analysis

Key Risk Factors and Notching Approach

Parent DTE Energy Company
Parent LT IDR BBB

Subsidiary DTE Electric Company
Subsidiary LT IDR A-

Path Stronger Subsidiary
Legal ring-fencing Porous

Access and control Porous

Notching matrix outcome Consolidated+2
Override applied No

Notching approach —

LT IDR - Long-Term Issuer Default Rating
Source: Fitch Ratings

Stronger Subsidiary Notching Matrix

Access and control Open Porous Insulated

With open ring-fencing Consolidated Consolidated+1 Consolidated+2°
With porous ring-fencing Consolidated+1 Consolidated+2° Consolidated+2°
With insulated ring-fencing 2 Standalone Standalone

21t is unlikely that considerations for "insulated" legal ring-fencing would coexist with the conditions outlined under "open" for access and control. It
is more likely that other factors relevant to legal ring-fencing or access and control, but not within this table, would move either one, or both, of the
individual Linkage Factor Assessments (LFAs) to a "porous" level that would lead to a consolidated+1, consolidated+2 or standalone outcome.
"Notching is capped at the subsidiary’s Standalone Credit Profile.

Source: Fitch Ratings
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Ex CUB-16 | Source: MERC Transshipment Volumes
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Source: Response to STDE-4.21
MERC Transshipment Volumes (Tons)
DTE Electric Annual
Year Co. External Total change
Actual 2019 6,765,785 1,054,287 7,820,072
Actual 2020 4,752,391 717,508 5,469,898 -30.1%
Actual 2021 6,564,373 870,876 7,435,248 35.9%
Actual 2022 5,637,290 1,272,731 6,910,021 -7.1%
Actual 2023 5,121,426 543,113 5,664,539 -18.0%
Actual 2024 4,836,320 331,110 5,167,430 -8.8%
Forecasted 2025 3,944,901 537,000 4,481,901 -13.3%
Forecasted 2026 405,000 125,000 530,000 -88.2%
Compound
annual growth
rate (2019 -
2024) -6.5% -20.7% -8.0%




Source: Discovery response to MNSCDE-9.2
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Ex CUB-17 | Source: MERC Fuel Handling Historical O&M
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MERC Fuel Handling
Historical O&M (in Annual
Year $000s) change
2019 3,836
2020 3,576 -6.8%
2021 3,293 -7.9%
2022 3,850 16.9%
2023 3,351 -13.0%
2024 3,315 -1.1%
Compound annual
growth rate (2019
-2024) -2.9%
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Source: Discovery response to MNSCDE-9.3a, 9.3b, 9.3c

MERC Fuel Handling O&M (in 000s)

Variance
Approved (actual -
rates Actuals approved)
U-20561 4,044 3,482 -562
U-20836 3,886 3,434 -452
U-21297 3,615 3,318 -297

Total 11,545 10,234 (1,311)
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