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Introduction and Overview

The Attorney General files this Initial Brief before the Michigan Public
Service Commission (“Commission”) to respond to Consumers Energy Company’s
(“Consumers Energy,” “Consumers,” “CECo,” or “the Company”) application seeking
another rate increase for its electric utility just months after the Commission
authorized a $154 million rate increase in Case No. U-21585.1

Consumers Energy’s application seeking an additional $436 million in base
rates for the 12-month period ending April 30, 2027 (“projected test year” or “test
year”’) was filed on June 2, 2025.2 The Company is also requesting recovery of an
additional $24.3 million for distribution deferral through a 12-month surcharge,
which would have resulted in a test year increase of $460.4 million if the Company’s
application was granted in full.3 In rebuttal, the Company adjusted the amount of
its revenue deficiency to $422.9 million.# As part of its case, Consumers Energy is
requesting a return on equity (“ROE”) of 10.25%, an overall rate of return on total
rate base of 6.35% and equity ratio of 50.75%.5

The Company’s initial proposed rate increase represented an overall increase

in base rates of 9.7% but an average increase of 13.3% (ranging from 12.4% to

1 See, Order in Case No. U-21585, dated March 1, 2025 (March 1, 2025 Order) page 211. The total
rate includes approximately $2.979 to be collected through the IRM surcharge and $88 million to be
collected through base rates (see FN 16).

2 See, Application, p. 2.
3 Application, p. 2 and 12.

4 See, Daly Rebuttal, 3 TR 1088 and Exhibit A-210 (PDD-65), Exhibit A-211 (PDD-66) and Exhibit A-
215 (PDD-70).

5 Application, p 3.



15.5%) to residential base rates.® The Company’s revised revenue deficiency
decreases the rate impact slightly. However, the percentages only tell part of the

story.

On September 30, 2025, the Attorney General filed the direct testimony of
her expert witnesses — Sebastian Coppola. Mr. Coppola’s testimony included 184
pages of questions and answers, attached to it was an appendix A with his

experience and qualification, and exhibits AG-1 through AG-60. The exhibits

included:
1. Exhibit AG-1 DR Response — Capex Dollars & Units at Subprogram
2. Exhibit AG-2 DR Response — Contractor Service Installation Costs
3. Exhibit AG-3 DR Response — Make Ready Asset Relocation Volumes
4. Exhibit AG-4 DR Response — LVD Lines Reliability Unit Costs
5. Exhibit AG-5 DR Response — Undergrounding Pilot Results
6. Exhibit AG-6 DR Response — Premature LVD Projects
7. Exhibit AG-7 DR Response — LLVD Line Capacity Percent Overload
8. Exhibit AG-8 DR Response — Transformer Volume and Cost Increases
9. Exhibit AG-9 AG Calculation of Transformer Cost Disallowances

—
e

Exhibit AG-10 DR Response —Repetitive Outages

. Exhibit AG-11 DR Response — LVD Substation Capacity Activity

. Exhibit AG-12 DR Response — HVD Red Tagged Pole Replacement

. Exhibit AG-13 DR Response — HVD Substation Reliability Projects

. Exhibit AG-14 DR Response — HVD Premature Projects

. Exhibit AG-15 DR Response — Strategic Customer Projects

. Exhibit AG-16 DR Response — Circuit Modernisation Activity

. Exhibit AG-17 DR Response — Asset Repository System Development
. Exhibit AG-18 DR Response — Covert Power Plant Projects

S G
0 3 O Ot = W N =~

6 See, Application, Attachment A.
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43.
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48.

Exhibit AG-19 DR Response — Ludington Upgrade Projects

Exhibit AG-20 DR Response —Campbell Plant Operation Revenue Credits
Exhibit AG-21 DR Response — Generation Premature Projects

Exhibit AG-22 DR Response — Control/Dispatch Centers & Consolidation
Exhibit AG-23 DR Response — Facilities Emergent Repairs

Exhibit AG-24 DR Response — Transportation Fleet Expanded Purchases
Exhibit AG-25 AG Recalculation of Fleet Purchases and Costs

Exhibit AG-26 DR Response — Fleet Utilization Inactive Vehicles

Exhibit AG-27 DR Response — IT Premature Projects — Group 1

Exhibit AG-28 AG Calculation of Disallowances for Premature IT Projects
Exhibit AG-29 DR Response — I'T Premature Projects — Group 2

Exhibit AG-30 CONF DR Response — SAP S/4 HANA Project Phase
Exhibit AG-31 DR Response — ARP Field Devise Asset Management

Exhibit AG-32 CONF Summary Cap Ex, Rate Base, Depreciation & Tax
Expense

Exhibit AG-33 Working Capital Adjustments Summary
Exhibit AG-34 CECo Cash on Hand balances and Calculation
Exhibit AG-35 Overall Cost of Capital

Exhibit AG-36 Cost of Equity Capital

Exhibit AG-37 Cost of Common Equity-DCF

Exhibit AG-38 Cost of Common Equity-CAPM

Exhibit AG-39 Cost of Common Equity-Risk Premium
Exhibit AG-40 ROE Decisions by Regulatory Commissions
Exhibit AG-41 Peer Group ROE Decisions

Exhibit AG-42 Peer Group Selection Screening

Exhibit AG-43 Market to Book Ratios

Exhibit AG-44 Pro-Forma Cash Flow Coverage Ratios
Exhibit AG-45 Stock Market Historical Returns

Exhibit AG-46 Stock Market Forecasted Return

Exhibit AG-47 CONF DR Response — Moody’s May 29, 2025 Report
Exhibit AG-48 DR Response — S&P August 26, 2024 Report



49.

50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.

Exhibit AG-49 CONF DR Response — Fitch Investor Service April 16, 2024
Report

Exhibit AG-50 DR Response — Blue Chip Treasury Rate Report
Exhibit AG-51 Values Line Report on Market Volatility vs. Risk
Exhibit AG-52 CONF RRA Report and Attachment

Exhibit AG-53 O&M Adjustments - Summary

Exhibit AG-54 Distribution O&M Adjustments

Exhibit AG-55 Service Restoration Cost Adjustment

Exhibit AG-56 Staking & Locating O&M Adjustments

Exhibit AG-57 DR Response — Staking and Locating Costs

Exhibit AG-58 AG Revenue Deficiency Calculation

Exhibit AG-59 Return Calculation on Deferred Line Clearing Costs

Exhibit AG-60 Incentive Compensation Actual Performance for five years

The Attorney General also had Exhibits AG-61 — AG-80, which consists of responses

to various post-rebuttal discovery requests, admitted in lieu of cross-examining

certain Consumers’ witnesses.

After reviewing the testimony, exhibits and discovery conducted in this case,

the Attorney General concludes that the Company’s revenue deficiency for the

projected test year is excessive and that it should be no more than $160,465,000

based on the following adjustments:?

1. Capital expenditures should be reduced by $829.4 million and rate
base should be reduced by $642.5 million (including a $74 million

7Coppola, 3 TR 2417 — 2418. As revised after rebuttal from the Attorney General’s original filed
position of a revenue deficiency of $157.7 million. See Appendix A, which is attached to this brief for
the adjustments.



reduction in working capital), resulting in a reduction of the

Company’s revenue deficiency by $52.5 million.

The Commission should adopt a cost of capital rate of 6.06%, a
capital structure with 50% equity capital and a return on common
equity of 9.80%. The result is a reduction in the Company’s revenue

deficiency of approximately $59.3 million.

Operations and Maintenance expenses should be reduced by $137.9
million which results in a corresponding reduction to the Company’s

revenue deficiency of $137.9 million.

Depreciation expense should be reduced by $26.2 million because of
the lower capital expenditures, and additions to plant discussed in 1
above. This adjustment reduces revenue deficiency by the same

amount.

Property tax expense should be reduced by $3.8 million because of

the lower capital additions discussed above.

The Commission should reject the Company’s proposed Service
Restoration Resiliency Fund and the Extraordinary Storm
Accounting procedure in this case and instead open a separate

docket to study the proposals.

The Commission approve a deferral of costs from the Line Clearing

Ramp-up with a baseline set at the 2024 expense level.

The Commission should approve a return on the deferred regulatory
asset balance no higher than the short-term interest rate approved
in this case and updated by the short-term interest rate approved in

each case thereafter.

10



The Attorney General requests that the Commission issue an order reflecting
a revenue deficiency consistent with the recommendations in this brief. Further,

the Commission should not authorize a ROE of more than 9.80%.

This Initial Brief has been prepared based on available resources and
therefore it focuses on the significant areas of concern summarized above. The
Attorney General’s silence on other issues should not be construed as approval of
the Company’s position. Further, the Attorney General reserves the right to
address issues raised by other parties in their Initial Briefs in a Reply Brief.

While examining the Attorney General’s substantive objections, the
Commission should consider that Consumers Energy bears the burden of proof to
demonstrate that its proposals are just and reasonable. The obligation of proving
any fact lies upon the party who substantially asserts the affirmative of the issue.
White v Campbell, 25 Mich 463, 475 (1872). A plaintiff always has the burden of
proving its cause of action. Caruso v Weber, 257 Mich 333; 241 NW2d 198 (1931). As
applied to administrative cases, a party seeking relief must prove his, her, or its
claim by a preponderance of evidence. Dillon v Lapeer State Home & Training
School, 364 Mich 1, 8; 110 NW2d 588 (1961); BCBSM v Governor, 422 Mich 1, 88-
89; 367 NW2d 1 (1985). Likewise, in cases before the Commaission, the utility bears
the burden of proof by a preponderance of evidence. In re Michigan Gas Utilities Co,
MPSC Case No. U-7484, Opinion & Order dated August 30, 1983; In re Detroit
Edison Co, MPSC Case No. U-8030-R, Opinion & Order dated July 9, 1987, pp 16-

17. Given the nature of the burden of proof, the Commission may reject even

11



uncontradicted evidence. Woodin v Durfee, 46 Mich 424, 427; 9 NW 457 (1881);
Accord, Yonkus v McKay, 186 Mich 203, 211; 152 NW 1031 (1915); Cuttle v
Concordia Mut Fire Ins Co, 295 Mich 514, 519; 295 NW 246 (1940). When the
burden of proving a fact falls on one party, then the other party does not have the
burden of proving the opposite fact. S.C. Gary, Inc v Ford Motor Co, 92 Mich App

789, 803-804; 286 NW2d 34 (1979).

ARGUMENTS
Rate Base.
Net Utility Plant

While the Attorney General recognizes that Consumers Energy may need to
invest in its utility plant, the Company continues to seek greater capital
expenditures and expansion of rate base than is justified. A significant part of the
Company’s rate increase is related to new capital spending. The increase in rate
base also has a significant impact on the proposed increase in operations and
maintenance (O&M) expense and cost of capital. In fact, approximately $172
million or 37% of the requested rate increase in the form of return on investment,
depreciation expense, property taxes, and O&M expenses are directly related to the
increase in capital expenditures.8 And, capital spending itself makes up about $172

million of the rate increase originally sought in this case (not including the $24

8 Coppola citation.
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million distribution deferral surcharge).® The Company has proposed capital
expenditures of $1.2 billion for 2024, $2.0 billion for the 16 months ending April
2026, and another $1.9 billion for the test year ending April 2027.1© The Company
incurred capital expenditures of $5.7 billion over the previous five years — 2019 and
2023.11  These expenditures push rates up with a disproportionately negative
1mpact on lower income ratepayers. The reasonableness and prudence of these
costs must be closely examined and any expenditures that are not supported by the

evidence eliminated.

The evidence supports a $829.4 million reduction in the amount of capital
expenditures requested by the Company and a corresponding $642.5 million
reduction in rate base. The Attorney General’s recommended adjustments to

capital expenditures and rate base are explained below.

Distribution Capital Expenditures.
Company’s request.
The Company identifies multiple projects related to its electric distribution
system for which it has proposed increased capital expenditures in this case. The
Company indicates that it spent $920.4 million for electric distribution in 2024 and

forecasts spending $1.598 million for the 16-month bridge period ending April 2026.

9 Myers, 4 TR 354. See also, Coppola, 3 TR 2419
10 Exhibit A-12, Schedule B5; and Coppola, pages 11 — 12.

11 See, Exhibit A-12, Schedule B-5 in Case No. U-20963, U-20697, U-21224, U-21389, and U-21585.
See also, Coppola, page 12, lines 2 — 3.
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It also forecasts spending $1.530 billion for the projected test year.12 Included in
these amounts are capital expenditures for New Business, Reliability programs,
Capacity expansions, Demand Failures upgrades, Asset Relocation projects and

Other Electric Operations.

The Company’s electric distribution system consists of High Voltage
Distribution (“HVD”) and Low Voltage Distribution (“LLVD”) facilities, and the
Company presented its capital expenditures by these categories, therefore, this

section of the brief is presented in a similar fashion.

In analyzing the Company’s forecasted capital expenditures, Mr. Coppola
often considered recent historical costs incurred by the Company, where
appropriate, to determine the reasonableness of the Company’s forecasted costs. He
did not use that methodology for all capital expenditures, however when he did, he
also he applied a 2.1% inflation escalator for 2025, an escalator of 2.4% for 2026,
and an escalator of 2.4% for 2027.13 He also found unit costs to be useful in
assessing the reasonableness and prudence of historical and forecasted capital

expenditures for most distribution programs.4

Further, Mr. Coppola noted that the Company’s HVD system is in much

better shape than the LVD system. The SAIDI reliability index, excluding major

12 Exhibit A-12 (MPK-1), Schedule B-5.6.
13 Coppola, 3 TR 2420.
14 1d. at 2422.
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event days (MED) has been trending down over the past 10 years.!® This is a strong
indication that power outages caused by the HVD system have decreased over the
10-year period as a result of a shorter vegetation clearing cycle and a base level of
capital improvements. He opines that large increases in capital spending should
not be needed across the board for the HVD system and instead the focus on any
increase in capital spending should be directed to the LVD system. Mr. Coppola
takes a critical review of the Company’s large proposed increases in spending on
some of the HVD subprograms, particularly where insufficient justification is

provided to support the proposed increase.16

The Attorney General has determined that the Company fails to support
some of its proposed distribution capital expenditures as described in subsections c,

d, and e below.

High Voltage Distribution

HVD Lines Reliability

Hayward, 3 TR 1192 — 1205, 1207 — 1214, Exhibits A-107
— A-111; Hayward Rebuttal, 3 TR 1354 — 1358, 3 TR 1367
— 1370, Coppola, 3 TR 2460 — 2465, Exhibits AG-1, AG-3
and AG-12; Fitzhenry, 6 TR 3712, 3734 — 3735; Attorney
General Hearing Exhibit AG-72.

The Company is forecasting capital expenditures of $133,667,000 for the 16-

month bridge period and $107,667,000 for the projected test year for HVD lines

15 Hayward, DT p. 7.
16 Coppola, 2460 — 2461.

15



reliability projects.l” According to the Company, there are seven spending
programs under this category of expenditures.'® The Attorney General is
recommending disallowances related to three of the categories: line rebuilds, pole

top rehabilitation, and pole replacements.

Line Rebuilds. The Company is proposing to rebuild 13 miles of line
rebuilds for the bridge period at a total cost of $38,614,000 and an average unit cost
of $2,201,000. For the projected test year, the Company is proposing 65.8 miles of

line rebuilds for a total cost of $35,743,000 for an average unit cost of $543,207.19

Line rebuilds have averaged 20 miles annually in the most recent three years
with the highest year in 2022 at 40 miles.20 While the number of miles forecasted
for the bridge period appears reasonable, the cost per unit is high. On the other
hand, the nearly 60 miles of rebuilds for the projected test year represents a 50%
increase from the highest rebuild year in the last three years and three-fold
increase over the average number of miles rebuilt in recent years and appears to be
excessive because it is not supported by sufficient data, showing that the higher

level of activity is required for the projected test year.2! Therefore, for the purpose of

17 Exhibit A-113 (MPK-3), line 8.

18 See, Hayward, 3 TR 1208, Figure 21.

19 Id.

20 Exhibit AG-3 DR AG-CE-0364 attachment, line 15.
21 Coppola, 3 TR 2461.

16



projecting costs for the projected test year, Mr. Coppola provides an alternative

calculation.

First, he determined a reasonable level of activity by using the highest level
of line rebuild activity in the past three years of 40 miles. Second, he multiplied the
40 miles by the Company’s forecasted unit cost of $53,207. The results are
forecasted capital expenditures for the projected test year of $21,778,000. This
amount i1s $14,015,000 lower than the Company’s forecast of $35,743,000. The
Attorney General recommends that the Commission remove this difference from the
Company’s forecasted capital expenditure for the projected test year for line

rebuilds.

Pole Top Rehabilitations. The Company is forecasting 54.7 miles of pole
top rehabilitations for the bridge period at a total cost of $9,097,000 and an average
unit cost of $166,307. For the projected test year, the Company forecasted 116.1
miles of pole top rehabilitations for a total cost of $11,996,000 for an average unit
cost of $103,325.22 Pole top rehabilitations have averaged 50.5 miles annually in
the last three years, with a wide disparity from year to year.23 Mr. Coppola noted
that the 54.7 miles forecasted for the bridge period is in line with the historical
average and reasonable. However, the 116 miles of rebuilds for the projected test

year is an increase of 130% over the average number of miles rebuilt in recent years

22 Hayward, 3 TR 1208, figure 21.
23 Exhibit AG-3 DR AG-CE-0364 attachment, line 16.

17



and is excessive and not justified by any details provided in this case, showing that

higher level of activity is required for the projected test year.24

Based on the 50 miles of pole top rehabilitations completed on average in the
past three years, Mr. Coppola applied the company’s forecasted unit cost of
$103,325 to arrive at forecasted capital expenditures of $5,166,000 for the projected
test year. This amount is $6,830,000 less than the Company’s forecasted capital
expenditures of $11,996,000. The Attorney General recommends that the
Commission remove this $6,830,000 from the Company forecasted capital

expenditures for the projected test year.

Pole Replacements - The Company is forecasting capital expenditures of
$54,856,000 in the bridge period to replace 2,010 poles and $33,569,000 for the
projected test year to replace 1,161 poles.?5 For the most recent three years, the
Company has averaged 442 pole replacements annually. According to the
Company, there is a backlog of “red tagged” poles that need to be replaced.26 This is
reflected in the Company’s proposal to accelerate poles replacements over a three-

year period from 2025 to 2027.

The Company’s explanation for allowing this backlog of poles needing

replacing to build included waiting to combine replacements with pole top

24 Coppola, 3 TR 2462.
25 Hayward, 3 TR 1208, figure 21.
26 Id. at 1202 — 1204.
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rehabilitations and rebuilds, presumably for efficiency, and other time-consuming
efforts, among other things. Before 2016 there were 1,353 poles needing
replacement and the backlog has steadily increased to 2,250 poles needing
replacement by the end of 2024.27 While the Company has offered some explanation
for why 1t allowed this backlog to grow over the last eight to nine plus years, the
management and planning of this program was in its control and there is no
justification for the persistent delay in addressing pole replacements. Whatever the
supposed cause, the Company has not adequately explained why pole replacement
activity needs to be accelerated to the levels it proposes now.28 The accelerated pace
of the proposed pole replacement places a large cost burden on customers over a
short three-year period, especially in comparison to the amount of time that it took
for the backlog to grow. To lessen that burden, while allowing the Company to work
on the backlog, Mr. Coppola proposes increasing pole replacements over current
levels, but at a reduced pace by spreading the work needed to address the backlog

over five years.29

The Company forecasted that it plans to replace 3,790 poles over the three
years 2025-2027. This includes replacing 2,490 newly tagged poles for replacement
over that same time period. The difference of 1,300 is the number of additional

poles that the Company plans to replace over the three-year period to reduce the

27 See, Exhibit AG-12 (AG-CE-40465).
28 Coppola, 3 TR 2463 — 2464.
29 Id. at 2464.
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backlog, which is 433 additional pole replacements annually.3? By spreading the
1,300 pole replacements over five years, the annual additional poles to be replaced
would be 260 or 173 fewer than the Company has proposed.3! The 173 fewer pole
replacements translate to 231 fewer poles for the bridge period, which at a unit cost
of $27,292 result in capital expenditure reductions of $6,304,000. For the projected
test year, the 173 fewer pole replacements at the unit cost of $28,914 result in lower
capital expenditures of $5,002,000. The Attorney General recommends that the
Commission remove the $6,304,000 for the bridge period and the $5,002,000 for the

projected test year from the Company’s forecasted capital expenditures.

Ms. Hayward disagrees with the Attorney General’s proposed disallowances
on HVD Lines Rebuilds and Pole replacements in her rebuttal testimony.32 She
claims that the projects span over multiple years and the Company reports capital
spending in one year and completed projects in another year. While certain projects
may have costs that span over more than one year, it is not clear what the impact is
on the average cost per projects when dozens or hundreds of projects are being
forecasted. In her rebuttal testimony, Hayward does not quantify the impact other
than identifying a few projects that may have costs spanning more than one year.
The Commission should dismiss these arguments as unsupported and not

sufficiently relevant to affect the disallowances proposed by the Attorney General.

30 1,300/ 3 = 433.
311,300/ 5 =260 —-433=173.
32 Hayward Rebuttal, 3 TR 1355 — 1358.
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Conclusion — The Attorney Geneal recommends that the Commission
remove a total of $6,304,000 for the bridge period and $28,847,000 for the projected

test year for the HVD Lines Reliability subprogram.

HVD Substations Reliability

Hayward, 3 TR 1223 — 1226, Exhibit A-109 (MLH-3), page
2, Exhibit A-110 (MLH-4), page 2, Exhibit A-113 (MPK-3),
line 10, Exhibit A-115 (MKK-5), line 4; Hayward
Rebuttal, 3 TR 1342 — 1345, 1358 — 1360, and 1367 —
1370; Coppola, 3 TR 2465 — 2468, Exhibits AG-1 and AG-
13; Durfee, 6 TR 4417 — 4418; Fitzhenry, 6 TR, 3711, 3733
— 3735; Attorney General Hearing Exhibit AG-72.

The Company is forecasting capital expenditures of $47,322,000 for the 16-
month bridge period and $39,680,000 for the projected test year for HVD substation
reliability.33 It identified four spending categories with the related number of units
however, the Attorney General recommends adjustments be made to expenditures

for just two of the categories — Circuit Breakers and Other/Miscellaneous projects.34

Circuit Breakers — The Company is forecasting capital expenditures of
$20,038,000 in the bridge period to replace 63 circuit breakers/switchers and
$33,469,000 for the projected test year to replace 1,161 poles.35 For the projected
test year it 1s forecasting capital expenditures of $23,737,000 to replace 74 circuit

breakers and switcher.36 During the most recent three years, the Company

33 Exhibit A-113 (MPK-3), line 10.
34 See, Hayward, 1223, Figure 29.
3 Id.
36 Id.
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averaged 17 circuit breakers/switchers replacements annually at an average unit
cost of $133,500.37 Ms. Hayward’s direct testimony provides no specific explanation
or justification for why the number of replacement units should increase from an
average annual replacement rate of 17 to 67 in the bridge period and 74 for the
projected test year.3® No specific anomalies or problems have been identified with
the targeted replacements to justify this four-fold increase in replacement activity.
Also, no explanation or justification was provided why the replacement unit cost for
the bridge period and projected test year more than doubles from $133,500 in the

most recent three years to more than $300,000 in the next two years.

The Company has not justified its proposed increase; however, Mr. Coppola
proposes some increase in the number circuit breaker/switcher replacements. He
proposes doubling the historical level of replacements to 40 and applying an
inflation-adjusted historical average unit cost of $137,372, which results in a
forecasted capital expenditure amount of $5,495,000 for the bridge period.3® This
amount is $14,583,000 lower than the Company’s forecast of $20,038,000. The
Attorney General recommends that the Commission remove $14,538,000 from the
Company’s forecasted capital expenditures for the bridge period for circuit

breaker/switcher replacements.

37 See, Exhibit AG-1, (AG-CE-0354 attachment line 28).

38 Coppola, 3 TR 2466. A correction may also be needed either here or on the previous page to
address different numbers for the bride period.

39 Coppola, 3 TR 2466, including footnote 50.
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Similarly, for the projected test year, using the same 40 replacement units
and an inflation adjusted average unit cost of $140,669, Mr. Coppola calculated a
forecasted capital expenditures amount of $5,627,000, which is $18,130,000 lower
than the Company’s forecast of $23,737,00. The Attorney General recommends that
the Commission remove this difference from the Company’s forecasted capital

expenditures for the projected test year.40

The Company disagrees with the Attorney General’s proposed reductions,
criticizing Mr. Coppola’s claim that no specific explanation was provided to support
the increase circuit breakers proposed by the Company.4! Ms. Hayward claims to
have provided an explanation, which listed general problems with the circuit
breakers in a summary fashion.42 It is the Company’s burden to fully support its
proposed expenditures and seven lines of testimony and a list of projects in an
exhibit, is not adequate support for capital spending of $20 million in the bridge

period and $23 million in the projected test year.

Other/Miscellaneous Projects — The Company is forecasting capital
expenditures of $22,277,000 in the bridge period for 169 units or projects and

$12,758,000 for the projected test year for 83 units or projects for undefined Other

40 Jd. at 2467.
41 Hayward, 3 TR 1359.
42 Id. at 1221 — 1222. See also, Exhibit AG-72 (DR-AG-CE-0851).
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Projects.43 During the most recent three years, the average annual spending in this

area ranged from $332,000 to $1.1 million.44

Ms. Hayward’s direct testimony does not explain the reason for this dramatic
increase in spending. The Company points to Exhibits A-109 and A-110 for what is
included in Other Projects.4> While these exhibits list several animal mitigation
projects and DSCDA projects, they do not provide any explanation or justification

for why these projects are escalating significantly over historical periods.46

To set a reasonable amount of capital spending in this area and taking into
consideration some amount of increased activity, Mr. Coppola doubled the highest
amount spent by the Company in the prior three years from $1.1 million to $2.2
million for both the bridge period and projected test year.4”7 The $2.2 million
forecasted amount results in a reduction of $20,277,000 from the Company’s
forecasted capital expenditures for the bridge period and a reduction of $10,558,000

from the Company’s forecasted amount of $12,758,000 for the projected test year.

Therefore, the Attorney General recommends that the Commission remove

$20,277,000 and $10,558,000 from the Company’s forecasted capital expenditures

43 Hayward, 3 TR 1223, figure 29.

44 Coppola, 3 TR 2467 and Exhibit AG-1 (AG-CE-0364 attachment line 31).
45 Exhibit AG-13 includes DR AG-CE-0469.

46 Coppola, 3 TR 2467.

47 1d. at 2467 — 2468.
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for the bridge period and the projected test year, respectively for HVD Other

projects.

Conclusion — The Commission should remove $34,820,000 and $30,888,000
from the Company’s forecasted capital expenditures for the bridge period and the

projected test year, respectively for HVD Substation Reliability.

HVD Premature Projects.

Hayward, 3 TR 1296 — 1305, Figure 58, Exhibits A-109, A-
110; Hayward Rebuttal, 3 TR 1360 — 1367, 1370 and
1370; Coppola, 3 TR 2468 — 2472, Exhibit AG-14, Exhibit
AG-15; Fitzhenry, 6 TR 3712 and 3735 — 3736, York, 6 TR
3690 — 3691, 3697; Attorney General Hearing Exhibit AG-
73.

To evaluate the reasonableness of including HVD projects in rate base in this
case, the Attorney General asked the Company to provide a list of HVD projects of
$3.0 million or greater included in the bridge period and the projected test year,
1dentifying the current phase of development of the project, the next phase of project
development with start and completion dates along with the cost of the project and
other pertinent information. The information provided by the Company shows that
five projects in the bridge period have been cancelled, have not yet started the
design phase, are still in the early stage of project design, or have a placeholder
amount without a known specific project. The total forecasted capital expenditures

included by the Company in the bridge period for these projects is $34,654,000.48

48 See, Exhibit AG-14, pages 2 and 3.
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The cancelled projects, totaling to $27,305,000, should be removed along with
the placeholder amount of $7,349,000 for unknown “High Probability” projects
under the Strategic Customers New Business. The Commission has repeatedly
ruled that placeholder amounts should not be included in rate base. These
remaining projects are still in the early phase of development, and it is uncertain if
and when they will be completed and at what specific cost. Therefore, it is
premature to include the capital expenditures for these projects in rate base.
Customers should not pay in rates for the return on investment, depreciation
expense, and other costs related to projects that may not go into service and not be
used and useful before the end of the projected period. If the Company completes
the projects, the costs related to those projects can be recovered in a subsequent
rate case.49 The Attorney General recommends that the Commission remove the
total amount of $34,654,000 from the Company’s forecasted capital expenditures for

the bridge period.

There are thirteen projects for the projected test year, that have been
cancelled, do not have specific projects associated with forecasted dollars, are
currently in the scoping phase, or no design and engineering work has yet been
completed. The total capital expenditures for these thirteen projects are
$78,051,000.50 One of projects with forecasted capital expenditures of $20,619,000

was cancelled. The Company also included capital expenditures of $6,470,000

49 Coppola, 3 TR 2469.
50 See the highlighted projects in Exhibit A-14, pages 4 to 9.
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under New Business Strategic Customers for high probability projects that have not
yet been identified. This is a placeholder amount and should be removed. The
remaining projects are still in the early phase of development, and it is uncertain if
and when they will be completed and at what specific cost. Therefore, it is

premature to include the capital expenditures for these projects in rate base.5?

For reasons provided above, the capital expenditures related to these thirteen
projects should not be included in rate base. The Attorney General recommends
that the Commaission remove the $78,051,000 from the Company’s forecasted capital

expenditures for the projected test year.

In rebuttal, Ms. Hayward recommended a partial disallowance related to the
cancelled HVD Strategic Customers New Business project of $10,653,000.52
However, she rejects the Attorney General’s recommended disallowances for the
remainder of the cost associated with the cancelled projects, other premature
projects, and unknown projects.?® The recommended partial disallowance is not
adequate for the cancelled projects. As discussed above, approximately $27 million

in costs 1s at stake.

Ms. Hayward also disagrees with Mr. Coppola’s recommendation to disallow

$7.3 million for unknown HVD high probability projects strategic customers

51 Coppola, 3 TR 1370.
52 Hayward rebuttal, 3 TR 1362.
53 Id.
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claiming that the Commission previously approved the strategic procurement of
critical inventory designed to make it easier to execute high probability projects.54
However, the Company did not provide any supporting detail or components for
those forecasted capital expenditures in testimony or related exhibits. Therefore,
the Company’s claim that it pertains to some inventory of equipment is

unsupported and should be rejected.

Ms. Hayward also claims that property acquisition is ongoing for two
substation rebuilds to presumably counter the Attorney General’s claim that it is
premature to recover expenditures.?> First, there is no designation of property
acquisitions for any substation other than Alma.56 Second, even if there is some
plans for property acquisitions, the projects are still in the early stages of

development and are premature to include in rate base.

Finally, Ms. Hayward claims in rebuttal that contracts with two high
probability strategic accounts were signed since the Company filed the rate case. 57
However, the Company’s rebuttal nor discovery responses provide any capital
expenditure amounts for those customers. Without evidence of forecasted capital
expenditures for those customers, the Attorney General’s proposed disallowance is

not rebutted and should be sustained as proposed.

54 Hayward rebuttal, 3 TR 1361.

5 Id. at 1362.

56 See, Exhibit AG-15 and Exhibit AG-73.
57 Hayward, 3 TR 1363.
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Projects for Large Strategic Customers. The Company recently had two
large projects cancelled for two large strategic customers. The Company had
already incurred $11.6 million in capital expenditures for one of the projects when it
was cancelled. It is not clear whether the second project was cancelled before or
after the Company incurred any costs related to the project.?® These events raise
three major concerns. First, the Company is following a strategy of purchasing
equipment and will likely begin design work on certain projects before the customer
has signed a contract to expedite completion of the project. This is a very risky

undertaking that should not be done at customers’ cost.5?

Second, even after the project is completed and the customer begins
operations there is still a risk that the customer may cease operations or decide to
move to another state resulting in stranded assets that the Company will likely
want to continue to recover from the rest of its customer base. These large strategic
customer projects typically involve single customer dedicated substations, power
lines, and related facilities at costs exceeding tens of millions of dollars. Although
some of the equipment can be salvaged and reused on other projects, the remaining
costs, plus the cost of teardown and transportation can still be large. Further, the
Company does not often obtain a contribution in aid of construction (CIAC) under

its economic development tariff (LEDR). Although the contract may provide for

58 Exhibit AG-15 (DR AG-CE-0479).
59 Id. (DR AG-CE-0480b). See also, Coppola 3 TR 2470.
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some make-whole payments, those provisions could be worthless if the customer

goes out of business.60

Because of her concerns about the potential for stranded costs, the Attorney
General sought information from the Company about contractual provisions with
large customers for reimbursement of capital expenditures and O&M expenses
incurred by the Company in case the customer abandons the project before
completion of construction and also subsequent to start of operations but before the
Company has recovered the full investment in the project. According to the
Company, depending on the type of contract that it has with the Customer, they
may include minimum billing requirements for certain energy usages and terms,
and/or provisions for prorated payment of investments if the customer ceases
operation prior to the end of the term of the contract. The Company also stated that
it performs risk reviews on projects over $1 million and may require additional
security, such as a letter of credit or parental guaranty).6! However, based on the
information provided by the Company, only two of the projects appear to have
provisions for a letter of credit or parental guaranty. Therefore, the risk that

customers could potentially face large, stranded costs remain.62

Third, regarding the accounting for costs incurred on cancelled projects, the

Company billed the former customer for a portion of the costs incurred for the

60 Id. at 2471.
61 Exhibit AG-15 (DR AG-CE-0478c).
62 Coppola, 3 TR 2472.
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cancelled project and retained the remainder in work in process pending resolution
of salvage activities.®3 This accounting treatment is not appropriate. Once a project
has been cancelled, the costs should be removed from rate base and accounted
separately below the line. If some of the facilities, equipment, or materials is later
reused for utility projects, those amounts should be charged to the future projects

costs and rate base at that time.64

The Attorney General recommends that the Commission direct the Company
to take appropriate steps to protect customers from future stranded costs pertaining
to large customer facilities installations, including obtaining bank letters of credit
and parental guaranties at the time a contract is signed to avoid future disputes or
having to react to unexpected events. The Commission should also direct the
Company to adopt an accounting policy to remove costs from rate base for cancelled

projects.65

LVD Substation Capacity
Hayward 3 TR 1288 — 1292, Exhibits A-113 (MPK-3), line
24, A-109 page 10, A-110 page 10; Hayward Rebuttal, 3
TR 1353 - 1354 Coppola, 3 TR 2457 — 2460, Exhibit AG-1,
Exhibit AG-11.

The Company is forecasting capital expenditures for LVD Substations

Capacity of $29,656,000 for the bridge period and $22,251,000 for the projected test

63 See, Exhibit AG-15 (AG-CE-0479).
64 Coppola, 3 TR 2472.
65 Id. at 2472 — 2473.
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year.66 There are two components for this subprogram — new substations and
existing substations.6” The Attorney General recommends adjustments for both

components.

New Substations. The company forecasted four new stations for the bridge
period at a total cost of $5,136,000. This forecast is in line with historical trends,
and the Attorney General is not recommending any adjustments for the bridge
period. However, for the projected test year, the Company forecasted eleven new
units at a total cost of $20,301,000 and an average unit cost of $1,845,727. In
comparison, the Company has completed between 3 and 8 new stations for the last
four years with no stations built in 2023.68 The Company has not provided
sufficient evidence why the historical average number should be doubled for the
projected test year and why eleven new stations need to be built. In fact, for the
most recent three years (including 2021 instead of 2023), the Company completed

an average of 5 new stations annually.69

Because the Company has not supported its projected level of activity
compared to the historical level of activity, Mr. Coppola uses the three-year average
of five units for the projected test year and the Company’s forecasted unit cost of

$1,845,727 to forecast expenditures for New Substations. This results in capital

66 See, Exhibit A-113 (MPK-3), line 24.

67 See, Hayward, p. 133, Figure 56.

68 Exhibit AG-1 (DR AG-CE-0364 with attachment).
69 Coppola, 3 TR 2458.
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expenditures of $9,229,000, which i1s $11,074,000 lower than the company’s forecast
of $20,303,000.70 Therefore, the Attorney General recommends that the Commission
remove this difference from the Company’s capital expenditures for the projected

test year.”1

Existing Substations. The Company forecasts nineteen substations for
capacity expansion for the bridge period at a cost of $24,520,000. For the projected
test year, the Company forecasts four expansion projects at a cost of $1,948,000. In
comparison, the Company completed from seven to twelve projects a year with an
average number of nine units annually for the most recent three years 2022-2024.
The bridge period forecast more than doubles the average annual number of units.
To support this increase, the Company references the direct testimony of Ms.
Hayward and provided a list of stations indicating station overload conditions. Ms.
Hayward’s testimony provides only general statements about addressing customers’
increasing load demands but with nothing specific to support the substantial
increase in the number of units. Similarly, a list provided by the Company does not

1dentify the level of overload experienced and why these are priority projects that

need to be completed in the bridge period.72

Based on the recent historical level of activity, Mr. Coppola forecasts 12 units

for the 16-month bridge period at the average cost per unit of $675,000 per unit.

70 Id.
T Id.
72 Coppola, 3 TR 2458 — 2459 and Exhibit AG-11 (DR AG-CE-0477).
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This results in forecasted capital expenditures of $8,100,000.73 This amount is
$16,420,000 less than the Company’s forecasted capital expenditures of $24,520,000

for Existing Capacity in the bridge period.

The Attorney General recommends that the Commission remove $16,420,000
for the bridge period and $11,074,000 for the projected test year from the
Company’s forecasted capital expenditures for the LVD Substations Capacity

subprogram.

V. LVD Substation Rehabilitation

Hayward 3 TR 1250 - 1256, Exhibit A-113 (MPK-3), line
16, Exhibit A-108 page 5, Exhibit A-110 page 5; Hayward
Rebuttal, 3 TR 1350 — 1352; Coppola, 3 TR 2454 — 2457,
Exhibit AG-1; Attorney General Hearing Exhibit AG-72.

The Company is forecasting capital expenditures for LVD Substations
Rehabilitation of $40,895,000 for the bridge period and $31,147,000 for the
projected test year.™ There are two components for this subprogram — Allis
Chalmers Transformers and Equipment Replacement and Regulatory.” The
Attorney General is proposing adjustments to the capital expenditures for each

component.

Allis Chalmers Transformers. According to the Company, it has 37 Allis

Chalmers transformers in operation as of early 2025 and it has had problem with

73 See, Coppola, 3 TR 2459 footnote 43.
74 Exhibit A-113 (MPK-3), line 16.
75 Hayward, 3 TR 1255, Figure 42.
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the transformers for many years.” The Company plans to replace all 37 Allis
Chalmers transformers and other transformers by the end of the projected test year,
including 26 in the bridge period and 18 units in the projected test year for a total of
44 units.” This represents a significant increase in activity over recent years. The
pace of replacement of the transformers had declined in the most recent historical
three years from prior years.” The Company averaged four replacements annually
between 2022 and 2024.7° Now it appears to be accelerating the replacement rate to
make up for fewer replacements in the past three years.8© The acceleration is
excessive and burdensome to customers who pay the cost of the replacements. The
Attorney General recommends that the Company stretch replacement over a longer

number of years past 2026 to ease the cost burden to ratepayers.8!

Specifically, the Attorney General recommends that nine units be replaced in
the bridge period, which is more than twice the average number of units replaced in
the past three years. Eight units should be replaced in the projected test year,
which is twice the historical average number. The remaining fourteen units should
be replaced over the subsequent two years.82 Using the nine units proposed for

replacement in the bridge period, and using the Company’s forecasted unit cost of

76 Hayward, 3 TR 1250 — 1251.

771d. at 1255 Figure 42.

78 See, Hayward, 3 TR 1251 table.

79 See, Exhibit AG-1, (attachment line 60).
80 Coppola, 3 TR 2454 — 2455.

81 Id.

82 1d. at 2455.
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$864,038, the forecasted capital expenditures should be $7,776,000 for the bridge
period. This amount is $14,689,000 lower than the Company’s forecasted capital
expenditures of $22,465,000. Likewise for the projected test year, using the eight
units multiplied proposed above by the Company’s forecasted cost of $808,222

results in capital expenditure of $6,466,000. This amount is $8,082,000 less than

the Company’s forecasted capital expenditures of $14,548,000.83

Therefore, the Attorney General recommends that the Commission remove
the $14,699,000 and $8,082,000 from the Company’s forecasted capital expenditures

for the bridge period and projected test year, respectively.

Equipment Replacement and Regulatory. Similar to the Allis Chalmers’
transformers, the Company forecasted a significant escalation in the number of
projects to be completed during the bridge period and the projected test year for the
Equipment Replacement and Regulatory category. For the bridge period, the
Company forecasted 26 units for a total cost of $18,430,000 and average unit cost of
$708,846. For the projected test year, the Company forecasted total capital

expenditures of $16,599,000 for 13 projects at an average cost of $1,276,846.84

During the most recent historical three years, the Company had
approximately 10 projects annually at an average unit cost of $511,340. It did not

provide any explanation, evidence, or justification for the higher forecasted unit cost

83 Coppola, 3 TR 2455.
84 Hayward, 2 TR 1255, Figure 42.
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for the bridge period and projected test year. Mr. Coppola recommended using the
three-year average unit cost adjusted for future inflation as a reasonable basis to
forecast capital expenditure for the bridge period and projected test year.85 Using
the 13 projects multiplied by $526,000 he arrived at a forecasted capital
expenditure of $6,838,000 for the bridge period.86 This amount is $11,592,000 lower
than the $18,430,000 forecasted by the Company. For the projected test year, he
multiplied the adjusted unit cost of $539,000 to 10 forecasted units to arrive at
forecasted capital expenditures of $5,390,000.87 This amount is $11,209,000 less
than the Company’s forecasted amount of $1,599,000. Therefore, the Attorney
General recommends that the Commission remove $11,592,000 and $11,209,000
from the Company’s forecasted capital expenditures for the bridge period and

projected test year.

The Commission should remove $26,291,000 from the bridge period and
$19,291,000 for the projected test year from the Company’s forecasted capital

expenditures for its LVD substation rehabilitation program.

In rebuttal, the Company disagrees with the Attorney General’s proposal to
extend the replacement of the Allis Chalmers transformers over four years claiming

that it should not drag out the process further.88 This response does not indicate an

85 Coppola, 3 TR 2456.

86 Id. at 2457 (including footnote 39)
87 Id. (including footnote 40).

88 Hayward, rebuttal, 3 TR 1351.
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mability to do so. Clearly, the Company has not evaluated this as a viable
alternative and would just delay the replacement a couple of years but provide rate
relief to ratepayers.89 Ms. Hayward also claims that the Company’s bridge period
projections were made by taking into account the Commission’s approved spending
levels in Case No. U-21585.90 It not clear from the Commission’s order in U-21585
that a specific spending level was approved for the Allis Chalmers transformers.
Ms. Hayward requests that if the Commission does not agree with the Company’s
plan to finish the Allis Chalmers replacements in the test year in this case, that it
should not adopt any bridge year disallowances since it was 10 months into the

bridge period. Instead, any adjustments should be made to the test year only.%1

The timing issue is a result of the Company’s choice to file rate cases within a
few months after an order is issued in the previous case. Unfortunately, that
creates a situation where capital spending is forecasted for the same project over
two rate cases before they have been completed with capital spending overlapping
from case to case. That should not be used as the basis for denying the Attorney
General’s proposal. The Commission should approve a spending level that will allow

replacements to occur over a longer period as proposed by the Attorney General.

c. Low Voltage Distribution

LVD Lines New Business

89 Exhibit AG-72, p.1 (DR AG-CE-0844).
9% Hayward Rebuttal, 3 TR 1351.
91 Id.
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Partlan 3 TR 1893, 1895 — 1903, Exhibits A-166 and A-
167, Exhibit A-113 (MPK-3), line 1; Partlan Rebuttal, 3
TR 2045 — 2047, Coppola, 3 TR 2423 — 2426, Exhibit AG-
1, Exhibit AG-2.; Evans; 6 TR 4453 — 4455; Attorney
General Hearing Exhibit AG-70.

The Company is projecting approximately $168 million for bridge period and
$130.2 million for the projected test year to build new LVD lines for residential and
small commercial customers.92 It spent $116.1 million in 2024 in capital
expenditures to build new LVD lines for residential and small commercial
customers.? The Company has also forecasted that it will install 12,211 new
service lines in the bridge period, and it is projecting 9,252 new lines in the
projected test year.?¢ The forecasted number of units appear reasonable.9
However, the Attorney General is recommending disallowances for this category of
expenditure because the forecasted unit costs for the bridge period and projected
test year appear to be higher than reasonable.? The cost per unit in 2024 was
$12,971, which was lower than the previous two years. In contrast, the Company
forecasted unit costs of $13,762 for the bridge period and $14,073 for the projected

test year.97

92 Coppola 3 TR 2423 and Exhibit AG-1, line 2 of the attachment.
93 Exhibit A-113 (MPK-3), line 1.

94 Partlan, 3 TR 1893 — 1895.

95 Coppola, 3 TR 2423.

9 Id.

97 Id. See also, Exhibit AG-1.
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To determine the forecasted unit costs, the Company stated that it used an
extrapolation of historical costs to forecast both cost and units but could not provide
a calculation. Regarding the decline in the unit cost in 2024, the Company reported
that it has undertaken a cross-functional unit cost reduction effort and by placing
more focus on detailed design reviews, improving labor planning and materials
availability, among other efforts, and was able to reduce the service installation
costs in 2024.98 According to Mr. Coppola, it is reasonable to assume that the unit
cost reductions achieved in 2024 will continue into the bridge period and projected
test year with appropriate future inflation adjustments. Therefore, he used the
2024 unit cost of $12,971 and applied the inflation rate of 2.9% for the 16 months in
the bridge period to arrive at a forecasted unit cost of $13,347. Multiplying this cost
by the 12,211 units provided by the Company, he calculated capital expenditures of
$162,980,000 for the bridge period. This amount is $5,067,000 lower than the

$168,047,000 forecasted by the Company.9?

Similarly, for the projected test year, he applied the inflation rate of 2.4% to
the bridge period forecasted unit cost to arrive at a unit cost of $13,667. This
amount multiplied by the 9,252 units forecasted by the Company results in
forecasted capital expenditures of $126,447,000. This amount is $3,753,000 lower

than the Company’s forecast of $130,200,000.100

98 Exhibit AG-2(DR AG-CE-0335) and Coppola, 3 TR 2424.
99 Coppola 3 TR 2424.

100 Jd. including footnote 3.
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Based on the calculations provided above, the Commission should remove
$5,067,000 for the bridge period and $3,753,000 for the projected test year from the

Company’s forecasted capital expenditures.

The Company disagreed with Mr. Coppola’s use of the 2024 unit cost,
adjusted for inflation, to forecast capital expenditures for this category of
expenditures, stating that it is not consistent with Mr. Coppola’s use of a three-year
historical cost in other areas.191 As discussed above, Mr. Coppola used the 2024
unit cost as a base for his projections because it represents a reset of the cost to
install new LVD lines.102 The three-year average would not be representative of
future costs given the changes made by the Company and its commitment to lower

unit costs beginning in 2024.103

The Commission should adopt the Attorney General’s recommendation.

LVD Asset Relocations

Partlan 3 TR 1914 — 1924, Exhibit A-113 (MPK-3), line
38; Figure 16? Exhibit A-166 pagel, Exhibit A-167 page 1,
Exhibit A-113, line 38, Exhibit A-130, line 38; Partlan
Rebuttal, 3 TR 2041 — 2042, 2048 — 2050, 2063 — 2064;
Coppola, 3 TR 2426 — 2430, Exhibit AG-1, Exhibit AG-3;
Boutet, 6 TR 4366, 4375 — 4377, Exhibits S-13.1, S-13.2,
S-13.6, S-13.7, S-13.8, S-13.11; York, 6 TR 3701; Attorney
General Hearing Exhibit AG-70.

101 Partlan Rebuttal, 3 TR 2046 — 2047.
102 See also, Coppola, 3 TR 2423 — 2424.
103 See, Exhibit AG-70, p.1 (DR AG-CE-0834a).
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The Company is forecasting expenditures for LVD Lines Demand Failures of
$97,911,000 for the bridge period and $79,090,000 for the projected test year.104
There are three major components for this program.1% The Attorney General is
recommending adjustments for two of the components — the Customer Requested

and Other Internal Relocations, and the Make-Ready Work.

Customer Requested and Other Internal Relocations. This program
involves the relocation of electric poles and lines along with other related items.
Customer requests for relocations occur throughout the year and are not fully
known to the Company when preparing the capital expenditure amount for the
forecasted periods.196 As shown in Figure 16, the Company forecasted 4,163 work
units for the bridge periods and 3,379 units for the projected test year. However, in
Exhibit A-166, the Company shows only 1,828 known projects for the bridge period
and in Exhibit A-167 it shows only 1,185 known projects for the projected test year.
The Company had 2,369 relocations per year on average for the three historical
years 2022 — 2024.107 The total forecasted number of units for the bridge period and
projected test year appear to be excessive relative to historical levels and known
projects. In addition, the Company provides no justification for the large increase in

forecasted units in Ms. Partlan’s testimony.108

104 Exhibit A-113 (MPK-3), line 38.

105 See, Partlan, 3 TR 1922 including Figure 16.
106 Coppola, 3 TR 2426 — 2427.

107 See, Exhibit A-130, line 38.

108 Coppola, 3 TR 2427.
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Due to the lack of support for the forecasted increase in the number of work
units, Mr. Coppola used the historical average annual number of units of 2,369 for
the last three years as a basis to calculate a reasonable capital expenditures
forecast. He calculated 3,159 units for the bridge period and using the Company’s
forecasted unit cost of $10,814 determined a capital expenditures amount of
$34,161,000.19 This amount is $10,857,000 lower than the Company’s forecast of
$45,018,000. The Commission should remove the $10,857,000 from the Company’s

forecasted capital expenditures.

Likewise, for the projected test year, he used 2,369 units multiplied by the
Company’s forecasted unit cost of $9,571 to arrive at the forecasted capital
expenditure of $22,674,000.110 This amount is $9,667,000 lower than the
Company’s forecast of $32,341,000. The Attorney General recommends that the
Commission remove the $9,667,000 from the Company’s forecasted capital

expenditures.

Ms. Partlan disagrees with the disallowance proposed by Mr. Coppola for this
category of expenditures in rebuttal.lll She disputes Mr. Coppola’s testimony that
Exhibit A-166 and A-167 do not show the total forecasted projects but offers nothing
more on where in other exhibits the other projects may be located. She also

disputes the use of the number of units from the most historical three-year average

109 See, Exhibit AG-1 attachment, line 38 for the Company’s forecasted unit cost of $10,814.
110 Coppola, 3 TR 2427. See also, AG-1 for forecasted unit cost of $9,571.
111 Partlan Rebuttal, 3 TR 2048.
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multiplied by the company’s forecasted unit cost, preferring her growth formula of
3.2% of historical capital expenditures from 2020 to 2023. Discovery response AG-
CE-0835 points out that the average number of units in the most recent three years
captures the increase in the number of units included in her 3.2% formula, which
underly the capital expenditures.112 Using the average number of units during the
most recent three years multiplied by the Company’s forecasted unit cost is a
superior approach than forecasting overall capital expenditures from an older
period (2020 to 2023) and then applying a rate of growth to 2024 actual capital

expenditures when historical capital expenditures have varied from year to year.

The Commission should adopt the Attorney General’s recommendation.

Make-Ready Relocations. The Company is forecasting 7,697 units for the
bridge period for a total cost of $45,837,000 for Make-Ready Relocations. That
equates to an average unit cost of $5,955.113 The Company forecasted 6,572 units at
a total cost of $39,265,000 for the projected test year. That equates to an average
unit cost of $5,975.114 The number of Make-Ready orders or units completed ranged
between 1,236 and 1,640 in the past three years.1'> Therefore, the forecasted

periods include a major escalation in number of units projected by the Company.

112 Exhibit AG-70, page 2 (DR AG-CE-0835)
113 Coppola, 3 TR 2428.

114 Id.

115 See, Partlan, 3 TR 1922, Figure 15.
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When asked to provide the basis for the large escalation in forecasted Make-
Ready work for 2025, 2026, and 2027, the Company pointed to Ms. Partlan’s
testimony and a Staff discovery response. Both references provide a general
discussion of federal grants for expansion of broadband in rural areas but provide
no specific basis or calculations to show how the Company arrived at the forecasted
number of units.116 The number of Make Ready orders received in the first 8
months of 2025 in comparison to the same period in 2024, shows that Make-Ready
orders increased 37 percent in the 2025 year to date period over the prior year.117

This is the only indication available of a recent rate of increase in orders.118

Mr. Coppola used the 37% rate of increase for the 8-month period to calculate
the forecasted number of units for 2025, 2026, and 2027. He calculated a total
forecasted number of units of 2,243 for 2025. Applying the 37% rate of increase to
subsequent years, he arrived at forecasted units of 3,073 for 2026 and 4,210 units
for 2027. These numbers provided the basis to calculate the number of units of

3,267 for the bridge period and 5,975 for the projected test year.119

Based on these revised forecasted units, he determined forecasted capital
expenditures of $19,455,000 for the bridge period by multiplying the 3,267 units by

the Company’s forecasted average unit cost of $5,955. The revised forecasted

116 Coppola, 3 TR 2428.

117 See, Exhibit AG-3 (DR AG-CE-0341 with attachment).
118 Coppola, 3 TR 2428 — 2429.

119 Id.
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capital expenditures are $26,382,000 less than the Company’s forecast of
$45,837,000. Similarly, he determined a revised capital expenditures amount of
$20,626,000 for the projected test year by multiplying the 3,452 units by the
Company’s forecasted unit cost of $5,975. The forecasted capital expenditures are
$18,639,000 lower than the Company’s forecast of $39,265,000.120 Mr. Coppola
recommended that the Commission remove the $26,382,000 and $18,639,000
difference from the bridge period and projected test year capital expenditures

respectively.

Ms. Partlan brings up two issues in her rebuttal regarding the Make-Ready
work.121 First, the Company corrected previously provided forecasted Make-Ready
work orders for 2025 through 2027. Second, there is the lack of funding for the
Broadband Equity Access and Deployment (BEAD) program, which is the driving
factor in the Company’s forecasted capital expenditures to complete Make-Ready
field orders. The Company’s revised forecasted work order units change the cost per
unit calculated by Mr. Coppola for the bridge period from $5,955 to $12,295. This
revised unit cost multiplied by the 3,267 units forecasted by Mr. Coppola for the
bridge period results in revised capital expenditures of $40,168,000. This amount is
$5,669,000 lower than the Company’s forecasted capital expenditures of
$45,837,000 for the bridge period. The Attorney General recommends that the

Commission approve the $5,669,000 revised disallowance for the bridge period

120 Id. at 3430.
121 Partlan, 3 TR 2048 — 2049.
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instead of the previously proposed disallowance of $26,382,000.122 The response to

AG-CE-0837 confirms these amounts.

The Attorney General withdraws the disallowance of $18,639,000 proposed
by Mr. Coppola due to the Company’s revised forecasted units and the resulting

higher unit cost.

The Attorney General recommends that the Commission remove a total of
$37,239,000 for the bridge period and $28,305,000 from the Company’s forecasted

capital expenditures for LVD Asset Relocations subprogram.

LVD Lines Reliability

LVD Lines Reliability

Partlan, 3 TR 1954 — 1960, Exhibit A-113 (MPK-3), line 7,
Exhibit A-166, Exhibit A-167; Partlan Rebuttal 3 TR 2039
— 2041, 2050 — 2053, 2066 — 2067; Coppola, 3 TR 2430 —
2437, Exhibit AG-1, Exhibit AG-4; Boutet, 6 TR 4366,
4372 — 4373, 4377 — 4379, Exhibit S-13.1, S-13.2, S-13.5,
S-13.9, S-13.11; Attorney General Hearing Exhibit AG-71.

The Company is forecasting capital expenditures for LVD Lines Reliability of
$180,763,000 for the bridge period ending April 2026 and $312,886,000 for the
projected test year ending April 2027.123 This subprogram consists of nine capital

categories.12¢ The Attorney General is recommending adjustments to four of these

122 See, Exhibit AG-70, page 3 (DR AG-CE-0837) for supporting information.
123 See, Exhibit A-113 (MPK-3), line 7.
124 Partlan, 3 TR 1956, Figure 35.
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categories: Zonal Health Improvements, Voltage Conversion, Underground Cable

Rejuvenation, and Right-of-Way costs.

Zonal Health Improvement Program. Under the Zonal Health
Improvement Program, the Company targets specific zones within a circuit that
cause the highest number of power outages by replacing fuses, conductor lines,
switches, reclosers and other equipment. The Company proposes spending
$61,320,000 in the bridge period and $34,917,000 in the projected test year for this
category of expenditures. Based on the forecasted capital expenditures and number
of units, the Company’s forecasts reflect a unit cost of $123,380 for the bridge period
and $199,525 for the projected test year.125 Historically, the number of units under
this category increased significantly in 2022 and 2023 to 10,509 and 7,749 over the
169 units in 2021, which decreased the unit cost to approximately $3,000. In 2024,
the number of units declined to 511.126 Mr. Coppola points out that a portion of the
work in this category includes the installation of fuses on the lines, which are high
volume and lower cost, and it appears that most of the fusing work occurred in 2022
and 2023 with significantly fewer installations in 2024, the bridge period, and the

projected test year.127

In 2024, the Company completed 511 units at a cost of $33,987,994 for a

calculated unit cost of $66,513. The number of units completed in 2024 is

125 Coppola, 3 TR 2431.
126 See, Exhibit AG-4 (DR AG-CE-0346).
127 Coppola, 3 TR 2431.
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comparable to the 497 units forecasted by the Company for the bridge period and
closer to the 175 units forecasted for the projected test year than the number of
units completed in 2022 and 2023.128 However, the unit cost for 2024 diverges
considerably from the forecasted unit cost of $123,380 for the bridge period and the
forecasted unit cost of $199,525 for projected test year. The Company has not
provided any justification for such a large variance in unit cost from one year to the
next or what changed in the projects that increases that cost significantly. The
forecasted unit costs for the bridge period and projected test year are excessive, not

adequately supported, and need to be adjusted to a more reasonable level.129

Therefore, Mr. Coppola used the historical unit cost of $66,513 and adjusted
it for the inflation factor, to calculate a bridge period unit cost of $68,442.130 He
multiplied the Company’s forecast of 497 units with the adjusted unit cost to
determine forecasted capital expenditures of $34,016,000 for the bridge period. This
amount is $27,304,000 lower than the $61,320,000 forecasted by the Company, and
the Commission should remove that amount from the Company’s forecasted capital

expenditures for the bridge period.

For the projected test year, he applied another year of inflation to the bridge
period unit cost to arrive at a forecasted unit cost of $70,085. This cost multiphied

by the forecasted units of 175 results in forecasted capital expenditures of

128 Id. at 2431 — 2432.
129 Id. at 2431.
130 Coppola. 3 TR 2431.
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$12,265,000.131 This amount 1s $22,652,000 lower than the $34,917,000 amount
forecasted by the Company for the projected test year, and the Commission should
remove this difference from the Company’s forecasted capital expenditures for the

projected test year.

Voltage Conversion Program. This involves the Company’s plans to
convert secondary wire installations to a multiplex system. The capital spending
and number of projects completed in this category has varied from 2021 to 2024,
ranging from $90,300 for three projects in 2023 to $2.4 million for five projects in
2021.132 The Company is forecasting 44 projects at a total cost of $8,427,000, which
results in a calculated unit cost of $191,523 for the bridge period, and 283 projects
at a total cost of $33,115,000 for the projected test year.133 However, other
information provided by the Company indicates that a lower amount of units will be
completed during that time. The Company plans to complete 165 units for each
year 2026 and 2027.13¢ Based on these latest numbers, the projected test year units
are really 165, instead of the 283 units shown in Ms. Partlan’s Figure 35. The lower
number of units for 2026 seems to be more in line with the 44 forecasted units for
the bridge period and a more reasonable projection for the ramp-up to the projected

test year.135

131 Id. at 2432.

132 Exhibit AG-4 (DR AG-CE-0346).

133 Partlan, page 69, Figure 35.

134 Exhibit AG-4 (DR AG-CE-0346 attachment).
135 Coppola, 3 TR 2432 — 2433.
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The Company is ramping up work in this area from less than 10 units
annually during the past four historical years to 33 units in 2025 and 165 units in
2026 and 2027.136 According to the Company the increased planned activity is
necessary to mitigate safety risks of underground wires, while also increasing
operational flexibility and inventory processes. With the increased number of units,
the Company also expects to realize economies of scale.137 The forecasted capital
expenditure of $33,115,000 for the projected test year divided by the 165 units
results in a unit cost of $200,697. As stated above, the average unit cost for the
bridge period is $191,523. When compared to the 2024 unit cost of $136,044, the
forecasted costs proposed by the Company do not show the claimed economies of

scale.138

Therefore, Mr. Coppola calculated a more reasonable unit and cost and
capital expenditure amount by using the most recent actual unit cost of $136,044
from 2024 and applying the inflation factor of 2.9%, which results in a forecasted
unit cost of $139,989 for the projected test year. Applying this cost to the 44 units
forecasted by the Company, results in a reasonable capital expenditure forecast of
$6,160,000 for the bridge period. This amount is $2,267,000 less than the

Company’s forecast of $8,427,000.139 The Attorney General recommends that the

136 Jd. at 3 TR 2433 and Exhibit AG-4 (DR AG-CE-0346).
137 Id. Exhibit AG-4 (DR AG-CE-0346c¢).

138 Coppola, 3 TR 2433.

139 Id. at 3 TR 2433 — 2434.
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Commission remove this difference from the Company’s forecasted capital

expenditures.

Although the increase in the number of projects from the bridge period to the
projected test year is significant, Mr. Coppola accepted the Company’s forecast of
165 units as necessary to resolve safety risks. Using this forecast and applying the
inflation adjusted forecasted unit cost of $143,345, he calculated a reasonable
capital expenditures forecast of $23,653,000 for the projected test year. This
amount i1s $9,462,000 lower than the Company’s forecast of $33,115,000.140 The
Attorney General recommends that the Commission remove the $9,462,000 from

the Company’s forecasted capital expenditures for the projected test year.

Ms. Partlan disagrees with the Attorney General’s forecasted number of units
for voltage conversion, 4! which were based the forecasts provided by the Company
for 2026 and 2027. According to the Company the 165 units for 2026 are solely
withing the test period and that it intends to complete planning work in the first
quarter of 2026 so that project execution can begin in the test year.142 The
Company does not explain how it gets to 283 for the test year. The Attorney

General’s forecast is traceable and accurate based on information provided by the

140 Coppola, 3 TR 2434, including footnote 19.
141 Partlan Rebuttal, 3 TR 2051 — 2052.
142 Exhibit AG-71, p. 1 (DR AG-CE-0839).
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Company and should be adopted along with her proposed capital expenditure

disallowances.

Underground Cable Rejuvenation. The Company is forecasting capital
expenditures of $27,909,000 for the bridge period for 68 projects.143 This results in
an average unit cost of $410,426.144¢ For the projected test year, the forecasted
spending is $65,989,000 for 158 projects at a calculated unit cost of $417,652.145 In
comparison, historical unit costs for the four years 2021 to 2024 ranged from
$90,664 to $224,660 with the number of projects ranging from 5 to 10 annually. The
average unit cost in the most recent three years was $161,392, and the average unit
cost for 2024 was $168,852. The Company’s forecasted unit costs based on the
forecasted spending and planned number of units are excessive, not adequately

supported, and need to be lower. 146

According to Mr. Coppola, the three-year average unit cost adjusted for
inflation should be representative of the cost of completing future projects,
particularly with the significant ramp up in activity in future periods and the
expected economies of scale that will likely be achieved.!47 Using the average unit
cost of $161,072 and adjusted for inflation, he calculated a unit cost of $166,072 for

the bridge period, and multiplying it by the Company’ forecasted 68 units results in

143 Partlan, 3 TR 1956, Figure 35.
144 Coppola, 3 TR 2434.

145 Id.

146 I,

147 Coppola, 3 TR 2435.
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forecasted capital expenditures of $11,293,000. This amount is $16,616,000 lower
than the $27,909,000 forecasted by the Company.14® The Attorney General
recommends that the Commission remove this difference from the Company’s

projected bridge period capital expenditures.

Likewise, for the projected test year, he added another year of inflation to the
bridge period unit cost to arrive at a forecasted unit cost of $170,058. By
multiplying this cost by the Company’s forecast of 158 units, Mr. Coppola calculated
forecasted capital expenditures of $26,869,000 for the projected test year. This
amount 1s $39,120,000 less than the Company’s forecast of $65,989,000.149 The
Attorney General recommends that the Commission remove the $39,120,000 from

the Company’s forecasted capital expenditures.

Right-of-Way (ROW) Costs. The Company is forecasting ROW costs of
$6,188,000 for the bridge period and $17,667,000 for the projected test year.150
ROW costs ranged from $4.2 million to $6.2 million during the four years from 2021
to 2024.151 According to Mr. Coppola, the projected test year increase to more than
$17 million for ROW costs represents a significant increase that has not been
adequately supported by the Company.152 He points out that the Company stated

1n response to discovery that there are no individual projects supporting the ROW

148 Id.

149 Id.

150 Partlan, 3 TR 1956, Figure 35.

151 Exhibit AG-4 (DR AG-CE-0346 with attachment).
152 Coppola, 3 TR 2435 — 2436.
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forecast and the Company used a 14% ratio of historical ROW costs to target capital
investments for its projections. No data or calculation were provided to support the

14% or the range of 11% to 19% noted in the discovery response.153

According to Mr. Coppola, the 14% ratio used by the Company may not be
pertinent to the need for ROW easements and that not all capital projects require
new or expanded ROWs. He provided an example that pole replacements with
$127.5 million of spending or 41% of the total capital expenditures of $312.9 million
for the projected test year do not generally require new ROW easements unless they
are being moved outside the current right of way. While he found the bridge period
ROW costs in line with recent spending in this area, the Company had not
adequately associated the ROW costs to specific projects and justified the increased

ROW costs to relevant projects planned for the projected test year.154

Therefore, he determined a reasonable spending level for the projected test
year by using the highest level of ROW costs in the past four years of $6,202,000
(from 2024) as the forecasted amount. This amount is slightly higher than the
$6,188,000 forecasted by the Company for the 16-month bridge period ending April
2026, and it is even higher than the 12-month annualized amount of $4,641,000.
The $6,202,000 forecast for the projected test year is $11,465,000 less than the

Company’s forecast of $17,667,000. The Attorney General recommends that the

153 Id. at 2436. See also, AG-4 (DR ST-CE-0155).
154 Coppola, 3 TR 2436.
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Commission remove this difference from the Company’s forecasted capital

expenditures. 155

LVD Repetitive Outages.

Partlan, 3 TR 1960 — 1968, Exhibit A-113 (MPK-3), line
12, Exhibit A-166 pages 23 through 27, Exhibit A-167
pages 11 through 16; Partlan Rebuttal 3 TR 2041, 2058 —
2060; Coppola, 3 TR 2450 — 2454, Exhibit AG-1, Exhibit
AG-10; Boutet, 6 TR 4366, 4373 — 4375, Exhibit S-13.1, S-
13.2, S-13.11; Attorney General Hearing Exhibit AG-71.

The Company is forecasting capital expenditures for LVD Repetitive Outages
of $21,089,000 for the bridge period and $30,344,000 for the projected test year.156
Capital spending on this subprogram has been erratic from year to year ranging
from $4.1 million in 2023 to $10.7 million in 2021.157 Spending for the most recent
years 2023 and 2024 have been low with annual spending of $4.1 million and $4.5
million which is confusing considering the importance of the program since
repetitive outages have been an area of concern in prior proceedings.18 The
Company pointed back to work performed in other areas, such as LVD Lines
Reliability and LVR Resiliency that it believes accomplish the same goal of reducing
SAIDI and CEMI as a reason for this level of spending.1% If it is true that other

work accomplishes the same goal as the repetitive outage program, it is not clear

155 Id. at 2436 — 2437.

156 Kxhibit A-113 (MPK-3), line 12.

157 See, Partlan, 3 TR 1966, Figure 39.

158 Coppola, 3 TR 2451.

159 See, Exhibit AG-10 (DR AG-CE-0349) and Partlan, 3 TR 1967 — 1968.
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why the Company is now forecasting capital spending in the bridge period and
projected test year in the Repetitive Outages program that is four to six times

higher than the amount spent in 2024.160

The forecasted capital expenditure of $21,090,000 for the bridge period is for
246 units or projects. This translates to a unit cost of $85,728. For the projected
test year, the forecasted capital expenditures are $30,344,000 for 337 projects at an
average unit cost of $90,042.161 The average number of projects completed in the
most recent historical three years is 228 at an average cost of $27,032.162 The
average cost per unit in 2024 was $20,890. Therefore, the Company’s forecasted
average unit costs of $85,728 for the bridge period and $90,042 for the projected test
year are extremely high and not representative of recent actual costs. The
Company has not provided specific justification for the large difference in the

forecasted unit costs versus recent historical costs.163

While Mr. Coppola accepts the Company’s forecasted number of projects for
the bridge period and projected test year as a reasonable progression toward more
activity and focus on this problem area, he determined that the average unit costs
are excessive and should to be reduced to reflect recent actual costs.164 To calculate

reasonable capital expenditure amounts, he started with the three-year historical

160 Coppola, 3 TR 2451.

161 Jd. at 2452. See also, Exhibit AG-1, line 35.
162 Kxhibit AG-1, line 35.

163 Coppola, 3 TR 2452.

164 Coppola, 3 TR 2452.
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average unit cost of $27,032 from 2022 to 2024, and adjusted this cost by the
inflation rate of 2.9% to arrive at a bridge period unit cost of $27,816. Multiplying
this cost by the 246 units forecasted by the Company he calculated a forecasted
capital expenditures of $6,843,000. This amount 1s $14,246,000 lower than the
$21,089,000 forecasted by the Company.16> Therefore, the Attorney General
recommends that the Commission remove this difference from the Company’s

forecasted capital expenditures for the bridge period.

To calculate capital expenditures for the projected test year, Mr. Coppola
adjusted the bridge period unit cost by the inflation rate of 2.4% to arrive at a unit
cost of $28,484. He applied this cost to the 337 units forecasted by the Company to
calculate forecasted capital expenditures of $9,599,000 for the projected test year.
This amount 1s $20,745,000 lower than the capital expenditures of $30,344,000
forecasted by the Company.166 The Attorney General recommends that the
Commission remove the $20,745,000 from the Company’s forecasted capital

expenditure for the projected test year.

The Attorney General has additional concerns about this category of
expenditures. The Attorney General asked the Company to identify the outage
minutes experience by customers in 2023 and 2024 on the same circuits that the

Company plans to address in the bridge period and projected test year for repetitive

165 [,
166 Id. at 2452 — 2453.
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outages. The information provided by the Company shows that for several projects,
and nearly half of the total projects, customers did not experienced any interruption
minutes in 2023 and 2024. Mr. Coppola explains that if the Company is targeting
circuits with repetitive outages there should be outage minutes in at least one if not
both of those two years.167 He also he points out that the Company identifies
customer outage minutes avoided that in total exceed the total number of outage
minutes experienced by customers in 2023 or 2024.168 According to Mr. Coppola,
this contradictory information raises concerns about the accuracy of the purported
reduction in outage minutes and whether the Company is targeting the appropriate
circuits that experience multiple power outages year after year.169 Therefore, the
Attorney General recommends that the Commission direct the Company to provide
more pertinent information that shows the worst circuits with repetitive outages
that are being targeted and that the avoided customer interruption minutes reflect
actual reductions from historical outage minutes experienced by customers on that

circuit.

In her rebuttal, Ms. Partlan responds to Mr. Coppola’s testimony on the lack
of pertinent information to support undertaking projects for Repetitive Outages.170

Her reference to projects identified based on outages from 2021 and 2022 is

167 Coppola, 3 TR 2453.

168 I,

169 I,

170 Partlan Rebuttal, 3 TR 2058 — 2059.
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inconsistent with the presentation of the information in Exhibit A-169.17t The
response 1s very muddled and does not address the point made in Mr. Coppola’s
testimony that the forecasted reductions in Customer Interruption minutes should
relate to the interruption minutes previously experienced to provide an apples-to-
apples comparison and the relative benefits to customers for undertaking the

proposed capital spending on Repetitive Outages.

Resiliency

Partlan, 3 TR 1978 — 1994, Exhibit A-113 (MPK-3), line
20, Exhibit A-166 page 21, Exhibit A-167 page 21; Partlan
Rebuttal, 3 TR 2053 — 2054, 2066 - 2067; Kelly, 3 TR 1432
— 1440, Exhibits A-12 (MPK-1) Schedule B-5.7, Exhibit A-
112, Exhibit A-113 (MPK-3); Kelly Rebuttal, 3 TR 1586 —
1589, 1599 - 1601; Coppola, 3 TR 2438 — 2446, Exhibit
AG-1, Exhibit AG-6; Fitzhenry, 6 TR 3725 — 3729;
Attorney General Hearing Exhibit AG-71, Exhibit AG-68.

The Company forecasts capital expenditures for Resiliency of $21,194,000 for
the 16-month bridge period ending April 2026 and $35,765,000 for the projected test
year ending April 2027.172 In contrast, the Company spent $7.8 million on this
subprogram in 2024, $1.4 million in 2023, and no amounts in prior years, so that it
appears that this is a relatively new subprogram for the Company. There are three

components under this subprogram!73 and the Attorney General will address

171 See, Exhibit AG-71 (DR AG-CE-0843)
172 Exhibit A-113 (MPK-3), line 20.
173 Partlan, 3 TR 1988, Figure 48.
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adjustments in two of the components of this subprogram — Overhead to

Underground and the EGLE-MIEJ Undergrounding Secondary & Services.

Overhead to Underground Conversions. The Company is forecasting
capital expenditures of $1,250,000 to convert 1.4 miles during the bridge period and
$20.0 million to convert 50 miles for the projected test year.174 Ms. Partlan
1dentifies seven criteria for selecting overhead lines for undergrounding. These
criteria are: LVD system zones that are single-phase; have had at least one outage
in the last 24 months; serve between 10 and 200 customers; be operated at one of
the three standard wye voltages; not be considered for another reliability project;
have a load after installation of 36% or less of the ampacity of the newly installed
facilities; and be located in an area that has experienced tree- or weather-related
outages.1”™ These criteria have been reduced from 9 in the previous rate case U-
21585 with the requirement of CAIDI (restoration time) of 600 minutes or more
removed and the requirement that the LVD line not supply an overhead system also
removed. The Company also modified the location of the overhead line from being
in an area of dense trees to being located in an area that has experienced tree or

weather-related outages.1’® The changes indicate that the Company is still

174 Id.
175 Partlan, 3 TR 1985 — 1988.
176 Coppola, 3 TR 2438 referencing Case No. U-21585, Donald Lynd direct testimony at page 142.
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searching for an effective approach that adequately justifies undertaking the

overhead to underground conversions.177

Mr. Kelly also discusses the results of the undergrounding pilot project that
was approved by the Commission in Case No. U-21389.178 He provides comparative
net present value costs of undergrounding overhead lines versus other options,
showing that undergrounding is the most expensive option versus other
alternatives.1”® Mr. Kelly also presents a comparison of costs for the four

alternatives after imputing societal costs based on the ICE calculator.180

There are several problems with the Company’s proposal. First, the criteria
outlined in Ms. Partlan’s direct testimony are relatively low thresholds that could
result in hundreds if not thousands of overhead lines that could qualify for
conversion to underground.!81 Mr. Coppola points out that low thresholds such as
only one outage in the last 24 months, 10 to 100 customers affected, and lines
located in an area that experiences tree or weather-related outages would likely
apply widely. He questions the choice and relevance of these thresholds.182 In
discovery in Case U-21585, the Company stated that it had not determined the

number of projects and the miles of overhead lines that would meet all nine

177 Coppola 3 TR 2438 — 2439.
178 Kelly, 3 TR 1432 — 1438.

179 Kelly, 3 TR 1434, Figure 24.
180 Jd. at 1435.

181 Partlan, 3 TR 1986.

182 Coppola, 3 TR 2440.
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criteria.83 He questions how the Company can develop relevant criteria without

knowing what the impact or outcome would be.

Second, the criteria do not include a cost/benefit analysis (CBA) to determine
whether the conversion is economic versus other options for each project. This is a
major shortcoming, and the Commission should not approve any undergrounding
program that lacks such a key criterion.18¢ The Company could not adequately
explain why a CBA was not incorporated in the selection criteria.l85 In this rate
case, the Attorney General asked again if the Company will include a present value
economic analysis to determine that each undergrounding project is the least cost
option. The response states that the Company does not plan to include this key

screening criterion.186

Third, the results of the pilot program show a calculated average cost of
$443,079 per comparable mile of overhead line converted to underground. However,
5 of the 8 projects in the pilot program, or 63%, had a cost that was above the
average cost from 20% to 126% of the average cost. Even excluding the Saugatuck-
Douglas project which was 126% above the average cost based on the Company’s
claims that it was unusual and would not repeat, the next highest cost project was

$693,773 per mile, or 74% above the average cost of $443,079. According to Mr.

183 Coppola, 3 TR 2440 referencing U-21585 Exhibit AG-1.9 (DR AG-CE-0492).
184 Coppola, 3 TR 2440.

185 Id.

186 Jd.
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Coppola, the pilot confirms the point that each project can vary significantly from
the average cost per mile and needs to pass an economic cost/benefit analysis to

qualify as an acceptable candidate for undergrounding versus other alternatives.187

Fourth, Mr. Coppola explains that the information in Figure 24 in Mr. Kelly’s
testimony, shows that even at the average cost per mile undergrounding is not a
sound economic practice.188 He also explains that the presentation in Figure 25
with the societal benefits from assumed avoided customer outages should be
disregarded. While the ICE calculator information used in the analysis assumes
that for each minute of sustained power interruptions customers incur an equal
cost, that is contrary to reality because some customers can sustain power outages
for hours without incurring costs.189 He explains that it is when power outages
span into a day or longer that potentially costs are incurred, and therefore, the ICE
calculator tends to overestimate the cost of short outages outside of major storms,
which are more common.19 The most pertinent comparison is the cost incurred by
the Company for each alternative, as shown in Figure 24, which all customers must
pay. On this basis, undergrounding is more costly on average in comparison to

other alternatives presented by the Company.191

187 Coppola, 3 TR 2441.

188 Kelly, 3 TR 1434, Figure 24 and Coppola, 3 TR 2441.
189 Coppola, 3 TR 2441.

190 Id.

191 Id.
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Mr. Coppola discussed that in its June 12, 2025 order in Case No. U-21305,
the Commission evaluated the Final Liberty Consulting Group which stated that
the Company should delay expansion of LVD undergrounding beyond the pilot
program and pointed out that costs and reliability of benefits of undergrounding
remain too uncertain to support expansion of the program. The Commission also
considered comments on the Liberty Report from various parties, including the
Attorney General. It agreed with the comments from the Attorney General and
MNSC, stating that it remains skeptical of the costs of the undergrounding pilot at
scale but was not opposed to further consideration of the program. Specifically, the
Commission requested additional evidence, including a cost/benefit analysis, to fully

evaluate the proposed undergrounding in comparison to other alternatives.192

The Company’s proposal to undertake an expanded conversion of overhead
lines to underground has not been well defined, it lacks important criteria to ensure
that sound economic decisions are made, it is based on a misleading average cost
per mile of overhead line to be converted to underground and should be rejected.
Therefore, the Attorney General recommends that the Commission remove the
incremental capital spending of $1,250,000 proposed by the Company for the bridge

period and the $20 million for the projected test year.

EGLE-MIEJ Undergrounding. The Company included forecasted capital

expenditures for three EGLE-MIEJ Undergrounding projects in Grand Rapids,

192 Case No. U-21305, June 12, 2025 order for Consumers Energy at page 25.
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Flint, and Kalamazoo for the bridge period totaling $4,118,000 and the same
amount for the projected test year.193 In discovery, the Attorney General asked the
Company to provide the current phase of project development for the three projects.
In response, the Company reported that they are in the scoping phase.194 The
projects are still in the preliminary phase of development. No design or other
advanced work has been performed on the projects. Therefore, the costs and timing
of the projects are still preliminary and too premature for inclusion in rate base in
this case. Therefore, the Attorney General recommends that the Commission
remove the capital expenditures of $4,118,000 from both the bridge period and

projected test year.

Conclusion for the resiliency subprogram — The Attorney General
recommends that the Commission remove $5,368,000 for the bridge period and
$24,118,000 for the projected test year from the Company’s forecasted capital

expenditures.

LVD Line Capacity

Partlan, 3 TR 1995 - 2004, Exhibit AG-113 (MPK-3), Line
22, Exhibit A-166 pages 29 — 31, Exhibit A-167 pages 23 —
27; Partlan Rebuttal, 3 TR 2038 — 2039, 2055 — 2056,
Coppola 3 TR 2444 — 2446, Exhibit AG-1, Exhibit AG-7,;
Boutet, 6 TR 4366, 4370 — 4371, Exhibit S-13.1, S-13.2, S-
13.4, S-13.11Attorney General Hearing Exhibit AG-71.

193 See, Partlan, 3 TR 1988, Figure 48 which shows these amounts and they are included in Exhibit
A-130.

194 Exhibit AG-6 (DR AG-CE-0363 with attachments).
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LVD Lines Capacity

The Company is forecasting $28,580,000 for the bridge period and
$54,911,000 for the projected test year ending April 2027 to increase capacity on
LVD lines.19 There are two components under this subprogram —Overload
Equipment Upgrades and Line Capacity Projects for Substation Work.19 The
Attorney General is proposing that adjustments be made to capital expenditures for
the Overload Equipment Upgrades category because the Company has not
demonstrated a level of risk for overloads justifying the proposed increase in

spending as discussed below.

Overload Equipment Upgrades. The Company is forecasting capital
expenditures of nearly $30 million in the bridge period and $55 million in the
projected test year for overload equipment upgrades. In comparison, the Company
spent less than $10 million annually for this category of expenditures in the
previous five years.197 The Company’s proposed capital expenditures for the bridge
period and the projected test year for the Overload Equipment Upgrade sub-

program are overstated and not supported.

The Company categorizes the number of circuits and components by the

percentage of overload from Minor Risk to High Risk.198 The Attorney General

195 Exhibit A-113 (MPK-3), line 22.
196 Partlan, 3 TR 2003, Figure 54.
197 Id. at 2002, Figure 53.

198 Jd. at 1998, Figure 52.
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inquired whether the ramp-up in spending is directed at the high-risk circuits with
over 140% overload. According to the Company, the increase in spending will occur
across the board for all overload percentages during the bridge period and the
projected test year, not just for the highest risk circuits.199 It claims that different
types of devices face different severity of risk at different percentages of overload
level. However, that claim does not match the Company’s own categorization of risk
or severity shown in Figure 52.200 Mr. Coppola notes that it makes sense for high-
risk circuits to incorporate the severity of the related equipment within the circuit.

Otherwise, categorizing circuits and components is meaningless.201

The Company plans to work on 83 projects that fall in the over 140% overload
category with related spending of $15,989,000 in the bridge period. Forty-one of the
projects with related capital spending of $5,375,000 involve circuits that have an
overload condition of less than 140%.202 For the projected test year, the Company
plans to work on 85 circuits with overload conditions of 140% or more and related
capital expenditures of $11,527,000. It is also targeting 155 circuits that are in the
less risky categories (including 111 circuits with overload conditions of 119% or less)

for total forecasted capital spending of $40,911,000.203

199 See, Exhibit AG-7 (DR AG-CE-0357 with attachment).
200 Partlan, 3 TR 1998.

201 Coppola, 3 TR 2444 — 2445.

202 Jd. at 2445.

203 Id.
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The Company’s spending priorities are inconsistent with how it categorizes
risk.204 It should be focusing on higher risk circuits so that ratepayers are not
burden with costs that are not reasonable and prudent. Therefore, the Attorney
General recommends that the Commaission remove $5,375,000 of capital
expenditures for the bridge period and $40,911,000 for the projected test year that

1s directed at the lower risk projects with overload of less than 140%.

V. Metering and Transformers

LVD Transformers.

Partlan, 2022 — 2027, Exhibit A-113 (MPK-3), line 5;
Partlan Rebuttal, 3 TR 2056 — 2057, 2062 — 2063;
Coppola, 3 TR 2446 — 2450, Exhibit AG-1, Exhibit AG-8,
Exhibit AG-9; York, 6 TR 3699 — 3700.

The Company forecasts capital expenditures for LVD Transformers of
$227,963,000 for the period ending April 2026 and $207,782,000 for the projected
test year ending April 2027.205 The proposed amount represents a significant
increase in spending in the forecasted periods over the prior five years.206 According
to Ms. Partlan, the increase in spending is driven by both volume and price

increases.207 The increase in volume results from new purchases of pad mount

204 Jd. at 2446.

205 Exhibit A-113 (MPK-3), line 5.
206 Partlan, 3 TR 2024, Figure 64.
207 Id. at 2026 — 2027.
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transformers tied to increase undergrounding work for new services, primary and

secondary circuits likely related to undergrounding overhead lines, and EVs.208

The Company provided the number of units of 1-phase and 3-phase
transformers it planned to purchase and shows large increases from 2024 to
2027.209 The forecast for the 1-phase pad mount transformers shows an increase
from 2,876 units in 2024 to 7,469 units in 2027. These increases are in addition to
a 48% increase in the number of units in 2023 over 2022 and another 24% increase

in 2024 over 2023.210

The forecast for the 3-phase pad mount transformers shows similar high
increase of 64% in 2025 over 2024 followed by a decrease of 20% in 2026 and an
increase of 60% in 2027. The increase in units from 2023 to 2024 was 32%.
According to Mr. Coppola, the increases for 2025 through 2027 are excessive and
are not supported by any calculations or basis other than general statements about
projects that may need new pad mount transformers.2!! The lack of support is
made clear by other evidence presented by the Company in the case. For example,
New Service Connections are forecasted to increase at an annual rate of
approximately 1% from 2024 to the projected test year.212 And, the number of miles

of undergrounding projects is 1.4 miles in the bridge period and 50 miles in the

208 Coppola, 3 TR 2446.

209 See, Exhibit AG-8 (AG-CE-0361 with attachments) and Coppola 3 TR 2446 — 2447.
210 Coppola, 3 TR 2447.

211 Coppola 3 TR 2447.

212 See, Partlan, 3 TR 1898, Figure 4.
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projected test year.213 This level of activity does not justify the forecasted increases

in pad mount transformers.

Mr. Coppola calculated an appropriate number of 1-phase and 3-phase
transformers. First, he determined the number of units that will provide the
Company with some additional inventory of 1-phase pad mount transformers for the
bridge period and projected test year. He used the 24% rate of increase in 2024
actual purchases over the number in 2023 and applied it to the 2,876 units
purchased in 2024 which results in 5,040 units for the bridge period and 4,776 units

for the projected test year.214

To determine a reasonable capital expenditure amount for the bridge period
for 1-phase transformers, he multiplied the 5,040 units by the year-to-date price of
$5,287 per unit provided by the Company that already reflected inflation based on
actual prices billed by vendors, resulting in a forecasted capital expenditures of
$26,646,000.215 This amount 1s $9,791,000 less than the cost of $36,437,000
included in the Company’s forecasted capital expenditures for the bridge period.
The Attorney General recommends that the Commission remove the $9,791,000

from the Company’s forecasted capital expenditures.

213 Coppola 3 TR 2447.
214 See, Coppola 3 TR 2448 and FN 29.
215 See, Exhibit AG-8 (DR AG-CE-0361 with attachments), Coppola 3 TR 2448, and Exhibit AG-9.
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For the projected test year, he adjusted the bridge period price for the 1-
phase pad mount transformer by inflation to arrive at a price of $5,414.216 This
price multiplied by the forecasted number of units of 4,776 results in forecasted
capital expenditures of $25,857,000 for 1-phase transformers, which 1s $11,777,000
lower than the Company’s forecasted cost of $37,634,000.217 The Attorney General
recommends that the Commission remove the $11,777,000 from the Company’s

forecasted capital expenditures for the projected test year for 1-phase transformers.

Second, a reasonable number of units was determined for 3-phase pad mount
transformers for the bridge period and projected test year. Mr. Coppola used the
32% rate of increase in 2024 actual purchases over the number in 2023 and applied
it to the 564 units purchased in 2024 resulting in 991 units for the bridge period

and 820 units for the projected test year.218

To determine capital expenditures for the bridge period, he multiplied the
991 units by the year-to-date price of $27,217 per unit based on the information
provided by the Company that already reflects inflation in actual prices billed by
vendors.219 The result is forecasted capital expenditures of $26,972,000. This
amount i1s $5,514,000 less than the cost of $32,486,000 included in the Company’s

forecasted capital expenditures for phase-3 transformers for the bridge period.220

216 See, Coppola 3 TR 2449, footnote 31.

217 See, Exhibit AG-9.

218 Coppola 3 TR 2449 including footnote 33.

219 Exhibit AG-8 (DR AG-CE-0361 with attachments).
220 See, Exhibit AG-9.
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Therefore, the Attorney General recommends that the Commission remove the
$5,514,000 from the Company’s forecasted capital expenditures for the bridge

period.

Likewise, for the projected test year, Mr. Coppola adjusted the bridge period
price for the 3-phase pad mount transformer by inflation to arrive at a price of
$27,870.221 Multiplying this price by the forecasted units of 820 results in
forecasted capital expenditures of $22,853,000, which 1s $3,005,000 lower than the
Company’s forecasted cost of $25,858,000.222 The Attorney General recommends
that the Commission remove the $3,005,000 from the Company’s forecasted capital

expenditures for the projected test year.

In total for LVD transformers, the Attorney General recommends that the
Commission remove $15,305,000 for the bridge period and $14,782,000 for the

projected test year from the Company’s forecasted capital expenditures.

Grid Modernization

The Company is forecasting $25,691,000 for the bridge period and
$17,837,000 for the projected test year in Grid Modernization capital
expenditures.223 This subprogram consists of various spending categories; however,

the Attorney General is only recommending disallowances for Distribution Circuit

221 $27,217 x 1.024 - $27,870.
222 Exhibit AG-9.
223 See, Exhibit A-113 (MPK-3), line14 and McPhail, p. 12, Figure 1.
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Modernization components —Voltage Regulator Controllers, and Peer to Peer
Automation and Metro Modernization, and Distribution Asset Management

component — Asset Performance Management.

Distribution Circuit Modernization

Voltage Regulator Controllers

McPhail, 3 TR 1664, 1674 — 1681, Exhibit A-142 (SAM-1)
page 3, Exhibit A-143 (SAM-2) page 1, Exhibit A-130
(MPK-20), Exhibit A-146 (SAM-5); McPhail Rebuttal, 3
TR 1737 — 1741; Coppola, 3 TR 2474 — 2475, Exhibits AG-
1, Exhibit AG-16; Fitzhenry, 6 TR 3729 — 3733.

The Company forecasted $10,526,000 of capital expenditures for the bridge
period for voltage regulator controllers. It also forecasted 294 units for the bridge
period. Based on the forecasted capital expenditures, the average unit cost for the
294 units is $35,803, which is much higher than the $22,442 unit cost incurred by
the Company in 2024 and the three-year average of $19,357.224 For the projected
test year, the Company forecasted capital expenditures of $5,120,000 and forecasted
143 units for the year for a calculated unit cost of $35,804. Mr. Phail did not
provide any explanation or justification for the large increase in the unit cost for the

bridge period or the projected test year.

Given the upward trend in the unit cost in recent years, Mr. Coppola
calculated a reasonable unit cost for the bridge period and the projected test year by

using the most recent actual unit cost of $22,442 for 2024. After adjusting for

224 Coppola, 3 TR 2474 — 2475.

74



inflation, the average unit cost is $23,093 for the bridge period.225> This cost
multiplied by 294 units results in forecasted capital expenditures of $6,789,000,
which is $3,737,000 lower than the $10,526,000 forecasted by the Company. The
Attorney General recommends that the Commission remove this difference from the

Company’s forecasted bridge period capital spending.

Similarly, for the projected test year, Mr. Coppola multiplied the inflation-
adjusted unit cost of $23,647 by the 143 units forecasted by the Company to arrive
at forecasted capital expenditures of $2,382,000.226 This amount 1s $1,738,000 less
than the Company’s forecast of $5,120,00. The Attorney General recommends that
the Commission remove the $1,738,000 from the Company’s forecasted test year

capital expenditures.

In total for voltage regulator controllers, the Attorney General recommends

that the Commission remove $5,475,000 from capital expenditures in this case.

Peer to Peer Automation and Metro Modernization.

McPhail, 3 TR 1685 — 1687, 1692 - 1695, Exhibit A-148
(SAM-7), Exhibit A-151 (SAM-10); McPhail Rebuttal,3 TR
1745 — 1747; Jerore Rebuttal Coppola, 3 TR 2476,
Exhibits AG-16, AG-75; Fitzhenry, 6 TR

The Company forecasted capital expenditures for the bridge period of

$895,000 for Peer-to-Peer Automation and $305,000 for Metro Automation. For the

225 Coppola 3 TR 2475 and footnote 58.
226 [d. and footnote. 59.
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projected test year, the respective forecasted capital expenditures are $270,000 and
$650,000. Mr. McPhail describes some of the features of the two systems and
estimates potential avoided customer interruption minutes, however there is no
evidence that these technologies have worked effectively at other utilities and
provided proven benefits.227 Mr. Coppola notes that they appear to be
experimental. In addition, the Company stated that it did not perform a
cost/benefit analysis to demonstrate there is some economic value to this new

technology.228

Due to the lack of evidence that the two proposed technology systems will
create significant value for customers, Mr. Coppola recommended that the
Commission disallow the combined capital expenditures of $1,200,000 for the bridge

period and $920,000 for the projected test year for these projects.229

In rebuttal testimony, Mr. McPhail indicates that the Company has
withdrawn the proposed capital spending for the Peer-to-Peer Automation project in
line with the Attorney General’s proposal to disallow the total amount.230
Therefore, the Commission should remove $1,165,000 ($895,000 for the bridge
period and $270,000 for the projected test year) for this program from capital

expenditures in this case.

227 Hayward, 3 TR 1685 — 1687 and 1692 — 1695.

228 Eixhibit AG-16 (DR AG-CE-0541c).

229 Coppola, 3 TR 2476.

230 McPhail rebuttal, 3 TR 1745. See also, Exhibit AG-75 (DR AG-CE-0860).
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However, the Company continues to seek capital expenditures for the Metro
Modernization project.231 Like the Peer-to-Peer project, The Metro Modernization
project involves experimental technology and the Company did not present evidence
of a track record for the technology to justify the capital spending.232 Unlike
reclosers, regulators, and sensors, which have been in use for years and are proven
technology, the new technology the Company wants to evaluate is unproven and the
claims of reliability and safety exposure are unsupported. Furthermore, the
Company’s response to discovery shows that employees spend 2,000 hours in
underground vaults, which means the 185-hour reduction stated in McPhail’s
rebuttal represents a relatively minor reduction in safety exposure. The
Commission should reject this proposal and remove $955,000 ($305,000 for the
bridge period and $650,000 for the projected test year) from capital expenditures in

this case.

Distribution Asset Management

McPhail, 3 TR 1701 — 1712, Exhibit A-152 (SAM-11), ;
McPhail Rebuttal, 3 TR 1741 - 1745; Coppola, 3 TR 2476 —
2479, Exhibit AG-1, Exhibit AG-17; Shi 6 TR 4488 - 4491.

The Company is proposing capital expenditures for Electric Distribution

Asset Management systems, specifically for the Asset Repository System and the

231 McPhail Rebuttal, 3 TR 1746.
232 Exhibit AG-75 (DR AG-CE-0862).
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Asset Performance Management System. The forecasted capital expenditures for
the projects totals $1,740,000 for the bridge period and $4,050,000 for the projected
test year.233 According to Mr. McPhail, the implementation costs of the Asset
Repository system have increased. In addition, the Company claims that
purchasing and installing a new Asset Performance Management system would be

expensive and decided to build its own system in-house at a lower cost.234

The background and support for these projects are problematic. The
Company reported that the original estimated cost of the Asset Repository system
was approximately $2.5 million, including development O&M costs. It now
forecasts the revised cost of the system will be $8.8 million, including O&M costs.235
This 1s a substantial increase in cost considering that the Company proposed this
system in the two prior rate cases, dating back to 2023 at a much lower cost. The
Company’s explanation for the increase is that the initial capital estimate was
based on early planning assumptions and as the project progressed it proved to be
more complex and costly. It also stated that the software-as-a-service model tool
was higher than originally forecasted. As Mr. Coppola noted, this is a classic case of

not doing enough upfront research and analysis, before making a decision to

233 McPhail, 3 TR 1703, Figure 9.
234 [d. at 1704.
235 See, Exhibit AG-17 (DR AG-CE-0544 with attachments).
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proceed with a project and finding out later that the cost ballooned to five times

more than originally estimated.236

The Attorney General questioned the need to undertake this project and the
related Asset Performance Management system and recommended that the
Commission disallow the forecasted capital spending for multiple reasons, the
Company had not demonstrated that the new systems was necessary and that
current systems could no longer be used, and a cost/benefit analysis (CBA) had not
been performed in the last case (but provided one in this case) incorporating all the
systems the Company wants to implement, including the Asset Repository, Asset
Performance Management system, Asset Investment Planning system, and the
Device Management system.237 In addition, the Device Management system is a
new system that the Company added in this rate case at a cost of $2.5 million

without any explanation or justification.238

Mr. Coppola points out problems with the CBA. First, it is premised on the
total cost for all systems being approximately $16 million instead of the current
forecast of nearly $21 million and is now stale. Second, the new higher cost makes
the result of the net present value analysis unfavorable. It is now at about
breakeven, assuming all of the soft savings included in the CBA are achievable.

Third, the purported savings were not documented, and it is not possible to

236 Coppola, 3 TR 2477.
237 Coppola, 3 TR 2477 — 2478.
238 Id. at 3 TR 2478.
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determine whether they are realistic or achievable. Fourth, the Company also
included cost savings for “Societal Improved Power Quality” and reduced
“Reliability Degradation Risk,” which are vague concepts and the Company has not
demonstrated that they provide tangible and realistic cost savings to the Company

or its customers.239 The proposed systems are not economically justified.240

Customers should not pay for projects that are incurring significant cost
overruns and are not economically justified. Additionally, the Asset Performance
Management system is still in the planning phase of development, and it is too

premature to include its capital spending in rate base in this rate case.

In rebuttal, the Company disagreed that the Asset Performance Management
System funding should be excluded from funding in this rate case.24! According to
Mr. McPhail, “the APM is scalable, meaning as each health score is developed for
each asset, that information becomes useful and will be used to guide investment
decisions.”242 However, the Company subsequently confirmed that the Asset
Performance Management System is still in the planning phase and despite Mr.
McPhail’s claims otherwise, is still too premature to include in capital expenditures

1n this case.243

239 Id.
240 [,

241 McPhail rebuttal, 3 TR 1743.

242 McPhail Rebuttal, 3 TR 1743.

243 See, Exhibit AG-75 (DR AG-CE-0861).
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The Commission should remove the forecasted capital expenditures of
$1,740,000 for the bridge period and $4,050,000 for the projected test year from this

rate case.

Power Generation Capital Expenditures

Overview

Exhibit A-12 (RTB-3), Schedule B-5.2; Coppola, 3 TR
2479.

The Company is forecasting capital expenditures for the bridge period and
projected year for its Power Generation facilities in this case of $275.4 million and
$188.6 million, respectively.24¢ It incurred capital expenditures of $145.3 million in
2024.245 Included in these forecasts are capital expenditures for Solar Generation,
Steam (Fossil Fuel) Power Generation, Hydro Power Plants, Pumped Storage
Generation (Ludington), and Other Production Plant. The Attorney General

proposes adjustments to several of these programs and component projects.

Proposed Capital Expenditure Reductions.

Covert Power Plant

Blumenstock, 6 TR 3513 — 3526, Exhibit A-12 (RTB-3),
Schedule B-5.2, Exhibit A-46 (RTB-7); Blumenstock
Rebuttal, 6 TR 3591 — 3594, 3598 — 3600, 3604 — 3605,
3606 — 3607, 3609 — 3615, Exhibit A-191, Exhibit A-198;
Coppola, 3 TR 2480 — 2483, Exhibit AG-18 (DR AG-CE-
0480), Exhibit AG-21; Maio, 6 TR 4466 — 4469, Exhibits S-

244 Exhibit A-12 (RTB-3), Schedule B-5.2, page 1 and Coppola, 3 TR 2479.
245 Jd. at 3 TR 2479.
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8.0, S-8.3, S-8.4; York, 6 TR 3690, 3692 - 3693. Attorney
General Hearing Exhibit AG-65.

The Company is forecasting capital expenditures for the Covert power
generation plant of $67.5 million for the bridge period and $61.4 million for the
projected test year.246 The Company became the owner and operator of this natural
gas-fueled plant in June 2023. It is now planning several capital projects to update
and upgrade various equipment and systems in the plant.247 When questioned
about it plans to replace and upgrade large pieces of equipment and systems so soon
after the purchasing the plant and whether it was aware of the poor conditions of
the equipment at issue during the acquisition due diligence process, the Company
stated that it anticipated making future capital investments but was not able to
conduct a robust health assessments and detailed engineering evaluations until
after taking ownership of the plant.248 Based on this response, it appears that the
Company bought the plant without understanding that it required large capital
expenditures to replace old and failing equipment and systems much sooner than

expected.

The level of due diligence that was performed did not uncover the
deteriorated condition of the equipment and systems in time to address those issues
during negotiations, including possibly obtaining a lower purchase price to

compensate for future work. Mr. Coppola notes that it is a bad deal for ratepayers

246 On page 2, line 43, of Exhibit A-12 (RTB-3), Schedule B-5.2,
247 Blumenstock, 6 TR 3514 — 3526.
248 See, Exhibit AG-18 (DR AG-CE-0490).
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who are now being asked to pay for capital upgrades and replacements, after the
Company paid a higher purchase price for the plant than it now appears was
justified. Essentially, they are paying twice.249 In addition, the Company plans to
recover the new investment through depreciation expense and will effectively

receive a return on twice the investment in the same equipment and systems.250

The Attorney General is proposing that two specific capital expenditures be
excluded from rate base due to the shortcomings in the due diligence process. First,
The Company is replacing the Load Commutated Inverter (LLCI) Static Frequency
Converters (SFC) at a cost of $1,305,000 in the bridge period and $2,610,000 in the
projected test year.251 The LCI-SFC is a piece of equipment and system used with
the gas turbines and related equipment at the plant. According to Mr.
Blumenstock, replacement of the SFC is required to mitigate a significant risk of
failure due to obsolescence, ensure operational reliability, and align with
manufacturer recommendations. The Company should have discovered the problem

with this critical component during its technical due diligence.?252

Second, the Company is planning extensive upgrades to the Netmation
Operating System to the latest version at a cost $2,922,000 in the bridge period and

$8,844,000 in the projected test year.253 According to Mr. Blumenstock, the Covert

249 Coppola, 3 TR 2481.

250 Coppola, 3 TR 2480 — 2481.

251 Blumenstock, 6 TR 3514 — 3517.
252 See, Coppola, 3 TR 2481.

253 Blumenstock 6 TR 3514 and 3518.
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plant, which has been in operation since 2004, faces critical challenges with
outdated control systems.2%¢ The Netmation upgrade includes replacement of
input/output models, servers, network switches and software. As stated above,
there is no excuse for the Company failing to discover the problem with this critical
component during its technical due diligence. At the time of purchase, the Company
should have considered the implication of purchasing a nearly two-decades-old

power plant that would have to be overhauled shortly after it was acquired.255

In addition to the condition of the equipment at the time of purchase, the
Netmation project is still in the early stage of design and engineering development,
which 1s scheduled to be completed in February 2026.256 This project has not
advanced sufficiently to be included in rate base in this rate case. The cost and
timing of the project may still change significantly until the engineering work is

completed.257

Ratepayers should not be burdened with the cost of new equipment, system
upgrades and replacements for a recently purchased power plant when the
deteriorated condition of the equipment should have been discovered as part of due
diligence conducted before the purchase of the plant and deducted from the

purchase price. The Attorney General recommends that the Commission disallows

254 Id. at 3518.

255 Coppola, 3 TR 2482.
256 See, Exhibit AG-21.
257 Coppola, 3 TR 2482.
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the total bridge period capital expenditures of $4,227,000 and remove the
$11,454,000 for the projected test year for the two systems discussed above from

inclusion in rate base.

In rebuttal, Mr. Blumenstock objects to Mr. Coppola’s testimony that the
Company did not perform sufficient technical due diligence on this recently
purchased power plant. He claims the company could not perform sufficient
equipment evaluation until it began operating the plant and could identify obsolete
equipment.25® The Attorney General asked the Company to identify the technical
due diligence it performed and what problems were identified. The Company did
not provide the information requested on the technical due diligence performed
before the plant acquisition.2%® No specifics were provided regarding other problems
discovered after the acquisition that had not been uncovered during due diligence.
No evidence was provided in this case or prior cases that the equipment the
company wants to replace now was identified as needing to be replaced soon after

the acquisition was completed.

The Commission should adopt the Attorney General’s recommendation.

Ludington Power Plant.

Blumenstock 6 TR 3542 — 3549, Exhibit A-12 (RTB-3),
Schedule B-5.2, p. 3, line 57,; Blumenstock Rebuttal, 6 TR
3595 — 3597, 3600 — 3602, Exhibits, A-192, A-193, A-194,

258 Blumenstock Rebuttal, 6 TR 3599.
259 See, Exhibit AG-65, page 2 (DR AG-CE-0785).
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A-195, A-196, A-197; Coppola, 3 TR 2483 — 2484, Exhibit
AG-19; York; Attorney General Hearing Exhibit AG-65.

The Company is forecasting capital expenditures for the Ludington power
plant of $15,225,000 for the bridge period and $13,282,000 for the projected test
year.260 The Company is planning several capital projects to update and upgrade
various equipment and systems in the plant.261 The plant has already had
extensive equipment and system overhauls to each of its six units between 2015 and
2022.262 When asked why the plant was undergoing large capital spending on
equipment and system upgrades, so soon after the major overhaul of the six units as
recently as three years ago, the Company responded that the proposed capital
expenditures in this rate case address components that were outside the scope of
the original overhaul. However, it provided no evidence to support this
statement.263 There is no explanation for why large systems and equipment
components, such as the Units 1 through 6 DCS Control Relay, which costs nearly
$3 million would not have been replaced at the time of the units’ major overhaul.264
The same issue applies also to the Lower Penstock Expansion Joint Chamber
Waterstop, Hydro Governor Replacement, Pony Motor Overhaul, etc.265 While the

Company claims that the equipment has degraded since the Company began the

260 Exhibit A-12 (RTB-3), Schedule B-5.2, p. 3, line 57.

261 See, Blumenstock, 6 TR 3543 — 3549.

262 Coppola, 3 TR 2483.

263 Coppola 3 TR 2483 and Exhibit AG-19 (DR AG-CE-0493).

264 Jd. at 3 TR 2484.

265 See, Blumenstock, 6 TR 3542 — 3549. See also, Coppola, 3 TR 2484.
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major overhaul that began approximately ten years ago, it provides not evidence of

any degradation or problems experienced with the current equipment.266

According to Mr. Coppola, the Company has not provided sufficient evidence
to justify that the capital upgrades it seeks to recover in this rate case are necessary
at this time given the recent overhaul of the plant.267 Therefore, the Attorney
General recommends that the Commission remove the forecasted bridge period
capital expenditures of $15,225,000 and capital expenditures of $13,282,000 for the

projected test year for the Ludington power plant.

Campbell Power Plant

Blumenstock, 6 TR 3550 — 3551, Exhibit A-12 (RTB-3),
Schedule B-5.2, pages 3 and 8; Blumenstock Rebuttal, 6
TR 3603 — 3604; Myer Rebuttal, 3 TR 1846 — 1848; Daly, 3
TR 1064 — 1066, Exhibits A-12 (PDD-34), Schedule B-4, A-
13 (PDD-43) Schedule C-6; Coppola, 3 TR 2484 — 2487,
Exhibit AG-20; Attorney General Hearing Exhibit AG-66.

On May 23, 2025, the Department of Energy (DOE) issued an order that the
Campbell power plant continue to operate past May 2025 and directed FERC and
MISO to issue appropriate directives to the Company to effect the continued
operation of the plant and related cost recovery and tariffs. Prior to the DOE May

2025 order the Company was proceeding with recovery of remaining plant costs for

266 See, Exhibit AG-65 (DR AG-CE-0787).
267 Jd. at 3 TR 2484.

87



retirement of the plant based on the approval received by the Commission in Case

No. U-21090 and prepared the current case on that basis.

Considering the DOE order and FERC August order in Docket No. EL2-90-
000, the Attorney General asked the Company to explain how it planned to handle
any changes to the cost recovery included in this rate case. In response, the
Company stated that it would not propose any changes to the rate case filing with
regard to the Campbell plant’s continued operation and stated that it plans to
refund any amounts collected through the FERC process to its MPSC customers to
the extent that such amounts may have been collected through MPSC jurisdictional

rates.268

Although the ideal solution would have been to unwind the settlement in
Case No. U-21090 given sufficient time and a clearer view of the length of the
continued operation of the Campbell plant. That solution would not work at this
time. Therefore, the Company proposed solution to make later refunds is the only
workable solution at this time. However, to ensure that a full and proper
accounting of costs and revenue from the continued operation of the Campbell plant
occurs, as well as the cost recovery in rates established in Case U-21585 and in the

current case, Mr. Coppola recommends that the Commission open a new docket for

268 See, Exhibit AG-20 (DR AG-CE-0683).
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a contested proceeding to review all aspects, impacts, cost and revenue

reconciliation, and refunding of net amounts to customers.269

In addition, the Attorney General does propose adjusting the level of
expenditure for the Campbell Plant related to a proposed wastewater treatment
system. The Company is proposing a Wastewater Treatment System for the
Campbell plant and the relocation of the machine shop at the plant in anticipation
of the plant closure.270 The forecasted capital expenditures for this work are
$17,782,000 for the bridge period and $9,600,000 for the projected test year.271

However, the proposed expenditures appear to be premature for two reasons.

First, according to the Company, the Wastewater Treatment System is still
in the planning phase of development and it does not appear it has not advanced
sufficiently to be included in rate base in this rate case.272 Since no design or
engineering work has been completed, the cost and timing of the project may change
significantly.273 Second, because of the continued operation of the Campbell plan

due to the DOE orders, the uncertainty surrounding the length and manner of its

269 Coppola 3 TR 2485 — 2486.
270 Coppola, 3 TR 2486.

271 See, Exhibit A-12, Schedule B5.2, p. 3, line 64 under Administration and Other, and Blumenstock
DT, pp. 98 —99.

272 See, Exhibit AG-66.
273 See, Coppola, 3 TR 2486 and Exhibit AG-21.
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operation under FERC jurisdiction makes the timing of proposed work

questionable.274

In rebuttal, Ms. Blumenstock claims that both projects can continue despite
the fact that the plant is not shutting down and the work was tied to the plant
shutdown. Further, the Company confirmed that the wastewater treatment project
1s still in the planning development phase and it is too premature to include in rate
base regard to whether the Company has recorded AFUDC for the project.27> The
projects for the Wastewater Treatment Plant and the relocation of the machine
should not be undertaken for the reasons provided above. Therefore, the Attorney
General recommends that these costs be removed from the Company’s forecasted
capital expenditures for the bridge period and projected test year in the amount of

$17,782,000 and $9,600,000, respectively.

Other Premature Power Generation Capital
Projects

Blumenstock, 6 TR 3508, 3518, 3531 — 3532,3534,
Blumenstock Rebuttal, 6 TR 3604 — 3607, Blumenstock
Exhibit A-12 (RTB-3), Schedule B-5.2, page 9, Exhibit A-
44 (RTB-5), Exhibit A-45 (RTB-6), Exhibit A-46 (RTB-7),
Exhibit A-199 (RTB-22); Coppola, 3 TR 2487 — 2488,
Exhibit AG-21; Attorney General Hearing Exhibit A-66.

The Attorney General asked the Company to identify the current phase of

development for projects of $3 million or greater. According to the Company, five

274 Id,
275 Exhibit AG-66 (AG-CE-0792)
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projects are in the planning phase or recently entered the design/engineering
phase.27® Two of those projects, CGS-Netmation (MHPSA Operating System) and
JHC Wastewater Treatment System, have already been addressed and their
removal from capital expenditures recommended above. The other three projects

are:

1. PP-00542: Covert Spare GSU $5,910,000

2. B-PP-00171: (13497) ZGS - Phase II GT Advanced gas path
replacement and axial fuel staging $8,331,000

3. PP-00488: ZGS SITE SPARE GSU $4,481,000
The total amount for these three projects i1s $18,722,000.277 They are still in
the early stage of development, and it is not sufficiently certain they will proceed at
the forecasted cost and timeline.27® Therefore, the Commission should remove the
$18,722,000 from the Company’s forecasted capital expenditures for the projected

test year.

Facilities Capital Expenditures

The Company forecasts capital expenditures of $23.7 million for the bridge
period and $27.4 million for the projected test year for Asset Preservation under

Facilities and Shared Services.27® The forecasts include capital expenditures for the

276 Exhibit AG-21 (DR AG-CE-0496 with attachment).

277 See, Exhibit A-12 (RTB-3), Schedule B5.2, p. 9.

278 Coppola, 3 TR 2488. See also, Exhibit AG-66 (DR AG-CE-0794 and 0793).

279 Exhibit A-12 (QAG-1), Schedule B-5.6, line 1. See also, Exhibit A-102, page 1.
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Control/Dispatch Centers in Grand Rapids and Parnal/Jackson and Emergent
Repairs. The Attorney General is recommending adjustments be made to those

proposed expenditures

Control/Dispatch Centers.

Guinn Exhibit A-12 (QAG-1) Schedule B-5.6, line 1,
Exhibit A-102 (QAG-3); Guinn Rebuttal, 3 TR 625; Snider,
3 TR 2157 — 2166; Snider Rebuttal, 3 TR 2175 - 2181;
Coppola, 3 TR 2489 — 2491, Exhibit AG-22; Duell, 6 TR
4399 — 4401; Attorney General Hearing Exhibit AG-77.

The Commission approved the Company’s proposal for a consolidated
Control/Dispatch Center in its electric rate case U-21389.280 While the Attorney
General previously supported the revised consolidation proposal based on the
forecasted cost savings, she is not supporting the two control/dispatch centers
proposed for Grand Rapids and Parnal Road in Jackson in this case. The Company
has spent a combined amount of $2,406,000 in 2024 and forecasts capital
expenditures of $10,746,000 for the bridge period and $15,497,000 for the projected

test year for the two centers.28!

The Company’s claims that having two fully-staffed control/dispatch centers,
one in Grand Rapids and the other in Jackson, Michigan, are the best solution for a
fully functional back-up control center in Grand Rapids in addition to the main

control center in Jackson.282 This is a complete change in direction by the Company

280 Order dated March 1, 2024, Case No. U-21389, page 176.
281 See, Exhibit A-102 (QAG-3), p. 1, lines 25 and 26.

282 Snider citation.
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from its proposal for a consolidated control/dispatch center in less than two years.
Just a year ago, the Company advocated for the consolidation of the two centers in
Jackson with the Grand Rapids location being an unstaffed backup center.283 The
Company has or had a third dispatch center in Saginaw that was also part of the

planned consolidation plan.284

The original plan was going to cost $17.2 million in capital spending and
create annual cost savings of $8.6 million. The Company’s new proposal will cost
$30.2 million and create purported annual cost savings of $10.2 million. The
tradeoffs here are not advantageous to customers with the cost of the new proposal
increasing by $13 million and the cost savings increasing by only $1.6 million
annually.285 In addition the purported $10.2 million cost savings are not actual cost
savings, but potentially avoided additional costs based on anticipated increases in
efficiencies and faster customer restoration time for power outages during
storms.286 However, the Company does not explain how two fully staffed centers
instead of one will create incremental savings.287 Further, information provided by

the Company only shows $7.8 million in savings.288

283 Coppola, 3 TR 2489.

284 [

285 Coppola, 3 TR 2489 — 2490.

286 Exhibit AG-22 includes DR AG-CE-0633.

287 See, Coppola, 3 TR 2490 for Mr. Coppola full analysis. See also, Exhibit AG-22 for list of
purported saving.

288 Id. and footnote 67.
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The Company has not shown the reasonableness or prudence of having two
fully staffed control/dispatch centers or how it is advantageous and in the best
interest of customers. In rebuttal, the Company stands by its proposal although the
Grand Rapids center has worked well without the additional cost to modify the
Grand Rapids center and duplicating staffing with two additional centers.289 The
Company is increasing capital expenditures by building two redundant centers and
not achieving actual cost savings.2% Therefore, the Attorney General recommends
that the Commaission reject the proposal and remove the forecasted capital
expenditures of $10,746,000 for the bridge period and $15,497,000 for the projected
test year. However, if the Commaission decides to approve the proposal and the
related capital expenditures, the Attorney General recommends that the forecasted
cost savings of $7.8 million be included as a reduction to the Company’s forecasted

O&M expense for the projected test year.

Emergent Repairs

Guinn, 3 TR 553 Exhibit A-102 (QAG-3); Guinn Rebuttal,
3 TR 626; Coppola, 3 TR 2491 — 2492, Exhibit AG-23;
Attorney General Hearing Exhibit AG-67.

The Company forecasts capital expenditures for Emergent Repairs of
$1,344,000 for the bridge period and $2,706,000 for the projected test year.291 When

asked to identify any specific and known projects that made up those total amounts,

289 Exhibit AG-67.
290 Coppola, 3 TR 2491.
291 Exhibit A-102 (QAG-3), p. 1, line 8.
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the Company responded by providing a list of projects for the bridge period and
stating that there are no known projects for the projected test year.292 This means
that the $2,706,000 amount in the projected test year is a placeholder amount. The
Commission previously has rejected the inclusion of placeholder amounts in rate

base.293

In rebuttal, Mr. Guinn states that the Commission previously granted
recovery for Emergent repairs in prior rate cases.?%¢ Of course, the expenditure was
not challenged in the referenced cases.295 Further, Commission orders are not
purely precedential. Therefore, the Attorney General recommends that the
Commission remove the $2,706,000 from the Company’s forecasted capital

expenditures for the reasons provided above..

Fleet Services Capital Expenditures.

Guinn 3 TR 579 — 601, 613 — 622, Exhibit A-12, Schedule
B-5.6, page 4, Exhibit A-104; Guinn Rebuttal 3 TR 626 —
627;Coppola, 3 TR 2492 — 2496, Exhibits AG-24, AG-25,
and AG-26; Attorney General Hearing Exhibit AG-67.

The Company is forecasting capital expenditures for the Transportation Fleet
of $25.9 million for the bridge period and $67.9 million for the projected test year.29

In comparison, the Company had capital expenditures of $16.6 million in 2024. In

292 Exhibit AG-23 (DR AG-CE-0647).

293 Coppola, 3 TR 2492.

294 Guinn Rebuttal, 3 TR 626.

295 See, Exhibit AG-67 (AG-CE-0797).
296 Exhibit A-12, Schedule B-5.6, page 4.
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Exhibit A-104, Mr. Guinn lists the number of vehicles and field equipment within
each vehicle class that the Company purchased in 2024 and plans to purchase in
2025, 2026, and the projected test year along with the related cost, including the
additional number of vehicles and equipment it claims is needed to support the

planned capital spending in the distribution area.297

The projections assume that the Commission will fully adopt the Company’s
distribution spending plans for future years. To assess the reasonableness of the
fleet acquisition plans for the bridge period and projected test year, the Attorney
General asked the Company to provide additional historical information by vehicle
class and additional details about the fleet expansion by Distribution program. Mr.
Coppola found the forecasted capital spending on new vehicles for the bridge period

reasonable. However, he made adjustments for the projected test year expenditure.

The projected test year fleet expansion detail shows that of the 229 new
planned vehicle purchases, 71 vehicles are for electric undergrounding work and
158 vehicles for other LVD programs.29 Consistent with the Attorney General’s
recommended disallowance for the Company’s overhead to undergrounding
program, Mr. Coppola removed the 71 vehicles pertaining to this program from his
analysis. Also, consistent with the Attorney General’s proposed reductions in LVD

capital programs and projects, he reduced the number of proposed fleet purchases

297 See, Exhibit A-104, line 3.
298 Coppola 3 TR 2493 and Exhibit AG-24 (DR AG-CE-0661 with attachment.)
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for LVD projects by half, to avoid having excessive vehicles on hand for work that
may not materialize.2%® Furthermore, the Company has a significant number of
vehicles that are not being fully utilized and should focus on better utilization of the

fleet to reduce purchases of new vehicles.

Mr. Coppola carried out a full analysis of the fleet purchases, including unit
cost adjustments, and determined that reduction to the fleet expansion plans were
appropriate. The Company did not disclose any vehicle price data for the projected
test year. Therefore, it is not clear where the 2026 and 2027 prices were sourced
from and their validity. So, Mr. Coppola calculated the average cost per vehicle
purchased within each vehicle class during the most recent three years from 2022
and 2024.300 The routine vehicle purchases by the Company total to 89 vehicles,
and he adopted the same forecast number of units proposed by the Company.301
The total forecasted purchase cost for those 89 vehicles based on Mr. Coppola’s
calculations is $16,407,000. This amount is $4,371,000 lower than the $20,778,000
forecasted by the Company. The difference reflects higher prices for vehicle

purchases forecasted by the Company above normal inflation projections.302

Regarding the expanded fleet purchases, Exhibit AG-25 reflects the

reductions discussed above, removing the undergrounding work-related vehicle

299 Id. at 2493.

300 See, Exhibit AG-25 and Coppola, 3 TR 2494 for Mr. Coppola’s calculations for cost per vehicle.
301 Id. at 3 TR 2494.

302 Id,
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purchases and the other reductions to LVD program purchases. To arrive at a
reasonable forecast of the cost of those vehicle purchases, Mr. Coppola applied the
same inflation-adjusted unit cost from the average three-year period discussed
above for routine purchases. The result is a total forecasted cost of $18,139,000.
This amount is $27,931,000 lower than the Company’s forecast of $46,070,000. This
difference reflects the lower number of vehicles that Mr. Coppola included in the

forecast and lower unit costs than used in the Company’s forecast.

The Attorney General recommends that the Commission remove $33,142,000
which is the total reduction amount for the two categories of vehicles for the

projected test year.

The Attorney General also performed an evaluation of the Company’s
transportation fleet utilization, which he found to be low. In fact, 2,278 of the
Company’s vehicles and field equipment were utilized less than 50% of the time
during 2024. More importantly, the analysis shows that 381 vehicles were used less
than 5% in 2024 with some of these vehicles being last used in June 2021.
Approximately 1,050 vehicles were used between 5% and 20%, and the remaining
1,216 vehicles were used between 20% and 50%.393 The Commission should be
concerned with the Company’s low utilization of a significant portion of its
transportation fleet. The Company needs to take steps to improve the utilization

rate of the fleet and minimize new vehicle purchases when existing vehicles are still

303 See, Coppola, 3 TR 2495 and Exhibit AG-26 (DR AG-CE-0656 with the attachment).
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available for use by field personnel. The Attorney General recommends that the
Commission direct the Company to present a thorough plan in the next rate case
that addresses the utilization rate of vehicles and field equipment and the impact

on reduced vehicle purchases in future years.304

IT and Security Capital Expenditures

Overview and Expenditures

Coppola 3 TR 2496; Baker, Exhibit A-12 (SHB-4),
Schedule B-5.1, page 1

The Company forecasted capital expenditures for Information Technology
(IT) of $80.3 million for the bridge period and $77.7 million for the projected test
year in its original filing.305 There are several projects that are still the initial
phase of development that are too premature to include in rate base in this case,
including the large SAP 4/S HANA ERP project. Additionally, the forecasted capital
expenditures for ARP-Field Devices are excessive and need to be adjusted

downward.

Proposed Capital Expenditure Reductions

ARP-FDAM

Baker, Exhibit A-22 (SHB-7), page 5,; Baker Rebuttal, 3
TR 762 — 766, 800 — 803; Coppola, 3 TR 2503 - 2504; Zichi,
6 TR 4344 — 4347, Exhibit S-14.0, Exhibit S-14.1;
Attorney General Hearing Exhibit AG-64.

304 Coppola, 3 TR 2495 — 2496.
305 Exhibit A-12 (SHB-4), Schedule B-5.1, page 1.
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The Company forecasted test year capital expenditures for ARP-Field Device
Asset Management (FDAM) program assigned to the electric business of $4,850,461
with its application.30¢ This amount was approximately double the amount
allocated to the electric business in 2024 and 2025. According to the Company, the
number of devices is refreshed on a four-year cycle.307 That would mean that the
previous cycle was in either 2022 or 2023 in order for the next refresh cycle to fall in
2026 or 2027. The projected test year includes 8 months from 2026 and four months
from 2027. The cost data provided by the Company shows that for 2022 the electric
business was only assigned $1,678,000 of the expenditures and in 2023 $2,224,000.
Those amounts are less than half the amount that the Company has included in the
projected test year in this case. The Company explanation for why capital
expenditures are increasing in the projected test year due to the four-cycle

replacement is not supported by its own information.308

Therefore Mr. Coppola calculated a more reasonable forecast for the bridge
period, by using the average capital spending in this area from the most recent
three historical years from 2022 to 2024 of $2,218,000, prorating it to 16 months

and applied the inflation factor of 2.9% to arrive at forecasted capital expenditures

306 A-22 (SHB-7), page 5.
307 Exhibit AG-31 (DR AG-CE-0603 with attachment).
308 Coppola, 3 TR 2503.
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of $2,957,000.3%9 This amount is $1,039,000 lower than the Company’s forecasted

amount of $3,996,000 for the bridge period.310

In rebuttal, the Company disagreed with the Attorney General’s
recommendation.31l Ms. Baker made an adjustment to the forecasted capital
expenditure, which the Attorney General does not challenge. Therefore, the
Attorney General recommends that the Commission remove the $953,000 rather
than $1.039,000 from the Company’s forecasted capital expenditures for the bridge

period.312

Similarly, for the projected test year, Mr. Coppola adjusted the annualized
bridge period amount of $2,282,000 by the 2.4% inflation rate to arrive at a
forecasted capital expenditures amount of $2,337,000.313 This amount is $2,513,000
lower than the Company’s forecast of $4,850,000. The Attorney General
recommends that the Commission remove the $2,513,000 from the Company’s

forecasted capital expenditures for the projected test year.

SAP S/4 HANA

Baker, 3 TR 739 — 749 [confidential record — 3 TR 305 —
315] Exhibit A-21 [confidential]; Baker Rebuttal, 3 TR

776, 795 — 799; Coppola, 3 TR 2499 — 2503 [confidential
record 3 TR 416 — 420], Exhibit AG-30 (CONF); Zichi, 6

309 See, Coppola 3 TR 2504 and footnote 81 for the calculation.
310 Id. and see footnote 82 for the calculation.

311 See, Baker Rebuttal, 3 TR 800 — 802.

312 See, Appendix A and Baker Rebuttal, 3 TR 802.

313 Coppola, 3 TR 2504 see footnote 83.
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TR 4355 - 4356, Exhibits S-14.0 and S-14.1; Attorney
General Hearing Exhibit AG-64.

The Company proposes implementing a new Enterprise Resource Planning
(ERP) system with SAP Software Company (SAP), which the Company refers to as
the SAP S4/HANA development project.31¢ The Company confirmed that prior
information provided in the gas rate case, Case No. U-21806 is still valid. The
Company also confirmed that the project is still in the Investment Planning phase

and no detailed requirements for the new system have been completed. The

[End Conf].316

Ms. Baker states that the current ERP system with SAP needs to be
modernized because it will reach the end of mainstream vendor maintenance on
December 31, 2027. Although the system would be modernized with a new software
system, it will basically replace the same functions of the current ERP system of

billing, materials purchasing, warehousing, finance, accounting, payroll, customer

314 Baker, DT 102 - ??

315 U-21870 Stacey Baker direct testimony at 102 and Exhibit AG-30 CONF (DR AG-CE-0598 with
ATT 1 CONF).

316 Coppola, 3 TR 417 CONF and Baker 3 TR 308 CONF
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relationship management, and other technical functions.3!7 The Company admits
that the current SAP-ERP system functions well and it is being replaced because of
the end of system support by SAP.318 The Company plans to extend the current
system support and maintenance service with SAP past the December 2027 date
and into 2028, noting that the extended support is only available until 2030.319
When previously asked whether it had asked SAP to extend the service and support
agreement through and potentially past 2030, the Company responded that it had
not done so and pointed out that it would need to purchase extended support.320
According to the Company it would cost [Begin Conf]- [End Conf] to
purchase extended support.32! According to Mr. Coppola, this fee for system
support is logical and is likely similar to what the Company currently pays for
system support and software releases and upgrades. He concludes that operating
the current system past 2030 is a viable solution given that the system is still

functioning well and is meeting all the operating requirements of the Company.322

In addition, the Company has not identified any cost savings or financial
benefits for implementation of a new ERP system. The Company’s financial

analysis shows the project costs but no financial benefits and a negative

317 Coppola 3 TR 2500 referring to U-21806 Exhibit AG-28 CONF. includes DR AG-CE-0622 with
ATT_1 CONF and AG-CE-0850 CONF.

318 Id. at 3 TR 2500, referring to U-21806 Exhibit AG-29 includes DR AG-CE-0624.

319 Baker, 3 TR 744.

320 Coppola, 3 TR 2501.

321 Coppola, 3 TR 418 CONF, referring to U-21806 Exhibit AG-28 CONF includes DR AG-CE-0851.
322 Coppola, 3 TR 2501.
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Cost/Benefit ratio of negative 1.0, meaning the project is not financially justified.323
Moreover, the project is currently in the Investment Planning phase and planned to
issue a Request for Proposal (RFP) to different vendors in May 2025.324 Although
the Company seems to preferto stay with SAP to simplify the conversion to the new
system, it is not clear yet who the winning bidder will be and which system the

Company will ultimately select to implement and at what cost.

As discussed above, the proposed new system is not justified. The current
ERP system still functions well and meets the operating needs of the Company.
The option also exists for the Company to continue to operate the system into 2030
and potentially pass that date with system support by SAP. Furthermore, the
Company still has not selected a vendor for the new ERP system and will likely
undertake the evaluation of the optimal system to purchase in the second half of
2025. It is premature to include any capital expenditures in this rate case and to
defer large forecasted O&M costs in a regulatory asset without firm plans for

project execution.325

Therefore, the Commission should remove the [Begin Conf] _

323 Exhibit A-21 Confidential, p. 136.

324 Coppola, 3 TR 2501 — 2502 referring to U-21806 DR AG-CE-0622d (U-21806 Exhibit AG-28
CONF) and U-21806 DR AG-CE-0625 in U-21806 Exhibit AG-29.

325 Coppola, 3 TR 2502.
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I - o

11i.  Projects in Investment Planning Phase

Baker 3 TR 690, 717 — 718, 738, 752 — 755, Exhibit A-12
(SHB-4), Exhibit A-20 (SHB-5), Confidential Exhibit A-21
(SHB-6); Coppola 3 TR 2496 — 2499, Exhibit AG-27,
Exhibit AG-28, and Exhibit AG-29; Attorney General
Hearing Exhibit AG-61, Exhibit AG-62.

Group 1 - Contains four projects with projected costs and related O&M

expense for the projected test year.

1. Electric Geographic Information System (GIS) Design Platform

Modernization
2. Electric GIS Utility Network Transformation
3. Integrated Energy Management Platform Optimization

4. Service Restoration Artificial Intelligence

In response to discovery, the Company provided the forecasted capital
expenditures by year for the projects and disclosed that the four projects are still in
the Investment Planning phase and that no detailed requirements have yet been
completed.328 Because these projects are still in the initial stage of development

there is significant uncertainty whether or when they will advance further. The

326 Baker testimony, 3 TR 306 CONF.
327 Coppola, 3 TR 419 — 420 CONF.
328 Exhibit AG-27 (DR AG-0592 with attachments).
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projects are too premature to include in rate base in this rate case. Customers
should not pay for the depreciation and return on project cost that may not

materialize within the forecasted time frame.329

Based on the cost data provided by the Company, Mr. Coppola calculated
forecasted capital expenditures for the four projects of $1,448,000 for the bridge
period and $3,067,000 for the projected test year. In addition, the Company
1dentified $1,260,000 of O&M expenses for the projected test year in conjunction
with development of the projects.330 The Attorney General recommends that the
Commission remove these amounts from the Company forecasted capital

expenditures and O&M expense.

In rebuttal Ms. Jerore disagreed that the Integrated Energy Management
Platform Optimization project was too premature to be included in rates and that
once funding is approved the project will move forward as expected.331 While not
directly addressing the fact that the project is still in the early stages of
development and therefore too premature to include in rate base, Ms. Jerore claims
that it 1s needed and valuable to the Company.332 The Company was asked why it
does not proceed with development if it is confident about its development value.

The response states that the company does not want to take the risk if the project is

329 Coppola, 3 TR 2497.

330 See, Exhibit AG-28

331 Jerore Rebuttal, 3 TR 1801.
332 Jerore rebuttal, 3 TR 1801.
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later disallowed, which means the company is not confident about the value of the
project and wants to place the project development risk on customers.333 This lack
of confidence is likely due to the fact that the project Benefit to Cost ratio is a
negative 1.0, meaning that it has no financial benefits and is not economically

justified.

The Commission should reject the Company’s claims and adopt the Attorney

General’s recommendation.

Group 2 — Consists of four projects.334

1. Critical Substation Upgrade335
2. OT Datacenter Migration336
3. Forward Web Proxy Services337

4. Physical Access Management and Alarm Response338

In response to discovery, the Company provided forecasted capital
expenditures by year and disclosed that the five projects are still in the Investment

Planning phase and no detailed requirements have yet been completed.33° Because

333 Exhibit AG-75 (DR AG-CE-0863).

334 The Attorney General has withdrawn her proposed disallowances for the Data and Analytics
Platform IT project. See Appendix A.

335 Baker, 3 TR 717 — 718.

336 Id. at 738.

337 Id. at 752 — 753.

338 Id. at 753 — 755.

339 See, Exhibit AG-29 (DR AG-0594, 0595, 0596, 0601, and 0602 with attachments).
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these projects are still in the initial stage of development, there is significant
uncertainty whether or when they will advance further. The projects are premature
to include in rate base in this rate case. Customers should not pay for the
depreciation and return on project cost that may not materialize within the

forecasted time frame.340

Based on the cost data provided by the Company, Mr. Coppola calculated
forecasted capital expenditures for the four projects of $3,456,000 for the bridge
period and $8,916,000 for the projected test year. In addition, the Company
1dentified $1,876,000 of O&M expense for the projected test year in conjunction with
development of the projects.34! The Attorney General recommends that the
Commission remove these amounts from the Company forecasted capital

expenditures and O&M expense.

In total, for the 8 projects, the Attorney General recommends that the
Commission remove $4,904,000 for the bridge period and $11,983,000 for the
projected test year from the Company’s forecasted capital expenditures. In
addition, she recommends that the Commission remove $3,136,000 from the

projected test year O&M expense.

Working Capital

340 Coppola, 3 TR 2498.
341 See, Exhibit AG-28 for additional cost details by project.
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The Company proposed approximately $2.126 billion in working capital for
the projected test year.342 The Attorney General disagrees that level of working
capital is necessary and is recommending three adjustments that will reduce the
amount of Working Capital to $2.052 Billion. The proposed adjustments include (1)
reductions to the Company’s projected test year cash level ($41.4 million), (2) an
adjustment to the Company’s accrued taxes amount, which decreases working
capital ($30.0 million), (3) a reduction in working capital for the cloud computing
deferred cost for the SAP S/4AHANNA project ($2.6 million) for a total working

capital reduction of $74 million.343

Test-year Cash Balance Adjustment

Bleckman, 3 TR 843 - 848, Exhibit A-12 (PDD-34)
Schedule B-4; Bleckman Rebuttal, 3 TR 915 — 921; Daly
Rebuttal, 3 TR 1087 — 1088; Coppola, 3 TR 2507 — 2512,
and Exhibits AG-33 and AG-34; Attorney General
Hearing Exhibits AG-79 and AG-80.

The Company is requesting a cash balance of $50.4 million, however the
Attorney General is recommending a lower cash balance because the Company has
not demonstrated the need for such a high cash balance. Consumers has a history
of over projecting its cash needs. The Company bases it forecast on a 1% ratio of
cash on hand to revenues and continues to point to disruptions due to COVID-19

and the 2022 spike in gas prices to support its requested cash balance.344 The

342 Exhibit A-12(PDD-34), Schedule B-4.
343 See, Coppola, 3 TR 2506 — 2507 and Exhibit AG-33.
344 Coppola, 3 TR 2507 and Bleckman, 3 TR 902.
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Company has received approval for excessive cash balances to the detriment of
ratepayers in the last few rate cases. However, there is clearly a problem with the
Company’s use of its 1% rule of thumb. This theoretical balance of 1% of revenues
does not reflect the Company’s actual cash needs. Mr. Coppola points out several

shortcomings and other problems with the Company’s approach:

First, a sizable amount of the existing cash in the Company’s historical
periods ends up in short-term investments bearing interest which simply increases

the Company’s bottom line.345

Second, cash on hand is not used to pay for revenues. It is used to pay
operating expenses, capital expenditures, and dividends to the parent company.
Therefore, use of the 1% ratio that the Company has calculated based on revenues

has no connection to the need to keep cash on hand.346

Third, utilities maintain different levels of cash on hand during different
months of the year depending on their seasonal needs for cash to pay for operating

expenses and construction costs.347

Fourth, every utility has different short-term borrowing facilities and
different practices as to how they use or do not use them and may retain more or

less cash on hand depending on those circumstances. Therefore, using an average

345 Coppola, 3 TR 2507.
346 Jd. at 3 TR 2508.
347 I

110



ratio of cash on hand to revenues at a specific point in time does not take into

consideration the unique aspects of a particular utility.

Fifth, the analysis that the Company performed to arrive at the 1% ratio was
based on a comparison of cash reported by the other utilities in the financial
statements. Those cash balances included cash invested in short-term securities
under generally accepted accounting practices (GAAP). The Commission does not
allow those short-term cash investments with interest bearing securities in the
calculation of cash on hand for inclusion in working capital. Therefore, the 1% is
likely inflated and inapplicable for ratemaking in a Michigan rate case.34¢ Although
the company agrees that under GAAP the Cash balance reported by companies
includes short-term cash investments, it claims that the 1% ratio it wants to use 1s
based on ratemaking revenues and does not reflects those short-term investments,
which the Commission has ruled should not be included in the Cash balance to be
included in working capital.349 This seems inconsistent with the Company’s
analysis of it 1% rule of thumb which includes a comparison to other utilities cash

balances.350

Sixth, contrary to the Company’s claims that a higher cash balance enhances

liquidity to protect against unusual events such as COVID-19, spikes in gas prices

348 Coppola, 3 TR 2508.
349 See, Exhibit AG-80, p. 2 (DR AG-CE-0902).
350 Id. at p.1 (DR-AG-CE-0901).
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or higher storm restoration costs,35! cash on hand does not solve liquidity problems
arising from such events. According to Mr. Coppola, it is access to short-term credit
facilities that is critical in solving large cash needs. For example, in 2022 during
the spike in natural gas prices, the Company increased its credit lines from $1.1
billion to $1.8 billion to meet additional cash needs.352 Regarding liquidity, the
Company has stated that it was “...not aware of any instance in which it was
directly refused short-term credit...”353 More importantly, problems involving
hundreds of millions of dollars cannot be solved by holding an extra $40 million in
cash. Also, to the extent that liquidity issues are smaller, the Company can always

draw on its bank lines or from issuing commercial paper.354

While the Commission has approved cash balances based on the Company’s
1% rule of thumb in the past, it has also indicated its willingness to review use of
that approach going forward. The Commission approved the $53.7 million Cash

balance in Case No. U-21389, however it stated:

The Commission agrees that Consumers’ 13-month average method is
consistent with past approvals of methods to determine cash balances
and is reasonable given the abnormal disruption in the company’s
typical cash balance. See, 4 Tr 627-628, 795-800. However, the
Commission notes that while it finds that the circumstances described
by Consumers in this case constitute an abnormal disruption, the
Commission will continue to evaluate the facts and circumstances of

351 Bleckman, 3 TR 845 — 846.

352 Coppola, 3 TR 2511 referring to the Company’s SEC filings on Form 10-K for the periods ending
December 31, 2021 and 2022 on page 123 in each case.

353 Coppola 3 TR 2511.
354 Coppola 3 TR 2511 — 2512.
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each rate case to determine whether deviation from the historical
period is appropriate.355

Likewise in Case No. U-21585, in response to the Attorney General pointing out
the Company’s propensity to forecast cash balances that end up being well above
the actual cash that the Company keeps on hand, the Commission made it clear

that another approach may be appropriate in future rate cases.356

Nevertheless, considering the company’s actual cash balance amounts
In recent years, as illuminated by the Attorney General, and the
Commission’s evaluation of the facts and circumstances surrounding
this issue on a case-by-case basis, the Commission finds it appropriate
for Consumers to provide further and a more specific explanation in its
next electric rate case as to why the company’s approach to
determining its cash balance remains appropriate and should continue
to be approved.357

Because the $50.4 million Cash balance requested by the Company is
excessive and unnecessary for the projected test year, Mr. Coppola recommends
that the Commission set the average cash balance for the projected test year using
the average cash balance that the Company actually held over the past three years
based on the 13-month average cash balances at the end of each year 2022, 2023,
and 2024. This three-year approach provides a normalized average of the cash
needs of the Company over the most recent three years and is specific to the
Company and its needs for cash on hand.35® The three-year average of cash on hand

held by the Company was $25.1 million, which is $25.3 million lower than the

355 Order dated March 1, 2024 in Case No. U-21389, at page 120.

356 Coppola, 3 TR 2509.

357 Case No. U-21585, MPSC order dated March 21, 2025 at page 213.
358 Coppola, 3 TR 2509 — 2510.
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amount forecasted by the Company in this case.35® Moreover, the $25.1 million cash
level noted above includes an average level of cash invested in interest bearing
securities of $16.1 million based on the analysis provided by the Company in
response to discovery and summarized in Exhibit AG-34.360 Therefore, the net cash

required to operate the Company’s electric business is approximately $9.0 million.

The Attorney General recommends that the Commission reject the
Company’s 1% ratio calculation approach and instead adopt Mr. Coppola’s proposed
cash balance of $9.0 million for the projected test year by removing $41.4 million
from the Company’s forecasted working capital and rate base in this case. To do
otherwise, the Commission will allow the Company to continue to earn a return on
the excess cash on hand at the expense of ratepayers. Mr. Coppola further explains

how a higher cash balance benefits the Company at the expense of ratepayers.361

In rebuttal, the Company disagreed with the Attorney General’s
recommendations, especially the analysis related to the amount of the cash
balance.362 Mr. Bleckman claims that the 1% of test years revenue rule of thumb is
not intended to match other utilities liquidity and financing practices and instead it
looked to other utilities’ total cash as a point of reference to demonstrate the

reasonableness of its approach.363 However, it could not explain why using the 1%

359 See, Exhibit AG-34.

360 Exhibit AG-34 (DR AG-CE-0456).
361 Coppola, 3 TR 2510 — 2511.

362 Bleckman, 3 TR 916 — 917.

363 Id. at 916.
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revenue rule of thumb is a better approach to using the Company’s own average
cash balance as recommended by Mr. Coppola.364 The company has no sound basis
for using it to forecast an appropriate level of cash on hand for working capital and
instead has chosen a formula that overstates its actual cash needs. This is
evidenced by the Company’s acknowledgement that its cash needs may ultimately
be lower than projected and its confirmation that it may invest excess cash in short-
term interest-bearing investments.365 As discussed above, the Company has
invested excess cash in interest-bearing accounts in prior years. And, contrary to
the Company’s claims otherwise, its preferred method of calculating its cash
balance, which consistently overestimates its cash needs, is not reasonable or

appropriate.366

Accrued Taxes Adjustment

Vanblarcum,3 TR 2261 — 2268, Exhibit A-180 (BJV-1);
Vanblarcum Rebuttal, 3 TR 2268 — 2272 and Exhibits A-
228 (BVJ-3) and A-229 (BJV-4); Coppola, 3 TR 2512 —
2513, and Exhibits AG-33 and AG-78.
According to the Company, its accrued taxes for the projected test year does

not include additional income from rate relief requested in this case.367 In fact the

Company showed a decrease in accrued taxes. However, this seems inconsistent

364 Exhibit AG-80, p. 1 (DR AG-CE-0901).

365 Id. at 3 (DR AG-CE-0905).

366 See, Exhibit AG-80, p. 2 (DR-AG-CE-0902a).
367 Coppola, 3 TR 2512, refering to footnote 90.

115



when the rate relief requested in this rate case, which would increase taxable

income and thus Accrued Taxes.368

According to Mr. Coppola, the Company’s assumption of no new rate relief
from this rate case is an unrealistic assumption and therefore, the Company’s
calculation of accrued taxes is flawed. He noted that in the Company’s most recent
electric rate case (Case No. U-21585), the Company received 51% of the amount
requested or approximately $154 million annually. While the exact amount of rate
relief that will be granted in this case is unknown, Mr. Coppola conservatively
recommended using actual accrued taxes from the historical year 2024 to recompute
accrued taxes at a higher level.369 Mr. Coppola’s calculation results in a reduction

in working capital of $30.0 million.

The Company disagrees with Mr. Coppola’s recommendation in rebuttal
claiming that the Company calculated the appropriate amount of accrued taxes.370
The Company quotes a section of the Internal Revenue Code which addresses the
treatment of adjustments which use estimates or projections with some
exceptions.3’! However, the Company included income tax liability for the projected
test year in this case.372 There is no mention or prohibition in the IRS rules for the

calculation of accrued taxes through the end of the projected test year that would

368 Coppola, 3 TR 2512.

369 Coppola, 3 TR 2512 — 2513.

370 Vanblarcum rebuttal, 3 TR 2271 and Exhibit AG 78, page 3 (DR AG-CE-0894).
371 Exhibit AG-78, p. 2 (DR AG-CE-0892a).

372 Id. See also, p. 3.
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take into account the additional income taxes that the company will need to pay
from the additional income generated from the rate increase. In fact, there is a
disconnect in the Company’s practice because it has calculated income tax expense
for the proposed rate increase but has not recognized that the additional tax
expense will result in Accrued Taxes to be paid to the U.S. Treasury during the

projected test year.

Accordingly, the Attorney General recommends that the Commission use the
historic balance of Accrued Taxes of $286.1 million for the projected test year and

reduce Working Capital by $30.0 million.373

Cloud Computing Deferred Costs

Daly, 3 TR 1068 — 1070, Confidential Exhibit A-85 (PDD-
62) and Exhibit A-12 (PDD-34), Schedule B-4; Daly
Rebuttal, 3 TR 1079 — 180, Exhibit A-212 (PDD-67);
Coppola, 3 TR 2513 and

The Company included an increase of $2,576,000 to the projected test year
working capital for the deferral of cloud computing costs for the SAP S/4 HANA
project.374 The Attorney General recommends that capital funding for the SAP S/4
HANA project and related costs be rejected at this time because the project is still in
the early phase of development and it is premature to include costs in rate base.375

The same is true with the cloud computing costs pertaining to the SAP S/4 HANA

373 Coppola, 3 TR 2513.
374 Exhibit A-12 (PDD-34), Schedule B-4, column (m)

375 Supra.
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project. According to Mr. Coppola, the Company also admits that it did not have a
contract in place for the SaaA solution that would support the cloud computing

costs.376

Therefore, the Attorney General recommends that the Commission remove

the $2,576,000 from the projected test year working capital.

Total Adjustments to Working Capital

The items discussed above reduce Working Capital by $74 million. The
Commission should incorporate these changes into its determination of rate base for

the projected test year.

Total Rate Base and Capital Expenditures Adjustments
Summary

The Attorney General recommends a reduction in capital expenditures of
$829.4 million and a reduction in rate base of $642.5 million The resulting effect of
the lower rate base from the reduction in capital expenditures is a reduction in the

revenue deficiency of $52.5 million.

Capital Structure and Rate of Return

Introduction of Company’s proposal.

Consumers Energy proposes a capital structure with 50.75% equity, with a

ROE of 10.25%.377 Company witness Bleckman provided direct and rebuttal

376 Coppola, 3 TR 2513.
377 Bleckman, 3 TR 811.
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testimony on behalf of the Company regarding the capital structure. Witness
Bulkley provided testimony for the Company’s on its rate of return. The Attorney
General is recommending a balanced capital structure with a 50% equity ratio. She
is also recommending a return on common equity of 9.80% along with other

adjustments to the Company’s cost rates as described below.

Test Year Capital Structure

Bleckman, 3 TR 811 — 836, 842 and Exhibit A-14 (MRB-1)
Schedule D-1, Exhibit A-14 (MRB-2), Schedule D-1a,
Exhibit A-14 (MRB-3), Schedule D-1b, Exhibit A-27
(MRB-8), Exhibit A-29 (MRB-10), Exhibit A-30 (MRB-11),
Exhibit A-31 (MRB-12), Exhibit A-33 (MRB-14) through
A-40 (MRB-21); Bleckman Rebuttal, 3 TR 868 — 914, 921
— 926, and 927 — 931, Exhibits A-187 (MRB-22), A-188
(MRB-23), A-189 (MRB-24), and A-190 (MRB-25);
Coppola, 3 TR 2514 — 2533 and Exhibit AG-35, Exhibit
AG-38, Exhibit AG-44, Exhibit AG-47, Exhibit AG-48,
Exhibit AG-49; Megginson, 6 TR 4522 — 4534 and Exhibit
S-4, Schedule D-1 — D-5; Walters, 6 TR 3746 — 3747 —
3765, 3766 — 3767; Bandyk, 3973 — 3978 and Exhibit
CUB-9; Attorney General Hearing Exhibit AG-79 (DR
AG-CE-0897 and DR AG-CE-0899).

Common Equity Balance.

The Company has proposed a permanent capital structure with a common
equity component of 50.75%,378 which is more than the current 50.0% approved in
Case No. U-21585.37 The Attorney General disagrees that the equity ratio should

be increased and believes there are several factors38 that need to be considered in

378 Exhibit A-14 (MRB-1), Schedule D1.

379 March 21, 2025 order in Case No. U-21585 (March 21 order), page 129. In the previous Case No.
U-21389 (March 1 order), page 129, the Commission authorized a 50.02% equity ratio.

380 Coppola, 3 TR 2515.
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determining whether the Company’s proposal is reasonable and prudent, including:
(1) the Commission’s directive in the Company’s Case No. U-17990, which it
reaffirmed in Case Nos. U-20963, U-21224, and U-21389, and U-21585 that the
Company move to a totally balanced capital structure unless it can demonstrate
that it would not be reasonable to do so; (2) the Company’s strong cash flow to debt
coverage ratio and credit ratings; (3) the Company’s practice of funding a significant
part of its equity contributions with long term debt issued at the parent company
level and the parent’s debt load; (4) the favorable regulatory environment in
Michigan supported by historical return on common equity above industry averages
and statutory and regulatory provisions that provide for timely cost recovery ; and
(5) the fact that the common equity ratio of the peer group, used to assess the cost of
common equity in this case, is approximately 42%.381

The Attorney General is recommending that the Commission approve a
capital structure for the Company with a debt/equity ratio of 50% debt and
preferred equity and 50% common equity. Exhibit AG-35, column (c) shows the
Attorney General’s recommended long-term debt, preferred equity, and common
equity permanent capital for the projected test year. It rebalances the Company’s
proposed capital structure. The long-term debt component has been increased by
$207 million, and the common equity component has been reduced by the same

amount.382

381 Coppola 3 TR 2515. See also, Exhibit AG-38 which shows the equity ratio for each peer group
company and the average ratio of 42.2% for the peer group.

382 Coppola, 3 TR 2514.
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Starting in Case No. U-17790, the Commission stated:

“The Commission expects that Consumers will have arrived at, or will
present a strategy to return to, a balanced structure within the five
year infrastructure plan time period. If Consumers is unable to do so,
a more complete analysis should be included to explain why such a
result 1s reasonable and prudent.”

After some incremental reduction in the equity ratio over the next few rate
cases, the Commission decided in the Company’s last electric rate case to set
Consumers’ equity ratio at 50.0% finding that “the balanced capital structure most
appropriately balances the interest of the utility’s investors and customers,
consistent with the holdings in Bluefield and Hope.”38 For the reasons provided

below, the Commission should require the Company to maintain a 50% equity ratio.

The Company’s proffered reasons for a 50.75%
common equity ratio should be rejected.

The Company claims that it needs an equity ratio of 50.75% for different
reasons —the need to maintain certain cash flow ratios in support of the Company’s
credit metrics, credit quality, consistency with peer group equity ratios, concerns
about the regulatory environment in Michigan, and the best interest of ratepayers
among other things.384 The Company resisted the move to a 50% equity ratio,
although its position was not supported by the record. The reasons offered by the

Company do not require a 50.75% equity ratio. As referenced above and discussed

383 March 21 Order, page 129. See also, Coppola, 3 TR 2516.
384 Bleckman, 3 TR 815 — 816, and 817 — 827.
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in more detail below, there are several reasons for maintaining an equity ratio of

50%.

Credit Reports and Cash flow ratios support
completely balanced debt/equity ratio.

First, the Company has not proven that it needs a common equity ratio of
50.75% to maintain certain cash flow ratios in support of its credit metrics. The
ratings agencies report that the Company’s performance in recent years has been
above their respective thresholds for downgrades. Moody’s May 2024 report shows

the Company’s performance under the CFO-Pre-W/C to Debt ratio at [Begin

confidenia! |
I 11| Confiential] =
i [

[End Confidential]38¢ Notably, Moody’s states that [Begin_

Y (11 Confidential]*

385 Exhibit AG-47 (CONF), report page 2 (Exhibit p. 3 of 11).
386 Id. at report page 1 (exhibit p. 2 of 11).
387 Id. at report page 2 (exhibit p. 3 of 11).

122



Likewise, S&P Global (“S&P) in its August 20, 2024 report [Begin

Confidential]388 Furthermore, S&P indicated that it could [Begin
- [gX
Confidential].?% According to S&P, [Begin Confidentiallj|| GGG
I (-0 Confidential] Tt also estimated this ratio in the

range of 18.3% for 2025 and 2026.39° These coverage ratios do not indicate that a
possible debt rating downgrade is possible as they are well above the 15% threshold

set by S&P.

S&P further explained the dip in the ratio in 2023 to 17.6%, which it
indicates was impacted by and therefore weakened in large part by weather related
issues.391 Mr. Coppola notes that S&P clearly understood that the decline in 2023
was temporary and not reflective of a long-term decline in the FFO-to-debt ratio.392

Mr. Coppola also points out that the Company had a lower reported net income and

underachieved its ROE (8.25% versus 9.90%) in 2023, which led to temporary

388 Exhibit AG-48 CONF, S&P report for Consumers Energy Co. dated August 20, 2024, at page 1
(exhibit p. 2).

389 Id., at Report pages 3 — 4 under Downside Scenarios (exhibit pp.4 — 5). S&P’s FFO-to-debt ratio is
similar to the Moody’s cash flow ratio “CFO Pre-W/C-to-debt.”

390 Id., Report at page 5 (exhibit p. 6).
391 Exhibit AG-48 CONF report page 3 (exhibit p. 4).
392 Coppola, 3 TR 2518.
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reduction in the coverage ratio.393 In 2024, the Company increased its net income
by $142 million over the 2023 net income and also reported an increase in ROE to
9.1%. The increase in profitability nearer to the authorized ROE boost the cash

flow to debt ratio.394

The Company claims that its FFO-to-debt ratio as calculated by Moody’s is
trending down ...well below the low end of Moody’s expected range.39 This is not
true. As discussed above, Moody’s cash flow ratios have exceeded its 18% threshold
for downgrade. The Company focuses on declines in the coverage ratio that
occurred in 2022 and 2023, however Mr. Bleckman mischaracterizes the unusual
and short-term issues faced by the Company in 2022 and 2023.39 The decline in
2022 was due to a temporary increase in natural gas prices which required the
Company to increase its short-term borrowing. It also increased the cost of gas
purchases and inventories.397 The temporary increase in debt receded in 2023 and
2024. If an adjustment is made for this temporary condition, the Moody’s FFO to

Debt ratio actually increases from 20% to 20.9%.398 Because of the transient nature

393 I

394 Id.

395 Bleckman, 3 TR 820.

396 Coppola, 3 TR 2519.

397 Id.

398 Id. See also, Exhibit AG-44, page 2 for adjustment.
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of temporary events, ratings agencies focus on the long-term financial health of a

company.399

In Exhibit AG-44, Mr. Coppola calculated the Company’s key cash flow-to-
debt ratio for the 12-months ended March 2025 adjusted for the ROE (9.80%) and
Common Equity ratio (50%) levels he advocates in this case for Moody’s, starting
with the actual 2025 ratio results from Moody’s on line 1. The result of his analysis
for Moody’s is shown on line 4 with a cash flow-to-debt ratio of 20.0%. This ratio is
well above the 18% downgrade threshold noted by Moody’s in its most recent report.
Mr. Coppola did not perform the same calculation for S&P given the similarity in

the calculations and the lower 15% ratio for downgrade.400

In rebuttal, Mr. Bleckman attempts to discredit the information presented in
Exhibit AG-44 by claiming that there is a difference between rate case information
and GAAP information provided to investors in publicly issued financial
statements.40! In Exhibit AG-44, the Attorney General used publicly available
information available to Moody’s. Mr. Bleckman confirms this fact.402 His
statement that the 50% equity ratio is on a ratemaking basis and therefore the FFO

to Debt ratio is somehow faulty is an incorrect conclusion. The calculation in

399 I
400 See, Coppola, 3 TR 2520 — 2521 and Exhibit AG-44 for the complete analysis.
401 See, Bleckman Rebuttal, 3 TR 900 — 901.

402 Exhibit AG-80, page 2 (DR-AG-CE-0902a).
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Exhibit AG-44 shows what the impact to the FFO to Debt ratio will be once the

ratio declines to 50%.

Mr. Bleckman also claims in rebuttal, that Mr. Coppola brushed off the
Company’s recent lower FFO to Debt ratios.4%3 This is not true. Mr. Coppola
addressed the recent declines Company’s FFO to Debt ratios in six pages of
testimony and four exhibits.4%4 Based on this robust record, he determined that the
credit agencies had a favorable outlook on the Company’s credit profile contrary to

Mr. Bleckman’s bleak predictions.405

Third, there is no factual basis for the Company’s claim that it needs to
Increase its equity ratio to 50.75% to maintain its credit worthiness. As
demonstrated above, there is ample space in Consumers’ FFO-to-debt ratio to
support a 50% equity ratio and a ROE of 9.8% and still avoid a downgrade. If the
Company is truly concerned about future downgrades, there are actions it can take
to alleviate those concerns, including reducing debt with a more moderate capital
expenditure program. More importantly, the credit ratings agencies’ reports for the
Company do not reveal any significant concerns regarding a possible downgrade

with an equity ratio of 50%. Instead, they highlight the Company’s stable outlook

403 Bleckman Rebuttal, 3 TR 898.

404 See, Coppola 3 TR 2516 — 2522 and Exhibits AG-44 a pro-forma cash flow to debt coverage ratio
calculation and ratings agencies’ reports in Exhibits AG-47 CONF, AG-48 CONF and AG-49 CONF.

405 Coppola, 3 TR 2522.
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and point to credit positive factors such as a credit positive regulatory environment

in Michigan.406

The Company points to industry and nationwide reports to support its
proposed increase in the Company’s equity ratio.407 Mr. Bleckman discusses a
report by UBS on the regulatory environment.408 UBS, ranks regulators in
Michigan and 57 other jurisdictions. However, UBS is not a credit rating agency. It
is a stock brokerage and investment banking firm among other things. As
discussed in the article, UBS’s analysis is concerned with “fair outcomes for
investors” and not necessarily creditors or customers.4%® Mr. Bleckman claims that
“It 1s apparent that rating agencies and analysts are taking note of the Company’s
regulatory outcomes and are viewing them unfavorably.”410 However, the article by
UBS does not address any specific regulatory outcomes or concerns related to
Consumers Energy or CMS Energy. Moreover, the article is now more than two

years old.411

The Company also refers to an S&P report on negative trends in the utility

industry.42 The information is generic. While the Company relies on the report to

406 See, Coppola 3, TR 2521 — 2522, Exhibit AG-48 CONF report page 1. Exhibit AG-47, report page
2, and Exhibit AG-49 CONF, report page 1.

407 Bleckman, 3 TR 824 — 827.

408 Jd. at 825.

409 See, Exhibit A-34 (MRB-15).

410 Bleckman, 3 TR 825.

411 Coppola, 3 TR 2523.

412 See, Exhibit A-35 (MRB-16) and Bleckman, 3 TR 826 — 827.
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support its position, its witness did not note the key areas of concern - higher
Interest rates, changes to inflation, delays of offshore wind projects, and rising taxes
which are not specific to the Company.413 The S&P report also points to concerns

with wildfire risks for utility companies west of the Mississippi River.414

Most of these risks do not apply to the Company. First, CMS Energy and
Consumers have no off-shore wind projects. Second, the projected test year
ratemaking construct used in Michigan permits utility companies to recover
projected costs and CPI inflationary increases for O&M expenses and capital
expenditures in setting new rates. Third, regarding “higher interest rate risk”, most
of the Company’s debt is long-term fixed-rate debt with only seasonal short-term
debt which are forecasted for the projected test year and included in rates. In
contrast, other utilities may use significant short-term debt and do not have a
projected test year cost recovery mechanism. As such, the Company is in a superior
position on this issue relative to other utilities. Fourth, S&P’s concerns with the
potential higher tax rates at this time appear to be a minor risk. No federal
legislation is currently being considered that would increase the corporate income
tax rate. Interestingly, S&P points out the Alternative Minimum Tax (AMT)
provisions of the Inflation Reduction Act as a possible concern for larger utility
companies. However, it goes on to indicate ‘...we expect that most fully integrated

large utilities...will use their renewable tax credits to minimize or eliminate

413 See, Exhibit A-35, report p. 11.
414 Td. report pp. 7 and 8.
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AMT...” Accordingly, no concerns are warranted in this area.41> In summary, the
Commission should dismiss the generic utility industry concerns raised by Mr.
Bleckman and described in the S&P report, because they are inapplicable to the

Company’s regulatory and financial position.

Finally, Mr. Bleckman points to S&P’s January 2025 “Industry Credit
Outlook 2025” for concerns worthy of the Commission’s attention.416 However, the
information does not justify the angst expressed by the Company. First, Michigan
and five other states rank highest as being “Most Credit Supportive” among the 50
states based on S&P’s Regulatory Assessment.417 Second, the article raises three
key concerns which are (a) the need for more common equity in the industry; (b)
potential tax legislation which could adversely affect the industry; and (c) robust
capital spending. Mr. Coppola explains that the potential for adverse federal
corporate tax legislation does not seem to be a concern for the foreseeable future.418
He points out that the applicability of other two items vary from utility to utility
depending on their circumstances. Regarding additional common equity, as
discussed above, a balanced capital structure with 50% common equity provides a
strong financial position for the Company to continue to raise new capital to address

spending on infrastructure improvements. Regarding the high level of capital

415 Coppola, 3 TR 2524.

416 Bleckman, 3 TR 826. See also, exhibit A-40 (MRB-21).
417 Exhibit A-40, publication p. 8.

418 Coppola, 3 TR 2525.
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spending by the industry, the Company has the ability to moderate its spending and

take a more gradual approach in increasing capital spending.419

None of the reports referenced by the Company justify a higher equity ratio

than the current 50% ratio.

Mr. Bleckman states that maintaining a higher credit rating benefits
customers because it will result in lower financing costs.420 He also claims that the
ROE and equity ratio cannot be evaluated in isolation since they are inputs for
determining the Company’s FFO-to-Debt ratios that credit agencies rely upon to
determine the Company’s financial health.42! Mr. Bleckman further claims that
“[a]Jn ROE of 10.25%, when taken together with an equity ratio of 50.75% results in
an FFO-to-Debt ratio that the Company believes is acceptable in the current case
and is responsive to recent Commission orders. A lower authorized ROE would
therefore, necessitate a higher approved equity ratio to maintain the same level of
financial health.”422 Those claims are baseless. The Company does not provide any
evidence from the ratings agencies that certain minimum equity ratios or ROEs are
needed to maintain credit ratings. Further, the Company’s attempt to tie bar these

items as proposed by Mr. Bleckman should be rejected.

419 [
420 Bleckman, 3 TR 818 - 819.
421 [d. at 819.

422 Iq.
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While ROE and equity ratios are both part of the cost of capital, different
considerations are used to determine their reasonableness and prudence, and they
must be judged on their own merits. In addition, the ratings agencies take a
broader view of the Company’s financial health and how Michigan’s regulatory
environment is constructive in helping the Company maintain its credit ratings. As
noted by the ratings agencies, the Company also benefits from several regulatory
mechanisms that reduce business risk, such as regular rate increases, streamlined
rate cases, forward looking test years, the PSCR, GCR, FCM, and IRPs, and other
cost recovery programs and mechanisms.423 As discussed above, the agencies have
clearly indicated what could lead to a downgrade. The ratios and ROE advocated by

the Company were not mentioned as a necessary means to avoid a downgrade.

Moody’s notes that [Begin Confidential] _

such argument tie barring ROE and the common equity ratio should be rejected.

b. Consumers Energy’s equity ratio should be more in
line with the ratios of its peer group.

The average common equity ratio of the peer company group for 2024 was

42.2%.425 Because the cost of equity for those companies in the peer group is highly

423 See, Exhibit AG-47 CONF Moody’s Credit Opinion dated May 29, 2025, page 3. See also, Exhibit
AG-48 CONF, S&P Global, Ratings Score Snapshot for Consumers Energy Company, dated August
20, 2024, page 2 (first paragraph).

424 Exhibit AG-47, Moody’s Credit Opinion, page 1. (emphasis added)
425 See, Exhibit AG-38.
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dependent on the financial risk reflected in their capital structure, it is critical to
synchronize the capital structure of the Company to the peer group average as
closely as possible in order to have consistency with the cost of equity capital
derived from those peer group companies.426 The Company’s proposed common
equity capital ratio of 50.75% creates a disconnect and is also more costly to
customers.42?” Further, the lower peer group equity ratios also demonstrate that

similarly situated companies are operating and thriving with a lower equity ratio.

Mr. Bleckman presented an exhibit purportedly showing an average common
equity ratio of 51.85% for various utility companies decided in rate cases between
2020 — 2025.428 According to Mr. Coppola, the exhibit is not comprehensive and
contains inaccuracies.429 Mr. Coppola identified specific problems with Exhibit A-

29,430

First, the common equity ratio information presented by Mr. Bleckman
includes decisions for natural gas utilities with equity ratios averaging 53.1% while

the electric utility decisions have equity ratios averaging 51.5%. It appears that

426 Coppola, 3 TR 2530.

427 [

428 Exhibit A-29 (MRB-10).

429 Coppola, 3 TR 2531.

430 Coppola, 3 TR 2531 — 2532.
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inclusion of the gas decisions was intended to inflate the outcome because they do

not provide comparable information for an electric utility.431

Second, Mr. Bleckman has included several small electric utilities in the
exhibit. Smaller electric companies with higher equity ratios help to boost the
overall average equity ratio in Mr. Bleckman’s analysis. According to Mr. Coppola,
smaller utilities tend to have higher equity ratios to sustain them during potential
volatility in their business, which larger utilities can better manage.432 To support
his analysis Mr. Coppola points to Kingsport Power on line 9 of the exhibit which
has a 53.5% ratio and serves approximately 50,000 customers in rural Kentucky
and Tennessee.433 Alaska Electric Light & Power on line 13 of the exhibit has a
60.7% equity ratio and serves 18,000 customers in an isolated area in Alaska.434
Southwestern Public Service, shown on lines 49 and 50 of the exhibit, serves
410,000 customers in two states with equity ratios of 54.6% and 54.7% set in each of
the two states.435 Finally, Duke Energy Kentucky with a 54.1% equity ratio on line
24 of the exhibit operates with a $1.8 billion capital base which is less than 6% the

size of Consumers Energy with a capital base of $32.4 billion.43¢ Unfortunately, Mr.

431 Coppola 3 TR 2531.

432 Coppola, 3 TR 3532.

433 Id., from page 1 of American Electric Power 2024 Form 10-K report.
434 [d., from page 32 of Avista 2024 Form 10-K report

435 Id., from page 57 of Xcel Factbook from July 2025.

436 Jd. See also, Exhibit A-14, Schedule D1.

133



Bleckman did not disclose or consider these factors in his exhibit in his attempt to

justify a higher equity ratio.

Third, some of the data in Mr. Bleckman’s exhibit is stale. Mr. Coppola
points to the entry for Alliant Energy’s Wisconsin Power & Light unit, listed with
an equity ratio of 55.09% on line 2 of Exhibit A-29, now has a 53.7% equity ratio.437
Similarly, the equity ratio for Duke Energy Progress-NC, listed with an equity ratio
of 53% on line 26 of the exhibit, actually has an equity ratio of 50.5%.438 Fourth, in
compiling Exhibit A-29, Mr. Bleckman excluded utility companies in the
northeastern part of the United States where ROEs and equity ratios tend to be

lower.439

As discussed above, Mr. Bleckman has constructed a selective group of
utilities in Exhibit A-29 that are not representative of the electric utility industry
and result in an inflated average equity ratio.#40 The Commission should give no

weight to this exhibit which presents a misleading industry average equity ratio.

c. Impact of CMS Energy’s level of long-term debt.

The relationship between Consumers Energy and its parent company, CMS

Energy (“CMS”), impacts the Company’s proposed capital structure.44! First, CMS

437 Id., from page 37 of Alliant Energy 2024 Form 10-K report.
438 Id., see page 15 of the Duke Energy 2024 Form 10-K report
439 See, Exhibit A-190, page 2.

440 Coppola, 3 TR 2532 — 2533.

441 Id. at 2526 — 2530.
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controls when and how capital is injected into the Company. Therefore, it can make
the Company’s common equity ratio whatever it wants in its discretion.442 Over the
last five years, 2020 to 2024, Consumers Energy’s has experienced a net increase in

common equity of $3.7 billion.443

Second, CMS Energy is a frequent issuer of long-term debt in the capital
markets. CMS’s parent-only debt increased from $3.3 billion at the end of 2019 to
$5.0 billion at year end 2024. Nearly 95% of CMS’ assets and earnings come from
Consumers Energy. Therefore, from a practical operating standpoint, CMS and
Consumers Energy are one and the same.44* The Company’s practice of funding a
significant part of its equity contributions with funds from long term debt issued at

the parent company level is problematic.

The excessive debt and low common equity ratio (approximately 34% at the
end of 2024) at CMS has been a concern for the rating agencies when assessing the
debt rating of Consumers Energy.445 It is not clear how much the debt-laden capital
structure of CMS has impacted the Company. However, rating agencies’ previous

comments indicate that the debt-laden capital structure of CMS has contributed to

442 Jd. at 3 TR 2526.
443 Id. at 2526 — 2527 and Table 1.
444 Jd. at 2529.

445 Coppola 3 TR 2529. See also, Exhibit AG-47, Moody’s May 2025 Credit Opinion, page 1 under
Summary; Exhibit AG-48, S&P’s August 20, 2024 Report, page 4 under Downside Scenario; and
Exhibit AG-49, FitchRatings Report dated April 16, 2024, page 2 under Parent/Subsidiary Linkage
and page 3 under Factors that Could, Individually or Collectively Lead to a Positive Ratings
Action/Upgrade and likewise a Negative Ratings Action/Downgrade.
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a lower debt rating than the Company could have achieved if CMS was capitalized
with more equity capital. The result has been higher interest costs for customers.
Partially to compensate for the impact of the significant leverage at CMS, the
Company now wants a higher equity ratio in the capital structure that will further

Increase costs to ratepayers.446

See Mr. Coppola’s testimony for a complete analysis of the impact of CMS’s

financial condition on Consumers.447

Equity ratio impact.

The revenue requirement savings related to a lower common equity ratio of
50% when compared to the Company’s proposed equity ratio of 50.75% is
approximately $9.0 million annually.44® This reflects (a) the difference between the
pre-tax cost of common equity of approximately 14% versus the cost of long-term
debt of 4.5%; (b) the Company’s proposed rate base of approximately $15.4 billion;
and (c) the percentage of total capital being shifted from common equity to long-
term debt.44® Therefore, the Attorney General recommends that the Commission
approve a 50-50 balanced debt to equity ratio. As discussed above, the Company

has not provided justification for increasing the equity ratio from its current 50%.

446 Coppola, 3 TR 2529 — 2530.
47 [d. at 2526 — 2530.

448 Id. at 2533.

449 Id. at 2533.
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Long term debt balance.

The Attorney General is utilizing the long-term debt balance found in Exhibit

AG-35.

Short-term debt balance.

The Attorney General is utilizing the short-term debt balance sponsored by

Company witness Bleckman in Exhibit A-14 (MRB-1), Schedule D1, page 1.

Cost Rates - The Commission should adopt the Attorney
General’s adjustment to the cost of capital and ROE.

Bulkley, 4 TR 2715 - 2769 and Exhibit A-14 (AEB-1);
Bulkley Rebuttal, 4 TR 2791 — 2916, Exhibit A-206 (AEB-
2) and Exhibit A-207 (AEB-3); Bleckman, 3 TR 811 and
841, Exhibit A-14 (MRG-1), Schedule D-1, page 1;
Coppola, 3 TR 2533 - 2567 and Exhibit AG-35, Exhibit
AG-36, Exhibit AG-37 through Exhibit AG-44, Exhibits
AG-47 — AG-52,; Megginson, 6 TR 4519 — 4528, 4534 —
4557, and Exhibit No. S-4, Schedules D-1 through D-6;
Walters, 6 TR 3746 — 3765, 3768 — 3818, and Exhibit AB-
5, Exhibit AB-6, Exhibit AB-7, Exhibit AB-8, Exhibit AB-
9, Exhibit AB-10, Exhibit AB-11, Exhibit AB-12, Exhibit
AB-13, Exhibit AB-17, Exhibit AB-18, Exhibit AB-19;
Bandyk, 6 TR 3941 — 3974 and Exhibits CUB-2 through
CUB-10; Lyon, 3 TR 2602 — 2614 and Exhibits WAL-2 —
WAL-4; Attorney General Hearing Exhibit AG-81.

Return on Common Equity

The Company’s requested ROE.

According to Company witnesses Bleckman and Bulkley, an appropriate ROE

for the Company is 10.25%.450 However, as will be discussed below, the Company

450Bleckman, 3 TR 811 and 841; Bulkley, 4 TR 2720; Bulkley Rebuttal, 4 TR 2797.
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used flawed assumptions and novel and untested analysis which has led to

overinflated estimates for the Company’s proposed ROE.

Applicable Principles — Standard for Determining
ROE.

A utility company is entitled to a fair return that will allow it to attract
capital and be sufficient to assure investors of its financial soundness. In its
opinion in Bluefield Water Works and Improvement Company v Public Service
Commission of West Virginia (the “Bluefield Case”) 262 U.S. 679 (1923), the United
States Supreme Court indicated that

“A public utility is entitled to such rates as will permit it to earn a
return on the value of the property which it employs for the
convenience of the public equal to that being made at the same
time...on investments in other business undertakings which are
attended by corresponding risks and uncertainties; but it has no
constitutional right to profits such as are realized or anticipated in
highly profitable enterprises or speculative ventures. The return
should be reasonably sufficient to assure confidence in the financial
soundness of the utility and should be adequate, under efficient and
economical management, to maintain and support its credit and enable
1t to raise the money necessary for the proper discharge of its public
duties...”

The principals of the Bluefield Case were re-affirmed by the U.S. Supreme Court in
1944 in the case FPC v Hope Natural Gas Company, 320 U.S. 591. The Attorney

General’s witness followed these guiding principles. Based on these standards, Mr.
Coppola recommends a ROE that will enable the Company to maintain its financial

Integrity.451

451 Coppola, 3 TR 2536 — 2537.
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Mr. Coppola also noted that determining the cost of common equity for an
enterprise or an industry group is inexact since investors can only estimate what
the future cash flows from any enterprise may be over time. As a result, most
financial experts will not rely solely on any one method. Mr. Coppola utilized three
approaches in assessing the cost of common equity — the Discounted Cash Flow
(DCF) Method, the Capital Asset Pricing Model (CAPM) and the Utility Risk
Premium approach.452 He also considered the cost of common equity of a proxy
group of peer companies in connection with the methods listed above in determining
the cost of common equity.453 Applying these three methodologies, Mr. Coppola
calculated an average ROE of 9.73%.45¢ However, he recommended an allowed rate

of return on common equity of 9.80% for reasons provided below.

c. Qualitative Market and Risk Considerations

Before addressing the calculation of the ROE, it should be noted that one of
the most important factors in determining the required return on equity of a utility
1s risk. Utilities face less risk compared to most other businesses due to the
regulatory scheme which provides for rate increases if reasonable and prudent and
authorized rates of return. Therefore, a utility’s return should be lower than other
riskier businesses. Second, a utility should earn comparable returns to other

businesses with similar degrees of risk to maintain its financial soundness

452 Jd at 2537.
453 Id. 2538. See also, Exhibit AG-42
454 Coppola, 3 TR 2537.
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including, but not limited to, maintaining its credit standing and attracting capital

for investment.

Quantitative Methodologies and Conclusions -The
Attorney General ROE calculation and
recommendation

Consistent with the legal principles stated above and the proper application
of recognized models, the Attorney General’s expert recommends a reasonable ROE

of 9.80%.

Proxy Group Selection Criteria.

Despite not being publicly traded, as a subsidiary of CMS Energy, Consumers
Energy operates in, and its financial performances are a part of the general
economic and industry environment. Potential investors will still compare
Consumers Energy’s expected returns on investment to the market returns on other
available alternatives. Consequently, a broad analytical approach including
studying the underlying economic environment, Federal Reserve policy, likely
investors’ expectations of future returns, and the utility industry’s expected returns
in the current market is appropriate. The cost of equity of an appropriate proper
peer group of other utilities provides the best guide to establishing an appropriate

ROE rate for the Company.455

455 Coppola, 3 TR 2537 and 2538.
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Mr. Coppola established a peer group starting with a broad search with 38
utilities. Through a process of elimination,456 he narrowed this group down to the
eleven companies shown in Exhibits AG-41 and AG-43, all of which have growing
earnings and dividends and are comparable to the Company.457 Mr. Coppola’s peer
group 1s smaller than the one sponsored by Company witness Bulkley, which
contains nineteen companies.4® Only eight of the companies in Consumers’ peer
group are also in Mr. Coppola’s peer group. The remaining companies are not
appropriate for various reasons.

First, three should be removed because of size considerations. Duke Energy,
Southern Company, and NextEra Energy have annual revenues of $30 billion, $26.7
billion, and $24.8 billion, respectively. Due to their excessively large size compared
to Consumers Energy’s $7.5 billion in revenue, these utilities are not an appropriate
fit for the Company’s peer group.4?® Second, NextEra Energy should also be
removed from the peer group due to its significant investments in non-utility power
production in several states, representing over 40% of its assets. Third, Mr.
Coppola removed Entergy, NorthWestern Energy, and TXNM Energy from his peer
group because of M&A activity that distorts the dividend yield and earnings growth
of these companies. TXNM is involved in the sale of certain assets to Blackstone

Infrastructure Company, while Entergy is looking to sell its Louisiana gas

456 See, Coppola 3 TR 2538 and Exhibit AG-42.
457 Id. at 2538.

458 Id. at 2539.

459 I
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distribution properties, and NorthWestern has announced merger plans with Black
Hills. Fourth, the remaining utilities included in the Company’s peer group, but not
Mr. Coppola’s peer group, should be excluded because of poor earnings history and

inconsistent earnings growth rates.460

The Company takes issue to the exclusion of PPL from Mr. Coppola’s peer
group claiming it is not entirely clear how her determined if the company should be
excluded from the group due to “low/no growth in earning.461 PPL was included in
the fourth category of utilities excluded from Mr. Coppola’s peer group as discussed
above for poor earnings history and inconsistent earnings growth rates. Mr.
Coppola excluded PPL due to recent volatility in its earnings.462 The removal of
this company from the peer group is appropriate because recent hurricanes have
negatively affected the company’s earnings, its stock price, and related financial
metrics. The rebound in earnings from those earlier events distorts the near-term
earnings growth, making it a poor candidate to include in the peer group of
comparable utilities to the company, which has had relatively stable earnings

growth.

As discussed above, the Company’s proposed peer group includes companies

that are not comparable to Consumers Energy and should not be relied on by the

460 Coppola, 3 TR 2539.
461 Bulkley Rebuttal, 4 TR 2823 — 2824.
462 Exhibit AG-42.
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Commission in determining an appropriate cost of equity capital in this rate case.

Mr. Coppola provides a comparable peer group that should be used instead.463

Application of Quantitative Models

Consumers Energy is subject to the same risks that other firms in its
industry face, including variation in demand, limits on growth, environmental
compliance costs, employee benefit costs, the cost of infrastructure improvements,
regulatory decisions, capital market conditions (interest rates), and the availability
to credit and access to capital markets. Therefore, Mr. Coppola utilized standard
DCF and CAPM methodologies to evaluate a group of comparable companies. The
CAPM model considers market risk. He also used a third method — a Utility Risk
Premium approach. To avoid bias and make the cost of capital analysis more
reliable, the conventional approach is to select and analyze a proxy group of

comparable companies as discussed above.

Cost of Common Stock

Two of the approaches used by Mr. Coppola in his analysis are market-based
methods: the Discounted Cash Flow (DCF) method and the Capital Asset Pricing
Model (CAPM), which are both recognized methods used in evaluating the cost of
capital. The DCF method is based on anticipation of the company’s futures earnings
and growth opportunities. The CAPM model is a risk premium model. It is based on

the proposition that the expected return on a common equity security is a function

1463 See, Exhibit AG-41.

143



of risk as measured by the “Beta” of that security.464¢ The third method is a Utility
Risk Premium approach. In addition, Mr. Coppola also considered investors’
understanding and expectation of the economic environment, Michigan’s economy

and the current industry and company specific information.

Discounted Cash Flow Methods

The DCF method provides the minimal return for a company to attract and
maintain investment in the company’s common equity. It represents the investor’s
expectation based on available current market information. It is a measuring stick
to compare alternative investment opportunities. The DCF approach is based on
the proposition that the price of any security reflects the present value of all future
cash flows (dividend flows) from the security discounted at a single discount rate

which, in the case of common stocks, is the required return on equity.46>

The DCF method calculates the required return for an investor as
follows:

R=D/P + g
where “R” = the Required Equity Return
“D/P” = the Dividend Yield on the Security
and “g¢” = the expected growth rate in dividends

Mr. Coppola further explains his inputs for the DCF model, including the

stock price he uses, his calculation of the dividend yield, the growth rate he utilized

464 Coppola, 3 TR 2543.
465 Coppola, 3 TR 2540.
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and why he used it.466 Using the DCF Method, Mr. Coppola calculated an average
return on common equity for the proxy group of 9.57%.467 This result is lower than
the Company’s DCF calculations of 10.24%.468 Differences in the dividend yield and
earnings growth rate in the DCF formula contribute to the difference between the
Company’s and Mr. Coppola’s DCF estimates.

Mr. Coppola used a dividend yield of 3.56% in his analysis, but the Company
calculated a higher yield of 3.75%, which accounts for approximately 20 of the 67-
basis point difference between his and the Company’s DCF ROE.46° The projected
growth rate is higher in the Company’s case at 6.48% compared to 6.01% in Mr.
Coppola’s analysis, which accounts for the remaining difference of 47 basis
points.470 In addition, the data on the dividend yield and the earnings growth rates
used by the Company were compiled earlier in 2025 and are now stale. According to
Mr. Coppola, the stock prices of the utilities in the peer group are now higher,
thereby justifying a lower dividend yield compared to the Company’s filed case.47!

Further, the earnings growth rates used by the Company include higher
earnings growth rates for Avista, Dominion Energy, and NextEra, which are
mnappropriate for inclusion in the DCF peer group as discussed above. Moreover,

the earnings growth rate of NextEra ranges from 7.11% to 8.50% due in part to its

466 Coppola, 3 TR 2540 — 2541.

467 Id. at 2541. See also, Exhibit AG 37.

468 See, Exhibit A-14 (AEB-1), page 1.

469 Coppola, 3 TR 2541.

470 Id. See also, Exhibit A-14 (AEB-1), page 3 for the Company’s growth rates.
471 Coppola, 3 TR 2542.
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power generation business. Dominion Energy’s growth of 10.2% reflects, in part,
Dominion’s restructuring of its businesses to sell certain gas assets and a 50%
interest in its Coastal Wind project. As such, the 10.2% growth rate is a temporary
situation. Avista should not be included since this company is now seen as having
“Wildfire Risk”. This has depressed this company’s stock price and inflated its
dividend yield.472

Mr. Coppola believes that DCF results are reliable especially when
considered in conjunction with other methods for determining the cost of common

equity.473

v. The CAPM Method
As noted above, the CAPM method is based on an analysis of risks. It
considers two types of risks: risk that investors can diversify away or reduce by
combining different investments into a portfolio; and market risk that an investor
cannot reduce by diversification. Therefore, the CAPM method is a risk premium
model, based on the calculation of the risk differential between investments on the
market portfolio and the individual stock. The calculation of the required rate of
return on the company’s stock is as follows:
Ke =Rr+ (B x Rp)
Where: Ke = the market cost of common equity for a specific security.
Rr = the risk-free rate of return.

Rp= the required overall market return less the risk free rate
(over several years); and

472 I4.
473 Id. at 2541.

146



B=  beta, a measure of a given security’s risk relative to that
of the overall market.

The purpose for using the CAPM model to calculate the required return on
the individual investment is to find the equivalent return for an investor based on
the relative risk of the investment as compared to the alternative investment
opportunities. This measure of risk reflects the extent to which the price of a
particular security varies in relationship to the movement of the overall market.
Some securities vary less in price over time than the overall market and therefore
their Beta will be less than 1.00. Securities that vary more than the overall market
over time will have a Beta that is greater than 1.00. 474 Mr. Coppola states that
“[u]tility stocks tend to move less than the overall market. Reflective of this
outcome, the average Beta of my Peer Group is 0.76.7475

The Attorney General’s CAPM calculation can be found in Exhibit AG-38.476
The resulting ROE based on the CAPM is 9.98%. Mr. Coppola believes that the
CAPM is useful in assessing the relative risk of different stocks or portfolios of
stocks. However, it has limitations because it assumes that the entire risk of a
stock can be measured by the “Beta” component and as such the only risk an
investor faces is created by fluctuations in the overall market. However, investors

take into consideration company-specific factors in assessing the risk of each

474 Coppola, 3 TR 2543.
475 Id.
476 See, Mr. Coppola’s testimony at 3 TR 2544, for a detailed explanation of the calculation.
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particular security. Therefore, Mr. Coppola gives the CAPM approach less weight

than the DCF approach in determining the cost of common equity.477

The Company’s CAPM results result in a higher ROE than the Attorney
General. Ms. Bulkley projected CAPM ROE is 10.79%.478 The table below, shows

the development of Ms. Bulkley’s CAPM ROE result compared to Mr. Coppola’s.47

Comparison of CAPM Results

CAPM Estimate of:

CAPM Results Simplified AG CECo
Market Risk Premium (MRP) 7.35% 8.28% *
Avg. Beta Factor (B) 0.76 0.78
MRP x B 5.58% 6.49%
Projected 2026 Risk Free Rate 4.40% 4.30%
Total CAPM Result 9.98% 10.79%

* Results based on a Projected Growth Rate for the S&P 500. See Exhibit A-14 (AEB-1),
Sched. D5, page 14.

Mr. Coppola notes that the key difference between his CAPM ROE and the
Company’s is the Company’s use of a higher Market Risk Premium, which is

discussed below.480 The Company also used ECAPM in its ROE analysis, which had

477 Coppola, 3 TR 2544.

478 See, Exhibit A-14 (AEB-1), page 1.
479 Coppola, 3 TR 2585.

480 Iq.
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results slightly higher than the CAPM result in the table above.48! This is also

discussed below.

Utility Risk Premium Approach

Generally, you can estimate the cost of common equity for a peer group of
utility companies by (1) projecting the cost of debt for the peer group and adding to
this cost (2) the average return differential of utility common stocks over utility
bonds.482 This approach is called the utility risk premium approach. Mr. Coppola
calculated a return on common equity using this approach by adding the credit
spread of utility bonds rates “A” of 5.56% with the spread of utility bonds issued in
2024 over U.S. treasury bonds of 4.25%. He then added the two rates to determine

the rate of return for the Risk Premium method of 9.81%.483

The Company does not provide a traditional utility risk premium analysis in
terms of measuring returns on utility stocks relative to an interest rate benchmark
such as utility bonds. Ms. Bulkley uses an unorthodox approach referred to as the

Bond Yield Risk Premium (BYRP) to project a ROE rate of 10.56%.48¢ Problems

with this approach are discussed below.

Criticisms of the Company’s methods of
calculating ROE.

481 [,
482 Jd. at 2551.

483 See, 3 TR 2551 and Exhibit AG-39 for a complete description of Mr. Coppola’s calculation of the
Risk Utility Premium Approach.

484 Coppola, 3 TR 2552 — 2552.
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As noted above, the Company is seeking a ROE of 10.25% using novel and
unorthodox methodology to reach that result. First, Ms. Bulkley uses an
inappropriate risk-free rate and higher Market risk premium in its CAPM. Second,
she also uses the ECAPM method to determine ROE, which is also flawed and
mappropriate. The Attorney General did not provide an estimate of ROE using the
ECAPM method for reasons discussed below. Third, she uses the unorthodox BYRP

approach which should be rejected for the reasons discussed below.

The Company’s Risk-Free Rate — The Company developed multiple CAPM
ROE estimates using various risk-free rates of 4.61%, 4.52%, and 4.30%. Mr.
Coppola notes that the Company’s use of multiple rates seems to be a hunt for an
approach that will result in a higher ROE rate. The Company ultimately used the
4.30% 30-year forecasted U.S. Treasury bond rate which is particularly flawed
because it reflects U.S. Treasury rates forecasts for 2026 to 2030. This period in
large part includes periods beyond the test year ending October 2026 and is
Inappropriate for using in a projected test year ending in 2027.485 Mr. Coppola used
the single rate of 4.40% for the 30-year U.S. Treasury bond rate forecasted for the
second and third quarters of 2026, which is at the outset of the projected test

year. 486

485 Coppola, 3 TR 2548.
486 See, Exhibit AG-50 ( DR AG-CE-0398 and attached Blue Chip Forecast of May 1, 2025.
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Market Risk Premium (MRP) — As discussed above, the Company
calculated a MRP of 8.28% which resulted in a higher CAPM ROE than the one
calculated by the Attorney General. The Company’s MRP analysis is problematic

for a few reasons.

First, instead of using a proven historical MRP, the Company developed its
MRP based largely on future expected stock price growth rates and dividends for a
select group of companies from the S&P 500 stock index over the next three to five
years. Based on her sample of companies, Ms. Bulkley calculates a forecasted stock
market return of 12.58%. She then deducts her forecasted 30-year U.S. Treasury
risk-free rate of 4.30% from that percentage to arrive at a forecasted MRP of
8.28%.487 Mr. Coppola points out that when witness Bulkley conducted her analysis
of projected market returns in case U-21806 earlier in 2025, her expected market
return was 12.04%, or 50 basis points less than in this case.48 The Commission
should give no weight to this projected MRP methodology given this substantial

swing in the stock market return over a short timeframe.

Second, many of the companies in the list of S&P 500 Index with dividend
yields and long-term growth estimates are omitted from the Company’s analysis.489
Mr. Coppola notes that approximately 125 companies or 25% of the named

companies in the S&P 500 are not represented in the calculation of thel12.58% stock

487 Coppola, 3 TR 2546.
488 Jd. at 2546 — 2547.
489 Jd. at 2547. See also, Exhibit A-14 (AEB-1), pages 16 to 21.
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market return. And that large technology companies have an oversized impact
because high growth prospects have a larger than normal weighting in the
calculation of the 12.58% return due to their relatively large market

capitalization.490

Third, Mr. Coppola’s uses long-term historical market returns in his risk
premiums analysis, whereas witness Bulkley utilizes an extremely short period of
three to five years to measure stock market return in her MRP analysis.#91 The
Company’s projected MRP does not include a complete cycle of economic expansion
and contraction, which is what occurs over the long-term. To adopt the Company’s
approach would be akin to only selecting the positive return years over the 98-year
historical period of stock market returns used by Mr. Coppola and not the losses in
the downturn years.492 The result is a far higher overall return for the market and
a far higher MRP, which is the flawed result achieved by witness Bulkley’s 12.58%

market return and her forecasted MRP.493

To determine an appropriate expected market return and risk premium,
multiple economic cycles over a long timeframe must be considered. Otherwise, the
calculations of MRP would result in very high ROEs during periods of economic

expansion, and very low and perhaps even negative ROEs during periods of

490 Coppola, 3 TR 2547.
491 Coppola, 3 TR 2547.
492 Coppola, 3 TR 2547.
493 I
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economic decline. Dr. Roger Morin who favors the use of the longest possible period
for calculating a MRP also discusses these concerns.49¢ On page 114 of his book
“New Regulatory Finance” Dr. Morin states the following:

Therefore, an historical risk premium study should consider the

longest possible period for which data are available. Short-run periods

during which investors earn a lower risk premium than they expect

are offset by short-run periods during which investors earn a higher

risk premium than they expect. Only over long time periods will

investor return expectations and realizations converge. Clearly, the

accuracy of the realized risk premium as an estimator of the

prospective risk premium is enhanced by increasing the number of
years used to estimate it...

Clearly, Ms. Bulkley’s approach to calculating a projected market risk
premium is not academically or practically sound. It only serves to inflate the ROE
result for the Company. The Commission should not give any weight to ROE

calculations relying on the Company’s MRP methodology.

ECAPM Method - The Commission should also give no weight to the
Company’s use of the ECAPM method in calculating ROE. The argument for using
the ECAPM method is that the Beta factors published by Value Line when used in
CAPM analysis do not accurately predict stock performance. However, for reasons
discussed in Mr. Coppola’s testimony, that argument is flawed.4% There is
academic disagreement with the validity of the original studies that led to the use of
ECAPM. First, the original study used raw betas and not the adjusted Value Line

betas, which Mr. Coppola uses, and which other cost of capital experts normally rely

494 Jd. at 2548.
495 Coppola, 3 TR 2548.
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upon. Second, the original studies relied upon short-term risk-free rates. Instead,
cost of capital witnesses, including Mr. Coppola, use long-term risk-free rates in the
CAPM model. The ECAPM method tends to overstate and inflate the true cost of

capital and should not be used.49

Examples that the Company has previously relied on from other jurisdictions
to support its use of the ECAPM should be disregarded.497 Based on Mr. Coppola’s
testimony, the ECAPM does not appear to be widely accepted method by state
regulatory commissions and the Commission should disregard the Company’s

ECAPM cost of equity estimate in determining ROE in this case. 498

Bond Yield Risk Premium Analysis — The Company uses an approach
called the Bond Yield Risk Premium (BYRP). According to Ms. Bulkley, she
compared authorized ROEs from electric utility rate case decisions from 1980 to
early 2025 to the 30-year U.S. bond yields and ran a regression model with this
data. She claims to have found a strong relationship between these bond yields and
authorized ROEs. Based on the results of the cases prepared using this approach,
she concludes that the average risk premium over the 1980-2025 period i1s 6.15%.

She added an estimated rate of 4.41% for the 30-year U.S. bond yield for the

496 Id. at 2548 — 2549.
497 Id. at 2549 - 2550.
498 I,
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projected test year to this risk premium to arrive at a 10.56% ROE rate for the

projected test year under this unorthodox approach.499

Mr. Coppola discusses three major flaws with the BYRP approach. First, it
lacks any comparison to actual utility returns achieved from price appreciation and
dividends to bond yields, which he states is the key and necessary measurement in
any risk premium analysis. Using authorized ROEs as a substitute ignores
investors’ return expectations.?%0 Second, the analysis is biased because it covers a
period when interest rates were declining from 12.1% in late 1980 to 4.2% in
2024.501 Third, this analysis assumes a direct relationship between declining
interest rates and ROE decisions as happening almost instantaneously monthly
concept of gradualism in reducing or increasing ROEs that do not move in lock step
with interest rate changes.502 The Commaission should give no weight or reliance to

this alternative method.

It does not appear that other regulatory commissions have embraced the
BYRP approach. The Company could not provide evidence that any commission
accepted this methodology.503 Instead, Mr. Coppola provided an example of a

jurisdiction rejecting the BYRP approach. The Utah commission in its April 2025

499 See, Bulkley 4 TR 2748 — 2752 and Exhibit A-14 (AEB-1), page 22. See also, Coppola, 3 TR 2552,
including footnote 121.

500 Coppola, 3 TR 2552 — 2553.

501 Id. at 2553. See also, Exhibit A-14 (AEB-1) pages 23 and 25.
502 Coppola, 3 TR 2553.

503 See, Coppola, 3 TR 2553 including footnote 123.
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decision in Docket 24-035-04 involving Rocky Mountain Power (RMP), a subsidiary
of PacifiCorp, stated that “As persuasively argued by OCS, and not disputed by
RMP, a fundamental component of the BYRP model is commission behavior (i.e.,
the authorized ROEs set by commissions over a historical period) and not investor
behavior.”5%4 The Utah commission concluded that the RMP calculation of the
BYRP ROE results to be unreliable. The Utah commission correctly recognized that
the “investor behavior component” is absent in the BYRP model approach. In
contrast, investor behavior is a key component in the DCF, CAPM, and the Utility
Risk Premium approaches used by Mr. Coppola in this case.5%5 The Company’s

BYRP analysis should be rejected.

The Attorney General’s ROE calculation is
reasonable and fair to the Company and
ratepayers.

The weighted average return on equity of 9.73% reflects the Company’s true
cost of equity. However, Mr. Coppola recommends an allowed ROE of 9.80%. The
recommended ROE is fair to the Company. By allowing a ROE that is slightly
higher than the required ROE for investment purposes, it represents a gradual
return to the true and just cost of equity.

To confirm his analysis, Mr. Coppola compared his recommended ROE of
9.80% to allowed ROEs granted by the public service commaissions in the U.S.

Exhibit AG-40 shows the ROEs granted by state regulatory commissions for U.S.

504 Utah Commission order of April 2025 in Docket 24-035-04 at pages 25 and 26.
505 Coppola, 3 TR 2553 — 2554.
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electric utilities for the two years ending June 2024 and June 2025. Forty of the
fifty ROE decisions in the twelve months ending June 2024 and thirty-two of the
forty-six decisions ending in the twelve months ending June 2025 are below the

Company’s current authorized ROE of 9.9%.506

Commission orders from Michigan, California, Florida and some small
utilities predominated the cases with higher ROEs.507 Utilities like Consumers in
terms of risk, generally had ROEs around 9.5% and 9.6%.5%8 In addition, recent
ROEs among Mr. Coppola’s peer group of Companies have averaged 9.57%.509 This
evidence supports Mr. Coppola’s proposed ROE rate of 9.80%. The Company’s
proposed ROE rate of 10.25% is outside the realm of reasonableness and clearly

unsupportable.

In an attempt to bolster its proposed ROE, the Company presents Exhibit A-
30 (MRB-1) and A-33 (MRB-4) in which it provides ROEs and equity ratios for select
utilities. According to Mr. Coppola, “much of the information in Exhibit A-33 is
incorrect, misleading, and does not accurately captures the assessment of Michigan
regulatory environment present in Exhibit A-33 by RRA.”510 The cases are

distinguishable from the Company’s situation because some ROEs result from

506 Coppola, 3 TR 2554. See also, Exhibit AG-40, pages 1 and 2 for ROEs below 9.9% and page 3, for
ROEs at or above 9.9%.

507 See, Coppola, 3 TR 2554 — 2555 and Exhibit AG-40, page 3 for individual explanations.
508 Td. at 2555.

509 Id.

510 Coppola, 3 TR 2556

157



multi-year agreements or otherwise cover multiple years, the utilities are located in
areas impacted be extreme weather (e.g., hurricanes) with higher risks for costs,
some involve agreements to increase ROEs without increasing rates, one involves a
utility with significant expenditures (and risk) related to nuclear plants with large
cost overruns and write-offs, or they included cases that were otherwise inaccurate

or misleading.51!

Mr. Coppola further notes that the RRA report categorized the Michigan
regulatory environment at Average-1, which is the high end of average and just
below the above average ranking. RRA also assigns Average-2 and Average-3
rankings, which are below the Average-1 ranking. The Average-1 ranking assigned
to the Michigan regulatory environment is still very strong and when combined
with the S&P ranking of the Michigan regulatory jurisdiction as “Most Credit
Supportive.”512 S&P states that the Company benefits from a very supportive
regulatory environment.513 As noted above Exhibit A-33 does not accurately portray

Michigan’s regulatory environment.

A 10.25% ROE is not needed to attract capital. Exhibit AG-40 also shows
several electric utilities that have accessed the capital markets at competitive

interest rates since receiving a ROE near or below an 9.5%.514 Likewise, there is no

511 See, Coppola, 3 TR 2556 — 2558.

512 Coppola, 3 TR 2559.

513 See, Exhibit A-40, S&P January 14, 2025 Report, page 8.
514 Coppola, 3 TR 2559.
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evidence that equity investors have abandoned utilities that have been granted
ROEs at or near the industry average. The evidence suggests that stock investors
continue to migrate to utility stocks because authorized ROEs are still above the
true cost of equity. Exhibit AG-43 shows the market to book ratios for each of the
peer group companies, and many of these companies have received rate orders
during the past few years reflecting ROEs as low as 8.63%. Yet this group of
companies has an average market to book common equity value ratio of
approximately 2.0 times.51> According to Mr. Coppola, a market to book value
greater than 1.0 shows that investors are attracted to the ROE earned by the
utilities on their book value and a higher market to book ratio indicates that the
utility is earning a higher return on book value than other utilities.516 It also
indicates that the utility is over-earning on book value compared to investors’
expectations for that type of investment and that they are willing to pay a market
price higher than book value.517 So, the need to raise capital because of large

capital expenditures does not require the ROE requested by the Company.

The market for new long-term debt has been receptive to new utility debt
issues in 2023 and 2024. The Company’s exhibit A-28 (MRB-9) shows over 400 new
bond issuances completed in 2023 and 2024.518 Also, as discussed above, many

utility companies issued new debt shortly after receiving a rate order with ROEs

515 Id. at 2560.

516 Jl.

517 I .

518 See, Exhibit A-28 (MRB-9).
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below 9.50%. A salient fact is that Consumers Energy issued $1.125 billion of new
long-term debt in 2024 at an interest rate of 4.5% for a 5-year term and 5.05% for a
10-year term.59 The Company also issued $700 million of debt at an interest rate
of 4.7% for a 5-year term in July 2024, and it issued $600 million in debt with a
maturity of 10 years at a 4.6% interest rate in January of 2024.520 Clearly, the debt
markets are receptive to utility companies’ capital raising activities without the

excessive ROE requested by the Company.

Recent volatility in the capital markets should not be a concern in setting a
fair ROE for the Company in this case. Ms. Bulkley claims that the higher
volatility represented by the VIX reflects a need for higher returns in the market.
The 52.3% VIX level she shows in Figure 4 in her testimony,52! reflects a period of
temporary market turmoil when the “Trump tariffs” were introduced.522 According
to Mr. Coppola, once things surrounding the tariffs settled down, the VIX fell to

14.79 by August 19, 2025, which is near the lowest level so far this year.523

The stock market has historically been very volatile. The VIX measures
volatility over the next 30 days.52¢ However, in setting ROE rates for utilities, the

Commission should be focused on the long-term financial health of the utility not

519 Coppola, 3 TR 2563.
520]].
521 Bulkley, 4 TR 2732.
522 Coppola 3 TR 2561.
523 Id.
524 I
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the short-term gyrations of the stock market. Further, the Commission should not
confuse volatility with risk because they are not the same thing.525 Finally, utility
stocks are a safe haven for investors during times of uncertainty and volatility
because they are not as susceptible to volatility as the general stock market. This is
reflected in the average Beta value of 0.76 for the utility peer group used in the
CAPM analysis discussed above, in contrast with the general stock market value of
1.0.526 Therefore, the Commission should not give any weight to arguments that
the Company’s ROE should reflect investors’ concerns with stock market

volatility.527

The Commission should reject the Company’s
ROE rebuttal testimony.

The Company attempts to refute Mr. Coppola’s ROE analysis in rebuttal,
however it fails to provide convincing contrary evidence and should be rejected.528
Mr. Coppola’s testimony and this brief supports the Attorney General’s
recommendation of a 9.80% ROE. However, this brief will address a few issues

raised by Ms. Bulkley’s rebuttal.

First, Ms. Bulkley uses a great deal of her rebuttal “correcting” the analysis

of other ROE witnesses. Her adjustments are summarized in Figures 20, 21, 22,

525 See, Exhibit AG-51.

526 Coppola, 3 TR 2562.

527 See, Coppola, 3 TR 2564.

528 The entirety of Ms. Bulkley’s rebuttal can be found at 4 TR 2791 - 2916 .
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and 23 in her rebuttal testimony.529 While Ms. Bulkley denies that she has taken
other witnesses testimony and made changes to conform to her preferred approach,
her explanation of her approach in response to discovery explains the lengths she
has taken to modify other witnesses’ calculations.?3 In some instances she claims it
1s to update old information, but it also include adjustments simply based on her
preference for certain sources without explaining why that source is more reliable
than the other witness’s source, or analysis that she disagrees with, without
explaining why is faulty, just that it is different. It is not surprising that after her
“adjustments” the other witnesses’ ROE calculations support or exceed the
Company’s proposed ROE of 10.25%, except for her adjusted ROE for the Attorney
General which still does not support the Company’s proposed ROE.531 It was
clearly her intention to conform the other witnesses’ testimony to the Company’s

preferred outcome, and the extent of her efforts belie any claims otherwise.

This mixing and matching of pieces of calculations and analysis is
Inappropriate and inaccurate because each party uses different time periods and
inputs, and it distorts the analysis, not correct it. The Commission should reject
such a brazen attempt to calculate faulty outcomes to bolster the Company’s

projected ROE.

529 Bulkley rebuttal, 4 TR 2908 — 2911.
530 See, Exhibit AG-81, pp. 2 and 3 (DR AG-CE-0909).
531 Bulkley rebuttal, 4 TR 2909.
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Second, Ms. Bulkley updates her previous ROE calculations with more recent
data.532 These revised calculations presented in rebuttal do not provide an
adequate opportunity for the Attorney General and other parties to analyze and
challenge the new information provided by the Company in the short timeframe
after rebuttal. While she claims that she disagreed with the inputs and
assumptions used by other ROE witnesses, she admits that she updated her cost of
equity analysis using the same methodologies used in her direct testimony to reflect
more recent market data to be consistent with the time period for the market data
used by those witnesses.533 That is not the same thing as rebutting a witnesses
testimony. The Commaission should reject the updated calculations as inappropriate
to provide in rebuttal testimony because they are not specifically rebutting any

witness testimony and are meant to supplement the company’s direct testimony.

Third, Ms. Bulkley argues that the ROE rates approved by other
commissions and presented by other witnesses include ROEs for distribution-only
electric utilities and not only vertically electric utilities, which in her view is the
only group that applies to the company as a vertically integrated utility.?3¢ The
premise of her testimony is that vertically integrated utilities face higher risks due
to owning generation assets and should commend higher ROE rates.?3> This

premise may be true if the utility owns merchant power generation plants with

532 Id. at 2799 — 2800. See also, Exhibit A-206 (AEB-2), pages 1 — 24 and .
533 See, Exhibit AG-81, p. 4 (DR AG-CE-0910).

534 Bulkley rebuttal, 4 TR 2804.

535 Id.
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sales subjected to market dynamics and related price risk. Her reliance on Moody’s
operational risks from generation assets seems to apply to generation assets held by
CMS Energy and other affiliates outside of the regulated utility.53¢ However, the
company’s generation assets are fully regulated by the Commission with
mechanisms, such as the IRP and PSCR, that allow the company to fully recover its
costs similary to and perhaps even better than the distribution business. Therefore,
Bulkley’s testimony on this matter is flawed and should be disregarded by the

Commission.

X. ROE Conclusion

The Attorney General recommends a ROE of no more than 9.80%. In Exhibit
AG-26, Mr. Coppola summarized the cost of equity rates from the three methods
used as discussed above. The result is a weighted average cost of common equity of
9.73%. To this base cost of equity capital, he added an additional premium
adjustment of 7 basis points to arrive at a recommended ROE rate of 9.80% for
Consumers Energy — a very conservative ROE. The Attorney General also
recommends against simply maintaining the status quo at 9.90% since that results
in additional costs for customers of approximately $8.9 million annually compared

to a 9.80% ROE.537

Long-Term Debt Costs.

536 Jd. at footnote 19.
537 Id
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For the long-term debt cost rate, Mr. Coppola used the rate of 4.39%, which
0.15% lower than the Company’s proposed rate.53® According to Mr. Coppola, the
reasons for the lower average long-term debt are: The Company anticipated four
new long-term debt issuances in 2025 and 2026 (two in each year). Mr. Bleckman
assumed a 6.32% cost rate for each of these i1ssues.539 However, the 2025 debt
issuances have only had a cost based on net proceeds of 4.46% for one debt issue
and 5.22% for the other debt.540 The lower cost of debt actually issued in
comparison to the assumed interest rates used by Mr. Bleckman reduces interest
costs by $15.2 million annually (a portion of these savings is applicable to the

company’s gas business).

For the other two debt issues anticipated in 2026, Mr. Bleckman assumed a
6.35% interest rate. However, this debt cost rate assumes a 4.89% 30-year U.S.
Treasury rate in the cost build-up section of Exhibit A-14 (MRB-4), Schedule D1.
This assumed rate of 4.89% for the 30-year U.S. Treasury rate is above actual U.S.
Treasury rates as of September 15, 2025, as well as the lowest 30-year Treasury
rate used by Company witness Bulkley for cost of equity purposes of 4.30%.541
Therefore, Mr. Coppola used a more recent forecast of the 30-year U.S. Treasury

rate of 4.40%, which is 0.49% lower than the rate used by Mr. Bleckman.542 He

538Coppola, 3 TR 2534. See also, Exhibit AG-35, page 2.

539 See, Exhibit A-14 (MRB-4), Schedule D1, lines 44 and 45.

540 Coppola, 3 TR 2534.

541 Exhibit A-14 (AEB-1) Schedule D-5, pages 7 and 8. See also, Coppola, 3 TR 2534 — 2535.
542 [d. at 2434.
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calculated an updated interest rate for the new debt issuances of 5.86% compared to
the Company’s rate of 6.35%, for an additional reduction to the cost of capital.543
The lower interest costs from the May 2025 debt issues and the projected savings
from the 2026 debt issues that will reduce the revenue deficiency in this case by

$10.2 million.544

Short-term Debt Costs.

Mr. Coppola uses the Short-term Debt rate recommended by the Company.545

Cost Rate Used for Preferred Stock

Mr. Coppola used the 4.5% cost rate recommended by Mr. Bleckman.546

Other Cost Rates

Mr. Coppola also used the cost rate recommended by the Company for
Deferred Taxes cost rates. Cost rates for JDITC reflect those rates Mr. Coppola

used for the permanent capital sources.?47

Overall Rate of Return

543 Id. See also, Exhibit AG-35, page 2.
544 Id. at 2535.

545 Id.

546 I

547 Coppola, 3 TR 2535.
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The Attorney General recommends an overall return on capital of 6.06% and
a pre-tax weighted cost of capital of 7.47%.548 Mr. Coppola’s testimony includes an

explanation of his calculation.549

Adjusted Net Operating Income
Other O&M Expense

The Company is projecting operations and maintenance (“O&M”) expenses of
approximately $805.0 million for the projected test year, an increase of $141.2
million, from the historical year 2024.550 Substantial increases in expense in three
areas have contributed to this overall increase: (a) Electric Division costs including
for service restoration ($54.4 million); (b) $76.5 million higher forecasted forestry
management expense; and (c) $33 million more for higher Information Technology
expenses. Together, these three areas reflect an increase of $169.3 million which is
offset mostly by lower power generation expense and lower pension and OPEB
expenses.?®! The Attorney General recommends reducing the Company’s projected

O&M expenses by an additional $137.9 million as discussed below.?52

Distribution O&M Expense

548 Coppola, 3 TR 2536. See also, Exhibit AG-35, page 1.

549 See, Coppola, 3 TR 2536.

550 Exhibit A-13 (PDD-42), Schedule C-5.1.

551 Coppola, 3 TR 2568.

552 Jd. See also, Exhibit AG-53 for a summary of proposed O&M expense adjustments.
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The Company is projecting $301 million in expenses for distribution
operations for the projected test year.553 This compares to expenses of $246.6
million in the historical test year.55* Excluding Service Restoration Costs, which is
addressed separately below, the total Distribution Expenses are projected by the
Company to increase from $90.5 million in 2024 to $135.8 million in the projected
test year.555 It appears that the expenses are for increased inspections and
maintenance of lines and facilities and include the hiring of additional employees or
contractors. However, according to Mr. Coppola, support for the projected expenses
included on Exhibit A-124 is lacking in that there is very little quantifiable support
for some increases at the program and subprogram level.?5¢ Therefore, the Attorney
General proposes certain adjustments be made to the projections for this category of
expenses for both electric operations and electric engineering support programs and

subprograms.?57

Electric Operations

Staking and Locating.

Coppola, 3 TR 2573 — 2575, Exhibit AG-56; Kelly 3 TR
1517 - 1526, Exhibit A-125 (MPK-15); Kelly Rebuttal, 3
TR 1589.

553 See, Exhibit A-124 (MPK-14), line 55.

554 Id.

555 Coppola, 3 TR 2570.

556 Coppola, 3 TR 2570 — 2571.

557 See, Exhibit AG-54 for a summary of adjustment.

168



The Company is using a 7% annual growth rate in calculating the number of
Staking and Locating requests it uses for its test year projections.?>8 This
forecasted rate of growth for staking requests is too high and needs to be reduced.
The problem with the Company’s approach is that it is not reflective of the staking
and locating requests that it has received annually over the last few years55® Based
on the Company’s own numbers, the actual annual rate of growth in staking and

locating requests has been 2%.560

Using the annual 2% rate of growth over the 2019 to 2024 period, Mr.
Coppola calculated a lower expense amount of $13,052,000 based on 453,640
projected staking and locating requests and the contractor’s average cost rate plus
Miss Dig annual dues and fees of $734,000. This amount is $866,000 less than the
$13.9 million staking and locating expense forecasted by the Company, which the
Attorney General recommends that the Commission deduct from the Company’s

forecast for the projected test year.561

More impactful is the Company’s decision to move to a dedicated contractor
approach for its staking and locating program from a shared contractor approach
which has unnecessarily increased costs for ratepayers.562 According to Mr. Kelly,

the Company has decided to change its staking and locating program to a dedicated

558 Kelly DT p. 150 and Coppola, 3 TR 2574.

559 Coppola, 3 TR 2574.

560 I

561 Jd. See also, Exhibit AG-56 for the calculation.
562 Coppola, 3 TR 2574 — 2575.
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contractor approach instead of a shared contractor model throughout its service
territory.563 Until recently, the Company only had a dedicated contractor approach
for Oakland and Kent counties because of performance problems experienced with a
previous contractor. Mr. Coppola notes that the move to a dedicated contractor
model increases costs dramatically from $6.1 million in 2024 to $13.9 million in the
projected test year, without any evidence from the Company that a significant
problem exists in the rest of the Company’s service area that could not be resolved
without a costly dedicated contract approach.564 There is no basis for assuming that
improvement in performance in Oakland County will occur in other counties if no

significant performance problems exist in those counties.565

The Company’s change to a dedicated contractor approach to staking and
locating throughout its service territory is unjustified and the increase in expense
imprudent. Based on the Company’s cost information,566 the increase in expense of
expanding the dedicated model to other areas of the state is $5,872,000.567
Therefore, the Commission should remove the $5,872.000 from the Company’s

forecasted O&M expense for the projected test year.

563 Kelly 3 TR 1518 — 1526.

564 Coppola, 3 TR 25754.

565 I

566 Exhibit AG-56 (DR AG-CE-0445).
567 Id.
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The Attorney General recommends that the Commission reduce the

Company’s staking and locating expense by a total of $6,738,000.

LVD Lines Reliability

Coppola, 3 TR 2578 — 2579, Exhibit AG-54; Kelly3 TR
1498; Exhibit A-122, A-123, A124, A-125; Kelly Rebuttal,
3 TR 1592 — 1593.

The Company is forecasting $8 million in the projected test year for the LVD
Lines Reliability O&M expense. The Company incurred $0.6 million for this
category of expenses in the historical year 2024 and the largest amount incurred in
this area in the last five years was $1.1 million in 2022.568 The dramatic increase
proposed by the Company in this case is excessive and unreasonable. The Company
previously admitted that it has not followed IEEE recommendations and best
practices for inspection and maintenance.?¢9 It is unreasonable for the Company to
undertake an 8-fold escalation in expense in less than two years to reverse past poor
practices.?’0 While the Company has scaled back its request from its last rate case,
it 1s still seeking too much for this category of expense.?’t Therefore, the Attorney

General recommends further reductions

The Attorney General asked the Company to provide the actual expense

during the first eight months of 2025. The Company’s response shows that $607,360

568 See, Exhibit A-124 (MPK-14), line 4 and Coppola, 3 TR 2578 — 2579.
569 Coppola, 3 TR 2578.

570 Id.

51 Id. at 3 TR 2579.
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was spent in the first eight months of 2025, or an annualized level of $911,000. 572
Adding inflation adjustments to this amount brings the expense for the projected
test year to $940,000, which is less that one-eighth the Company’s forecasted
amount of $8.0 million for the projected test year. Therefore, the Attorney General
recommends that the Commission remove the difference of $7,060,000 from the

O&M expense forecasted for the projected test year.

HVD Lines Reliability

Coppola, 3 TR 2579 — 2580 and Exhibit AG-56; Exhibit A-
124 (MPK-14), line 5; Kelly, Exhibit A-124 (MPK-14), line
5; Kelly Rebuttal, 3 TR 1593.

The Company proposed increasing HVD Lines Reliability expense from
$109,000 in the historical test year to $891,000 in the projected test year with its
application.?”3 However, the Company has reevaluated its position that the five-
year average expense amount of $214,000 provides an adequate level of spending
for this program.57¢ This amount is $677,000 lower than the amount included on
Exhibit A-124.575 Therefore, the Attorney General recommends that the
Commission remove $677,000 from the Company forecasted O&M expense for the

projected test year.

Lines Demand — HVD.

572 DR-AG-CE-0507 with attachment.
573 See, Exhibit A-124 (MPK-4), line 5.
574 Exhibit AG-56 (AG-CE-0445).

575 Coppola, 3 TR 2575.
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Coppola, 3 TR 2575 — 2576, Exhibit AG-58; Kelly, 3 TR
and Exhibit A-106 (MPK-14), line 9,); Kelly Rebuttal, 3
TR 1591.

The Company is forecasting O&M expense for Lines Demand for the HVD
system of $2,979,000 for the projected test year. The expense was only $898,000 in
2024.576 In fact, it did not exceed $1.1 million in the previous five years.577 The

$1.4 million increase is not supported on the record.

Mr. Kelly states that the Company has increased the use of infrared cameras
to spot anomalies in HVD lines and the expense level supports preventative
maintenance.?’8 The Company did not make any claims regarding the need for
additional preventive maintenance in its last rate case.?”™ Further, the O&M
expense for the first eight months of 2025 were only $453,130, reflecting an
annualized expense level of $680,000. This amount is significantly below the
Company’s 2025 projection of $2.2 million. It is apparent from this recent actual
level of spending that the forecasted expense amount for the projected test year is

overstated.

Mr. Coppola recommends that the projected test year spending level should
be set at $1,086,000, which is the highest expense incurred in the past five years.

This amount is $1,893,000 lower than the $2,979,000 forecasted by the Company.

576 Exhibit A-124 (MPK-14), line 9.
577 Coppola, 3 TR 2576.

578 Kelly, 3 TR 1511 - 1512.

579 Coppola, 3 TR 2576.
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Since the Company failed to support its test year projection,?80 the Attorney
General recommends that the Commission remove $1.89 million from the

Company’s forecasted O&M expense.

V. Service Calls.

Coppola, 3 TR 2577 — 2578; Kelly, 3 TR 1531 - 1532 and
Exhibit A-124 (MPK-14), line 17; Kelly Rebuttal 3 TR
1592.

The work performed in this category is related in part to service
disconnections, reconnections, and new service line connections, among other
customer requests. The Company is forecasting O&M expense for service calls of
$5,699,000 for the projected test year which is an increase from the $4,194,000
incurred in 2024.581 The Attorney General recommends a reduction in the amount

projected for the test year.

The Company attributes the proposed increase in expense to higher labor
costs (16% more than in the five-year average) and a projected increase in hours
worked (17% more).?82 While Mr. Coppola does not disagree with Mr. Kelly’s 16%
increase due to labor costs he disagrees with the 17% increase in workload because

1t 1s not supported in Mr. Kelly testimony.583

580 Coppola, 3 TR 2576.

581 Exhibit A-124 (MPK-14), line 17.
582 Kelly, 3 TR 1531 — 1532..

583 Coppola, 3 TR 2577.
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When asked to justify the cost increases the Company was unable to do so.
Information provided by the Company’s shows actual Service Call hours worked in
2022 of 27,185, which declines slightly in 2023 and again in 2024.5%4 This data does
not support the 17% increase in workload in the past three years and no other

evidence has been provided about large increases in future years.

Mr. Coppola used the Company’s historic five-year average expense of
$4,225,000 as the base amount in this case after adjusting it for the labor cost
increase of 16% or $676,000. This adjustment results in an expense amount of
$4,901,000 for the projected test year. This amount is $798,000 lower than the

Company’s forecast of $5,699,000.585

The Attorney General recommends that the Commission remove a total of
$708,000 from the Company’s forecasted Service Calls O&M expense for the

projected test year.

Electric Engineering and Support

LVD engineering organization expense

Coppola, 3 TR 2580 — 2581; Kelly, 3 TR1551 - 1552 and
Exhibit A-124 (MPK-14); Kelly Rebuttal 3 TR 1593.

Expenses in this area cover salaries and other expenses for the LVD

engineering organization which includes LVD planning, design, joint pole rental

584 Id.
585 Coppola, 3 TR 2578.
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expenses, and the Grid Automation teams. The Company is projecting $11.773
million of expenses for 2025.586 Qver the past five years, expenses in this area have
ranged from $5.8 million to $8.6 million. The expense for 2024, which is the most
recent year during that five year period, was $7.3 million.587 According to the
Company, the large increase in expense 1s attributable to additional “...projects

being identified as part of the Reliability Roadmap.”588

The Company incurred total expenses for the first eight months of 2025 of
$3.243 million, which if annualized would result in an expense level of $4,865,000.
That amount 1s well below the actual 2024 level of $7,254,000.589 It 1s also well
below the Company’s projected test year expense. Moreover, the tasks performed in
this area have been on-going for some time and therefore the rationale for a large
ramp-up of expenses does not appear to be supported by the Company’s

testimony.590

Because, the Company has not supported the proposed increase in the level of
expense, the Attorney General recommends that the Commission set the expense at
the 2024 level of $7,254,000 which reduces the O&M expense for the projected test

year by $4,519,000.

586 Exhibit A-124 (MPK-14).
57 Id. at 3 TR 2580.

585 Kelly, 3 TR 1553.

589 Coppola, 3 TR 2580.

59 Id. at 3 TR 2581.
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Line Clearing O&M Expense

Line Clearing Expense or LVD Line Clearing Ramp
up Deferral.

Stewart, Exhibit A-170(SES-1), Exhibit A-13, Schedule C-
5.1; Coppola, 3 TR 2581 — 2582; Bunch, 6 TR 4072,
Exhibit CUB 28; Duell 6 TR 4386-4396

The Company is proposing to establish a regulatory asset to defer tree
clearing costs above a stated threshold. The Attorney General disagrees with the
proposal and recommends changes as discussed below. The Company is proposing a
baseline of $164.5 million as the threshold above which tree or line clearing
expenses would be deferred and charged to the regulatory asset account for later
financing through securitization has been proposed by the Company. While the
Attorney General agrees in principle with the proposal to defer the line or tree
clearing costs above a reasonable threshold, the Company’s proposed baseline is too
high and reduces the opportunity to defer and securitize a higher amount of tree

clearing costs.

The deferral proposal is an outcome of the Company shift from a seven-year
tree clearing cycle to a five-year cycle. Although the Company plans to officially
start the five-year cycle after the Commission issues an order in this case, it has
already started to accelerate spending on tree trimming in 2025 to $125.4 million

from the $110.2 million spent in 2024.591 The number of miles scheduled to be

591 Exhibit A-170 (SES-1).
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cleared in 2025 are increasing to 6,108 from 5,400 miles in 2024.592 According to
Mr. Coppola, the expense level from the historical year 2024 of $110,225,000
provides a reasonable baseline for tree clearing expenses and expenses above that
amount beginning with 2025 or 2026 and future years should be charged to the
regulatory asset for future securitization.593 Therefore, the Commission should
approve the 2024 line clearing expense amount of $110,225,000 as the baseline
amount and direct the Company to defer all expenses above that amount beginning

in 2026 to the regulatory asset.

The Company forecasted $186,684,000 in O&M expense for line clearing
(Forestry) for the projected test year.59¢ Based on this amount and the baseline of

$110,225,000, the difference of $76,459,000 should be removed from O&M expense

in this rate case and included the regulatory asset account.

The Attorney General recommends that the Commission approve both the
$110,225,000 baseline and the transfer of $76,459,000 from O&M expense to the

regulatory asset account for the projected test year.

Service Restoration O&M Expense

Service Restoration Expense

592 Stewart, DT p. 35, Figure 12.
593 Coppola, 3 TR 2582.
594 See, Exhibit A-170 and Exhibit A-13, Schedule C-5.1.
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Coppola, 3 TR 2571 — 2572, Exhibit AG-55; Snider, 3 TR
2129 — 2139 and Exhibit A-124 (MPK-14), line 23; Snider
Rebuttal, Duell, 6 TR 4398.

The Company is forecasting service restoration O&M expenses of $165.2
million for the projected test year.?95 It incurred $156,098,000 for this expense item
in 2024 and the five-year average for this expense i1s $137,666,000.59% Company
witness Snider uses a new methodology for building up the service restoration
expenses for the bridge period. It involves taking 8 months of that expense and
adding for months of the built up 2027 service restoration expense by using the
actual expense from 2024 as a base.?97 This new methodology veers from the long-
standing practice of using an average of the last five years of restoration expense to

set the forecasted amount for the projected test year.

In comparison, the five-year approach normalized and evened out peaks and
valleys in the annual expense to avoid large fluctuations in the projected test year
expense instead of relying solely on the expense incurred in the most recent year, as
Mr. Snider has done under his new approach. Mr. Snider’s approach is flawed and

should be rejected.598

To calculate a reasonable expense amount, Mr. Coppola used the actual

service restoration expenses for the five years from 2020 to 2024, to calculate the

595 Exhibit A-124 (MPK-14), line 23.
596 .

597 See, Snider, 3 TR 2140.

598 See, Coppola, 3 TR 2571 — 2572.
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average expense amount of $137,666,000. He adjusted this amount by the inflation
rates for 2025 to the end of the projected test year and arrived at the adjusted
forecasted expense of $144,572,000. This amount 1s $20,643,000 less than the
$165,213,000 forecasted by the Company.59° The Attorney General recommends
that the Commaission adopt the traditional method of calculating the expense as
performed by Mr. Coppola and remove $20,643,000 from the Company’s forecasted

O&M expense for the projected test year.

Service Restoration Resiliency Fund and
Extraordinary Storm Accounting.

Coppola, 3 TR 2571 — 2572; Snider, 3 TR 2143 — 2152;
Snider Rebuttal, 3 TR 2170 - 2175; Myers, 3 TR 1817 —
1818; Bunch, 6 TR 4066 — 4071; Duell 6 TR 4399.

Both the Resiliency Fund and Extraordinary Storm Accounting (ESA) are
complex proposals that require more research and study to assess how they would
work in practice and their implication on cost recovery. They also are designed to
reduce financial risk for the Company, which has considerable implications for the
return on equity rate. A major reduction in risk and the likelihood of increased cost
recovery of historical storm restoration costs would need to be reflected in a

significant decrease in the approved ROE rate for the Company.

The few examples that the Company has referenced in Mr. Snider testimony

are not compelling.6% No evidence has been presented of how well or poorly those

599 Id. at 3 TR 2572. See also, Exhibit AG-55 for the calculations.
600 Snider, 3 TR 2145, 2150 testimony.
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mechanisms have worked for customers and the companies involved. The examples
are primarily for smaller utilities than the Company that have less financial
flexibility to handle peaks and valleys in annual restoration costs. Even if the
Commission were inclined to consider the proposal, it is premature at this time to
do so and Mr. Coppola recommended that the Commaission not do so in this rate
case.01 If the Commission finds merit in exploring the Company’s proposals and or
other proposals, it should open a new docket to review various proposals that could
be applied not only to the Company but to other electric utilities in Michigan, since
they all face the issue of volatility in service restoration costs. The Commission
should have a consistent approach to ratemaking on this type of expense across all

utilities under the Commission’s jurisdiction. 602

The record does not establish the need for such a mechanism, and the

Attorney Gener recommends that the Commission reject this proposal.

Information Technology O&M Expense.
Coppola, 3 TR 2583

For the reasons discussed above in the Capital Expenditures section of this

brief, the Attorney General recommends that the Commission approve the removal

601 Coppola 3 TR 2573.
602 Id
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of $18,314,000 of O&M expense from the Company’s forecasted projected test year

expense. 03

Incentive Compensation (EICP) Expense

Coppola, 3 TR 2583 — 2591, Exhibit AG-60; Conrad, 3 TR
982 — 1022 and Exhibit A-71 (AMC-1), Exhibit A-72
(AMC-2), Exhibit A-73 (AMC-3) and Exhibit A-74 (AMC-
4); Conrad Rebuttal, 3 TR 1023 — 1032; Meschke, 3 TR
1755 — 1768, Exhibit A-156 (AEM-1), Exhibit A-157
(AEM-2), Exhibit A-158 (AEM-3), and Exhibit A-159
(AEM-4), Daly Exhibit A-13 PDD-42) Schedule C-5.1;
McMillan-Sepkoski, 6 TR 4512 — 4515 and Exhibit S-9.1,
Exhibit S-9.2; Attorney General Hearing Exhibit AG-82.

Consumers Energy has requested the inclusion of approximately $2.2 million
in its rates for short-term incentive compensation.6%4 The overall structure of the
short-term incentive plan has not changed from previous rate cases, however, the
operating performance measures for the short-term incentive payouts were revised
for 2022 along with the level of performance needed to qualify for incentive pay
under the EICP.605 Further, the Company claims that the proposed expense

amount relates only to operational metrics and not financial metrics. 606

The Company has two distinct short-term Employee Incentive Compensation
Plans (EICP) for non-officers and officers, both of which are still weighted toward

financial measures that mostly benefit shareholders and not customers because

603 Coppola, 3 TR 2583. See also, Exhibit AG-53.
604 Exhibit A-73 (AMC-3)

605 Coppola, 3 TR 2583 — 2584.

606 Coppola 3 TR 2583.
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50% of the non-officer EICP%7 and 70% of the officer EICP relate to financial
metrics. The amount of the EICP requested for inclusion in customer rates assumes
a 100% payout for both officer and non-officer EICPs will occur.6%8 For the reasons
discussed below, the Commission should not allow recovery of the cost of the EICPs
in rates or at most allow recovery only for an amount related to potential

achievement of operating measures at the threshold level as discussed below.

Consumers Energy has not met its burden of
demonstrating how its short-term incentive
compensation plans benefit ratepayers.

There are several shortcomings with the Company’s proposed EICPs. Mr.
Coppola’s testimony includes a history of the Company’s incentive pay plans and
how they compare to the current plan.699 Recent changes to the plans, especially
the operational measures make a historically weak plan even weaker, and making

any benefits for ratepayers more remote.

Non-Officer EICP

The major components of the non-officer EICP with weightings are included
in Exhibit A-71 (AMC-1). It is especially lacking in benefits for ratepayers. As
discussed above 50% of the metrics are financial metrics consisting of earnings per

share and 50% are based on operational metrics. The operational metrics include

607 Exhibit A-71 (AMC-1) and Coppola, 3 TR 2584.
608 Coppola, 3 TR 2584.
609 See, Coppola, 3 TR 2584 — 2585 and 2589 — 2590.
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(1) employee safety, (2) culture index (consisting of employee empowerment,
employee engagement, and DEI, (3) customer experience (survey measuring
customer experience), (4) electric reliability (as measured by SAIDI), (4)
affordability, and (5) methane emission reduction from repairing/replacing leaking

gas pipes.610

Since the 2022 EICP plan year, the Company has moved away from arguably
more customer related goals to more internal administrative goals. More
importantly, it has become easier to qualify for incentive pay. There used to be a
minimum requirement of at least two-thirds of the metrics being met to trigger an
incentive payout (e.g., 9 of 11 in 2011 or 6 of 9 in 2021 to receive 100% payout).
Minimal requirements have essentially been eliminated, and achievement of only
one metric is now sufficient to trigger a payout. Therefore, even mediocre
performance can be rewarded if only a single metric is achieved. This is a very
generous incentive plan that is not directly connected with achieving superior

customer benefits before making threshold incentive payouts.611

Other weaknesses include the fact that the performance measures use CMS
Energy financial information and comingle electric and gas business measures.
Although the Company is a combined gas and electric utility and makes up more

than 95% of CMS Energy, appropriate cost segregation is required to avoid having

610 Exhibit A-71 (AMC-1).
611 Coppola, 3 TR 2584 — 2585, and 2586.
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electric customers subsidize other businesses, particularly non-utility operations.612
Furthermore, the Company continues to pay salary or merit increases each year
above the rate of inflation (approximately 4.24% for officers and 3.1% for non-
officers).613 So any claims that incentive pay is needed to make up competitive

market pay should be dismissed.

Officer EICP

Incentive pay under the officer EICP is based primarily on two financial
measures — earnings per share and operating cash flow, with only 30% related to
the operational measures discussed above and 70% related to achieving financial

measures.

Standard for Recovering Incentive pay not
met.

Historically, the Commission had been reluctant to grant recovery of
incentive pay from ratepayers because of the utility companies’ inability to
demonstrate how such pay benefits their customers. The Commission established
the standard for allowing the recovery of incentive compensation pay in its Opinion
and Order in the Matter of the Application of Consumers Energy Company for
Authority to Increase its Rates for the Generation and Distribution of Electricity
and for Other Relief, Case No. U-14347, dated December 22, 2005 (December 22

Order): “[E]xecutive bonus and employee incentive plans require a showing that

612 Coppola, 3 TR 2586
613 Coppola 3 TR 2587 including footnote 146.
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the benefits to ratepayers from the bonus and incentive plans, at a minimum,
will be commensurate with the programs costs. Moreover, the utility has
the burden of establishing how the proposed programs benefit

ratepayers.” P. 34. [Emphasis added].

To recover incentive pay, Consumers has a three-part burden of showing (1)
that benefits accrue to ratepayers as a result of the bonus and incentive plans; (2)
that those benefits are at least equal to the cost; and (3) exactly how ratepayers are
benefited by the incentive pay plan. For the reasons explained below, Consumers

fails to meet its burden.

The EICPs, as designed by the Company, are heavily weighted toward
achieving and rewarding financial measures that benefit shareholders of
Consumers’ parent company, CMS Energy, or meeting the Company’s business
goals. While the Company is not requesting recovery of any EICP dollars in this
case related to the financial metrics, the continued inclusion of financial metrics in
the EICPs is clearly intended to focus employee on achieving the Company’s
financial goals. Further, the officer group that sets the direction of the Company is
still far too focused on financial results because 70% of officers’ payout is based on
financial measures.%4 The Company’s witnesses did not demonstrate how the
financial measures benefited ratepayers to the extent that they and not

shareholders should bear the cost of the EICPs. Customers do not directly benefit

614 Coppola, 3 TR 2585.
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from shareholders achieving a higher return on their investment.6> Further, the
Company does not issue common stock directly to public shareholders and it has not
issued any significant common stock to parent CMS Energy in more than five
years.616 There is no direct proof that the financial focus even benefits ratepayers

by lowering the cost of capital.

The Commission noted in its December 22 Order, while Consumers
characterized its EICP as an overall part of its compensation package, it was clear
that those payments were significantly related to improving the Company’s bottom
line. “The benefits of improved employee performance because of Consumers’
Incentive programs accrue to investors in the form of higher prices and dividends
but benefit rate payers only tangentially.” P. 34. Like the incentive pay program
presented in case number U-14347, the current plan does not meet the
Commissions’ standard. The Attorney General is aware that the Commission has
granted partial recovery of incentive pay related to the non-officer EICP’s
performance goals in recent Consumers Energy cases, but for reasons explained in

this brief, she does not believe the standard for recovery has been met in this case.

As discussed above, the non-officer EICP and to a certain extent the officer
EICP, purports to measure and reward achieving certain performance goals. The

descriptions of these measures are general and vague. And officers are guaranteed

615 Id.
616 Id. at 3 TR 2586.
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to receive almost all their incentive compensation if the financial metrics are met,
even if the Company fails to meet operational performance metrics. In addition, the
Company’s witnesses have been unable to show a direct connection between the
performance metrics, incentive compensation, and benefits to Consumer’s electric
customers that are at least commensurate with the cost. The Company attempts to

quantify alleged customer benefits of certain performance measures included in the

EICP but fails in its efforts.

First, the Company’s analysis of the benefits of the EICP does not account for
the fact that other factors could influence employee performance, such as training,
possible discipline, promotion, or legal requirements. It is also possible that capital
investments and spending on other parts of O&M, which ratepayers also fund, could
affect achieving the EICP’s goals. The methane emission reduction goal is one such
metric. Under the Company’s plan employees can receive incentive pay for
activities that the Company is required by EPA requirements to do as part of its
normal operations. Further, it is more an issue for the gas side of the business, not
electric. Another is electric reliability for which the Company. The Company spent
$920.4 million on improving its distribution system in 2024 and is proposing $1.6
billion in the bridge period and $$1.5 billion in the projected test year for capital
investments for its distribution system overall.617 Specific “reliability” capital

expenditures and O&M expenses include “reliability” program investments of

617 See, Exhibit A-12 (MPK-1), Schedule B-5.7.
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$610.9 million in the bridge period and $697.1 million in the projected test year; and
O&M expenses concerning non-forestry reliability of $22.01 million in the bridge

period and $16.7 million in the test year.618

Second, some measures that the Company relies upon to demonstrate
purported benefits to ratepayers have had worse outcomes in recent years that call
into question their value to customers. Ms. Meshke provided an exhibit showing
Safety Incidents of 107 in 2022, which is higher than the 124 incidents in 2024.619
Overall, the trend in safety incidents has been upward.¢20 In an attempt to quantify
cost savings, the Company assumes that it will be able to reduce the number of
safety incidents to 83 in 2025 and used that assumption to calculate potential
savings. As Mr. Coppola noted, “this is wishful thinking and not actual cost savings
achieved.”®2l Higher safety incidents in 2024 than previous years evidences a likely
increase, not decrease in costs. Further, the Company’s workers compensation and
other related cost have erratic in recent years and do not demonstrate a consistent
downward trend which would portend cost savings. The evidence does not
demonstrate performance that would support incentive pay for the Safety Incidents

metric. 622

618 See, Exhibit A-12, Schedule B-5.7, line 2; Exhibit A-125 (MPK-15), line 8.
619 Exhibit A-157 (AEM-2).

620 Coppola, 3 TR 2587.

621 Id.

622 Td. See also, Exhibit A-158 (AEM-2).
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The Company claims savings for electric reliability based on the results of its
SAIDI index. According to Ms. Meschke, the annual SAIDI value for the Company
was 155 in 2024 which is lower than the average indicated for the prior four years of
195 or 8 minutes lower per year from 2020 to 2024 and she estimates savings of $25
million per year for customers due to fewer minutes of interruption.623 The result of
155 minutes of interruption per customer is good news compared to prior years, but
according to Mr. Coppola, this statistic fluctuates from year to year based on
weather conditions. ¢2¢ More importantly, this outcome is also impacted by the
Company’s increased expenses for tree trimming and capital expenditures to
improve the Company’s infrastructure as discussed above. Company witness Kelly
confirms as much in his testimony where he indicates “...SAIDI excluding MEDs
has been consistently better than historical levels for the past three years, which
indicates that the Company’s reliability investments are delivering results.”625 The
Company is asking to recover more from ratepayers for reliability related

expenditures. The improvement in the SAIDI does not support the claimed savings.

Third, the Company claims certain savings related to the Company’s culture
index, specifically regarding employee turnover. This is a corporate-wide issue not
specifically related to the provision of electric service to ratepayers. Further,

employee total-company turnover for 2024 was 2.6%, which is an increase from

623 Exhibit A-158 (AEM-3).
624 Coppola, 3 TR 2588.
625 See, Kelly, 3 TR 1397, lines 19 to 21 and Coppola 3 TR 2588.
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2.5% 1n 2022, 2.0% in 2021 and 1.1% in 2020.626 This is a worsening trend and any
claimed savings for this culture index metric are suspect. The again makes some
assumptions related to its purported savings. Ms. Meschke assumes that the
Company can reduce employee turnover in the category of “one to four years of
tenure” by 2% and uses that assumption to calculate savings of $7.1 million to $9.5
million. This analysis is inconsistent with the Company’s recent experience in

turnovers performance and is aspirational not actual savings.627

Fourth, as discussed above, there is an extremely low threshold for payout
based on operational goals. Employees can fail to meet all but one of the
operational goals and still qualify for at least some incentive pay as long as reach a
50 percent threshold for that goal. In rebuttal, Ms. Conrad tries to counter Mr.
Coppola’s testimony that the Company’s EICP will make a payout even when a
single goal is achieved and therefore mediocre performance still be rewarded.628
However, her recitation that employees must re-earn incentive compensation each
year, employees having independent motivation not to give up on one goal because
others may not be achievable, aligning pay for performance and not setting
thresholds for payouts at a level that is unachievable, does not rebut Mr. Coppola’s
testimony. The EICP rewards mediocre to average performance which diminishes

any real customer benefits. Incentive compensation should be paid for exceptional

626 Coppola, 3 TR 2588; Exhibit A-159 (AEM-4).
627 Coppola, 3 TR 2589.
628 Coppola, 3 TR 2586 and Conrad, 3 TR 1025 — 1026. See also, Exhibit AG-82, pp. 1 and 2.
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performance, at least to pass the test of cost recovery in rates. Performance that is
ordinary and achieves basic goals and efficient operations should be paid for in base

salaries.

Fifth, management and other employees receive large annual merit salary
increases.%29 While the Company claims that it must pay a competitive
compensation package to retain talented management and employees, customers
should not pay for all or most of that expense. Shareholders also significantly
benefit from talented management, perhaps even more so than customers.
Customers are paying for higher base pay each year. Shareholders can share the
burden by paying for the incentive compensation that disproportionally favors their

interests.630

Sixth, as discussed above, the Company seeks recovery of incentive pay at
100% of target. So, the Attorney General asked the Company to provide the target
operating measures and the actual performance achieved for each year from 2020 to
2024. The information provided by the Company shows that in 2020 the Company
only met 7 of the 9 operating measures at 100% of target or higher for an average
rate of 78% of target. In 2021, only 6 of 9 measures were met at target or higher
reflecting a 67% achievement rate. In 2022, 4 of the 6 operating measures were

achieved at target or better reflecting a 67% achievement rate. In 2023, only 3 of

629 See, Exhibit A-13 (PDD-42) Schedule C-5.1.
630 Coppola, 3 TR 2590 — 2591.
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the 6 operating measures were met at target or better reflecting a 50% achievement
rate. In 2024, only 4 of the 6 measures were achieved at target or better reflecting a
67% achievement rate. The average achievement rate for the past five years is

66%.631

In rebuttal, Ms. Conrad disagrees with the achievement rate calculated above
and instead provided a five-year average total performance percentage of 105%.632
While the Company confirms that it’s percentage reflects metrics achieved above
100% and up to 200% of target, they do not compensate for metrics not below the
minimum threshold. However, the response confirms that in arriving at the 105%
average payout and overall performance result the Company included results from
performance measures achieved above the target level to offset measures that were
not achieved at all or were achieved below target level. This approach does not
reward superior performance when only a few performance measures are achieved

and the rest fall significantly short of target level performance.633

The Company has failed to demonstrate how the EICPs influence employee
performance in a way that benefits rate payers commensurate with the cost.

Because Consumers’ EICP programs for both non-officers and officers do not provide

631 Id. at 3 TR 2589 — 2590. See also, Exhibit AG-60.
632 Conrad rebuttal, 3 TR 1028 -1029.
633 See, Exhibit AG-82, p. 3 (DR AG-CE-0917).
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a benefit to ratepayers commensurate with the cost none of the $ 2.2 million should

be included in customer rates.

Although Mr. Coppola summarized reasons for rejecting any recovery of
incentive pay in rates, he noted the Commission’s recent approval of a portion of
incentive pay relating to operating measures. Because it is not clear that the
Company will achieve 100% of the performance measure assumed in its projected
amount, Mr. Coppola recommends that any recovery of incentive pay set at no more
than $1,459,000 million related to potential achievement of operating measures at
66% of the targeted performance measures over the past five years.¢3¢ Therefore,
the Attorney General recommends that the Company should not receive any
Incentive pay in rates, but if any recovery is approved by the Commission, it should

limited to $1.459 million.

Inflation Rate and Labor Rate

Inflationary Cost Adjustments

Coppola, 3 TR 2592; Daly, 3 TR 1050 — 1051 and Exhibit
A-13 (PDD-42), Schedule C-5.1; Bunch, 6 TR 4025 — 4049.

According to Mr. Coppola, the Company’s use of an inflation rate that is

equal to the CPI forecasted inflation rate is appropriate. Therefore, the Attorney

634 Coppola, 3 TR 2591.
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General agrees with inflationary increases of 2.1% for 2025, and 2.4% for 2026 and

2027 used by the Company.635

Summary of Adjustments to Other O&M Expenses.

Operations and maintenance expenses represent a large part of the
Company’s cost structure. As discussed above, certain expenses are excessive or not
needed and should be disallowed. The Attorney General recommends that the
Commission reduce the amount of total O&M costs proposed by the Company by

$137.9 million and reduce the revenue deficiency accordingly.636

Depreciation and Amortization Expense
Coppola, 3 TR 2505, Exhibit AG-32 CONF.

The Attorney General is recommending that approximately $829.4 million in
reductions be made to the Company’s proposed capital expenditures with a
resulting reduction in rate base of $ 642.5million including a $74 million reduction
to working capital.637 The reduction in capital expenditures lower the amount of
depreciation expense that the Company will incur during the projected test year by
approximately $26.2 million.63% The Attorney General recommends that the
Commission reduce the Company’s depreciation expense by $26.2 million for the

projected test year.

635 Coppola, 3 TR 2592 and Daly, 3 TR 1050 — 1051.

636 See, Exhibit AG-53; and Coppola, 3 TR 2568 — 2592.

637 See, Exhibit AG-32 CONF, lines 26 — 39 as amended by Appendix A.

638 See, Exhibit AG-32 CONF, line 27, column (g) as amended by Appendix A.
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Taxes

Property Taxes.

Coppola, 3 TR 2506 and Exhibit AG-32 CONF;
VanBlarcum, 3 TR 2261 — 2264, Exhibit A-180 (BJV-1).

The Attorney General identified adjustments that should be made to the
Company’s proposed capital expenditures as discussed above and in Exhibit AG-32
CONF. Those reductions lower the amount of property tax expense that the
Company will incur during the projected test year. She made further adjustments
in response to rebuttal and further discovery as noted in Appendix A. If the
Commission adopts the Attorney General’s recommendations, the property tax

expense should also be reduced by approximately $3.8 million.639

Revenue Deficiency Calculation

Daly, 3 TR 1049 — 1050, Exhibit A-11 (PDD-28), Daly
Rebuttal, 3 TR 1088 — 1089, Exhibit A-208 (PDD-63)
through A-217 (PDD-72); Coppola, 2592 — 2593,and
Exhibit AG-58, Appendix A; Nichols, 6 TR 4563 — 4567,
Exhibit S-1 Schedule A-1; York, 6 TR 3703.

Exhibit AG-58 as amended by Appendix A summarizes the Attorney
General’s adjustments to rate base and operating income. The net result is a
jurisdictional revenue deficiency of $160.465 million, which is a reduction of
approximately $275.4 million from the Company’s originally requested level of
$435.9 million and a reduction of approximately $262.4 million from the Company’s

rebuttal revenue deficiency of $422.9 million. Therefore, the Attorney General

639 Exhibit AG-32 CONF, columns (h) and (i), as amended by Appendix A.
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recommends that the Commaission adopt her proposed adjustments and issue an

order granting rate relief to the Company no greater than $157.7 million.

Other Issues

Rate of Return on Deferred Line Clearing Costs

Daly, 3 TR 1070 — 1072, Exhibit A-82 (PDD-58); Daly
Rebuttal, 3 TR 1081 — 1085; Coppola, 3 TR 2593 and
Exhibit AG-59; Bunch Exhibit CUB-28; Duell, 6 TR 4389
—4390.

The Attorney General proposes that a different rate of return than proposed
by the Company be applied to the deferred line clearing costs from the ramp-up

expense.

The Commission should approve the use of the short-term debt rate approved
in this rate case and that it be revised going forward for any changes to the short-
term interest rate in future rate cases. In approving a similar surge in tree
trimming cost in Case No. U-20162 for DTE Electric, the Commission established
that the short-term interest rate was most appropriate during the time that the
Company holds the costs in a regulatory asset and until those costs are financed
through securitization. It is necessary to maintain consistent treatment between
Consumers Energy and DTE Electric. Furthermore, the short-term interest rate is
appropriate it reflects the short period that the costs will be held in the regulatory
asset until securitization and will provide an added incentive to securitize the costs

sooner than later.
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In Exhibit AG-59, Mr. Coppola calculated the appropriate return by using the
4.92% short-term interest rate included in Exhibit A-14, Schedule D1 multiplied by
the average regulatory balance of $38,230,000 ($76,459,000 / 2) during the projected
test year. The proposed return is $1,811,000. The Attorney General recommends

that the Commission approve this amount and methodology.
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Conclusion and Request for relief.

The Attorney General respectfully requests the Administrative Law Judge to
1ssue a proposal for decision that is consistent with the positions set forth in the

Attorney General’s Initial Brief.

Respectfully submitted,
Dana Nessel
Attorney General

Celeste R. Gill 35 e rse osoo
Celeste R. Gill
Assistant Attorney General
Michigan Department of Attorney
General, Special Litigation Division
Sixth Floor, Williams Bldg.
525 W. Ottawa Street
P. O. Box 30755
Lansing, MI 48909
(517) 373-1123
Gillcl@michigan.gov

Dated: December 5, 2025
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APPENDIX A

Michigan Attorney General
Adjustments to O&M Expense, Capex and Revenue Deficiency
Case No. U-21870

Attorney General

Line # Adjustment to Capex ($000): Period * Brief As Filed Adjustment Explanation
1  Critical Substation Upgrade IT project PTY (2,799) (3,136) 337 Baker Rebuttal testimony correction on pages 33-34
2 Data & Analytics Platform Ration. IT project BP - (2,827) 2,827 Baker Rebuttal testimony correction on page 34
PTY - (2,512) 2,512 Baker Rebuttal testimony correction on page 34
4 ARP-FDAM IT program PTY (953) (1,039) 86 Baker Rebuttal testimony proposed correction on page 43
5 Distribution LVD Make=Ready Relocations BP (5,669) (26,382) 20,713 Partlan Rebuttal testimony corrected data on pages 12-13.
6 PTY - (18,639) 18,639 Partlan Rebuttal testimony corrected data on pages 12-13.
7  Grid Modernization - Line Sensors BP - (2,345) 2,345 McPhail Rebuttal testimony addl. Information on page 2.
8  Total Capex Adjustments S (9,421) $ (56,880) $ 47,459
Adjustment to Revenue Deficiency ($000): Amount
9 Revenue Deficiency Amount as filed in Exhibit AG-1.45 S 157,722
10 Adjustment for above items 2,743
11  Adjusted Revenue Deficiency Amount S 160,465

! BP=Bridge Period, PTY=Projected Test Year
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