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STATE OF MICHIGAN 

 
BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 

 
************************** 

 
In the matter of the application of   ) 
THE DETROIT EDISON COMPANY ) 
for authority to increase its rates, amend )   Case No. U-15768 
its rate schedules and rules governing the ) 
distribution and supply of energy.  ) 
___________________________________ ) 
 
 

INITIAL BRIEF OF ENERGY MICHIGAN, INC. 

 

I.  Introduction and Summary of Position 

 

A. Introduction. 

 

This Initial Brief is filed on behalf of Energy Michigan, Inc. ("Energy Michigan") by Varnum, 

LLC pursuant to a schedule established by Administrative Law Judge Barbara A. Stump 

("ALJ").  Failure to address any issue or position presented by a party to this matter may not be 

taken as agreement with that issue or position. 

 

B. Summary of Position. 

 

Energy Michigan neither supports nor opposes establishment of a Revenue Decoupling 

Mechanism ("RDM") which would adjust utility revenue in accordance with changes in utility 

sales levels.   

 

The purpose of the Energy Michigan presentation in this case is to recommend design factors 

which should be contained in any RDM adopted by the Michigan Public Service Commission 
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("Commission") in order to achieve equitable rates.  Specifically, Energy Michigan recommends 

that any RDM adopted by the Commission include the following elements: 

 

1. An approved RDM should use separate adjustments for power supply and 

distribution charges.  Electric Choice customers should only pay RDM 

adjustments related to distribution costs. 

 

2. Adjustments produced by the RDM should be calculated on a total Company 

basis, not on a rate class basis.  The result will be one adjustment charge for 

distribution applicable to all rate classes – for both full service and Electric 

Choice – and one charge for generation applicable only to rate classes for full 

service customers, not separate adjustments for each rate class. 

 

3. If the Commission approves an RDM only for sales reductions due to an Energy 

Optimization (“EO”) program, then the sales decrease upon which the RDM rate 

adjustment is based should be limited by the actual decrease in sales that the 

utility has experienced.  If the sales adjustment for an RDM depends on estimated 

or modeled effects of an EO program, then actual metered sales should be the 

boundary for sales changes that would be used to revise rates in an RDM. 

 

Detailed Discussion 

 

II.  Energy Michigan's Proposed RDM 

 

Energy Michigan Witness Alexander J. Zakem presented three separate recommendations 

applicable to establishment of an RDM. These recommendations are discussed below.   

 

A. An RDM should contain separate adjustments for power supply and distribution costs. 

 

 1. Position of MPSC Staff and DTE. 
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Only MPSC Staff and DTE proposed RDMs.  MPSC Staff Witness Ozar proposed an 

RDM which contains separate adjustments applicable to bundled and ROA customers.  

Ozar, Direct Testimony, 7 Tr 1546.  The DTE Witness Don Stanczak presented Direct 

Testimony outlining an RDM but did not specifically recommend (or oppose) separate 

RDM charges for fully bundled customers and Electric Choice customers.  5 TR 185-91. 

 

2. Energy Michigan Position. 

 

Energy Michigan Witness Alexander Zakem presented Direct Testimony supporting the 

need for separate power supply and distribution RDM adjustments.  Zakem, 5 Tr 434-36. 

 

Mr. Zakem testified that the number of customers is different for full service and for 

Electric Choice service.  Therefore, the amount of sales and revenue would differ for 

recovery of generation related costs (only purchased by full service customers) and 

distribution service costs (recovered from all customers, both Electric Choice and full 

service).   

 

To ensure an accurate match of costs and cost recovery, the Commission must separate 

utility RDM charges into the distribution related charges – which can be recovered from 

all customers including Electric Choice because distribution service is used by all 

customers – and generation related charges which recover costs related to services used 

only by bundled service DTE customers.  Id., Tr 435. 

 

Evidently, DTE agrees with this position because two Discovery Responses provided by 

DTE (EMDE-1.07/21 and EMDE-1.08/22) to Energy Michigan state that Electric Choice 

customers would only be surcharged or credited [under an RDM adjustment program] 

based on distribution costs not generation costs.  Exhibit EM-4.  From this evidence, 

DTE appears to agree both with Mr. Zakem and with the Testimony of MPSC Staff 
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Witness Robert Ozar that Electric Choice and bundled customers should be billed using 

separate charges.  Ozar, 7 Tr 1546.   

 

There are no other positions on the record relating to the use of separate RDM surcharges 

for Electric Choice and for bundled customers. The Energy Michigan Testimony 

supporting that position should be adopted since it is both reasonable and unopposed. 

 

B. RDM Adjustments Should Be Calculated And Implemented On A Total Company Basis, 

Not By Means Of  Individual Charges For Each Rate Class. 

 

 1. DTE and MPSC Staff Position. 

 

Both DTE (Direct Testimony of Don Stanczak and MPSC Staff (Direct Testimony of 

Robert Ozar) have proposed that changes in sales levels resulting in RDM adjustments 

should be recognized by adjusting individual class rates. Both Witnesses Stanczak and 

Ozar recommend that the Commission adjust rates for a rate class depending on the 

amount of estimated sales reductions due to Energy Optimization activities (MPSC Staff) 

or the deviation of actual sales from rate case projected levels (DTE), for that particular 

rate class.  Stanczak, 5 Tr 189 and Ozar, 7 Tr 1546. 

 

 2. Energy Michigan Position. 

 

Energy Michigan Witness Zakem testified that the mechanism proposed by DTE and 

Staff to adjust revenues by rate class works in opposition to the cost of service rate 

adjustment mechanism that would normally apply in a typical rate case.  Mr. Zakem went 

on to explain that the fixed costs that an RDM is intended to recover are not fixed for 

each individual rate class in the traditional ratemaking process.  Rather, in traditional 

ratemaking the overall fixed costs of a utility are reallocated among rate classes 

according to the changes in sales levels of those classes.  If sales Class A experiences a 

sales reduction and other sales classes have the same sales, then the Class A share of 
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revenue responsibility would be reduced and the share of revenue responsibility of the 

other classes would be correspondingly increased.  However, since sales have also 

change proportionately between Class A and the other classes, the net result of these 

changes would be a uniform average rate increase to recover the overall revenue 

requirement for fewer sales.  Zakem, 5 Tr 437. 

 

The DTE RDM, which is based on different adjustments for each customer class, 

produces the exact opposite impact.  The DTE proposal does not adjust the revenue 

responsibility of a rate class even though sales have changed.  Consequently, the DTE 

proposal increases charges to a class as sales and revenue responsibility decrease and 

decreases charges as sales and revenue responsibility increase.  Mr. Zakem's Exhibits 

EM-2 and EM-3 illustrate this effect together with the fact that the DTE proposal would 

work in opposition to the adjustments produced by the normal allocation of revenue 

responsibility in a rate case.  Zakem, Id, Tr 438-40. 

 

The MPSC Staff proposal would produce a similar anomaly since it too adjusts rates by 

class and not on a total utility basis.  Id. 

 

Mr. Zakem proposed an alternative method to recover RDM adjustments on a total 

Company basis.  Zakem, Id, Tr 440-42.  Under the Zakem proposal, the utility would 

determine the total Company under or over recovery and collect the amount by means of 

two equal surcharges or credits (one for distribution applicable to all customers, one for 

generation applicable to full service customers).  These equal surcharges or credits 

applied on a total Company basis would tend to work in parallel with, not in opposition 

to, the regular ratemaking cost allocation process.  Id., Tr 441-42.  Exhibit EM-2, EM-3. 

 

The Energy Michigan proposal for an RDM which adjusts rates on a total Company basis 

therefore would reduce volatility of rate changes by working in parallel with traditional 

ratemaking mechanics, thus producing both rate stability and rate certainty as opposed to 

significant potential volatility and unpredictability under the Staff and DTE approaches.  
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Zakem, Id, Tr 442.  This rate stability would be most evident in rate cases which 

followed RDM adjustments.  By using the Zakem approach the rate case process would 

not significantly change utility rates previously adjusted by an RDM, whereas the Staff 

and DTE approach of adjusting by class might require significant revisions in subsequent 

rate cases. 

 

The DTE rebuttal of the Zakem approach was fairly oblique and did not contain any 

direct contradiction of the conclusions reached by Mr. Zakem.  Specifically, the DTE 

Rebuttal focused on the fact that Mr. Zakem only used examples in Exhibit EM-2 and 

EM-3 related to energy and not demand, that the magnitude of the hypothetical 

adjustments analyzed by Mr. Zakem were unrealistic or that the adjustment method 

proposed by Mr. Zakem would burden reconciliation process with unnecessary 

allocations.  Stanczak Rebuttal, 5 Tr 202-03. 

 

The DTE Rebuttal misses the mark because the examples used by Mr. Zakem in his 

Testimony were used for hypothetical, illustrative purposes only.   Mr. Zakem excluded 

demand data from his examples for simplicity purposes which is the same approach used 

by Detroit Edison in their examples which only analyzed energy costs.   Finally, contrary 

to DTE’s apparent misinterpretation, no new cost allocation is required by the Zakem 

method which spreads RDM adjustment costs uniformly over all customer rates.  The 

DTE criticisms of Mr. Zakem's total Company approach to adjustment are really based 

on misinterpretation of the Energy Michigan Testimony or are irrelevant comments 

which should be ignored. 

 

As an example of the disconnect between Edison's RDM adjustment of rates by class 

instead of on a total Company basis with the normal effective ratemaking, consider the 

following example:  Under the Detroit Edison approach, if sales decreased for customer 

Class A by 20% but did not decrease for customer Class B, customer Class A with the 

20% sales decrease would experience a 25% rate increase with other customer classes 

showing no increase at all.  These changes would cause total Company rates to increase 
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by approximately 11%.  However, under traditional ratemaking, the 20% lower sales in 

Customer Class A would result in a lower allocation of cost responsibility to Class A, and 

the other customer Class with unchanged sales would find its allocation increased.  The 

result of traditional ratemaking would be that all customers would pay higher rates by 

approximately 11% to reflect the reallocation of costs between classes due to lower sales 

in Class A. The DTE and Staff methods ignore the relationship between sales level and 

allocated costs, and therefore the adjustments produced by both Staff and DTE methods 

would have to be reversed in the next rate case, causing considerable customer confusion 

and, likely, resistance.  See Exhibit EM-2. 

 

C. RDM Adjustments Should Be Limited To Actual, Not Estimated, Decreases In Sales 

Levels Compared To Ratemaking Projections. 

 

 1. DTE Position. 

 

The DTE RDM bases adjustments on a comparison of actual sales with the sales 

projections used for ratemaking purposes.   Energy Michigan does not contest this feature 

of the DTE RDM proposal.  Zakem, 5 Tr 443. 

 

 2. MPSC Staff Position. 

 

Based on the Staff presentation in Case U-15645, the Energy Michigan Direct Testimony 

theorized that Staff might propose an RDM adjustment in Case U-15768 based on 

estimated lost sales from an EO program, rather than actual sales losses.  In fact, the 

Direct Testimony of Staff Witness Robert Ozar did propose that RDM adjustments be 

calculated by treating the estimates of Energy Optimization sales losses as actual sales 

losses to be compensated whether or not the utility achieves the projected sales levels 

which were used for ratemaking purposes.  In other words, if DTE projects 47 million 

MWh of retail sales, actually sells 47.5 million MWh but estimates that Energy 

Optimization will displace 1 million MWh of sales, DTE would receive an RDM 
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surcharge adjustment based on 1 million MWh of lost sales  under the Staff proposal.  

Ozar, 7 Tr 1546-47A. 

 

In effect, the actual utility sales would be greater than the level used for setting rates in 

the previous rate case, but the RDM adjustment would be calculated as if the utility sales 

were lower.  Energy Michigan opposes this outcome. 

 

 3. Energy Michigan Position. 

 

Energy Michigan Witness Zakem testified that RDM adjustments should not be granted 

for sales deviations (compared to sales levels used for purposes of ratemaking in the 

previous rate case) greater than actually experienced.  Zakem, Id, Tr 444.  In particular, if 

the Commission implements an RDM in this proceeding that is based upon sales 

decreases attributed to an EO program, then the sales decrease upon which an RDM rate 

adjustment is based should be limited by the actual decrease in sales that the utility has 

experienced.  Zakem 5 Tr 445.  In other words, if DTE rates are based on 50 million 

MWh of sales and 48 million MWh is actually achieved by the utility, the RDM 

adjustment would be based on a 2 million MWh reduction even if the DTE Energy 

Optimization programs were estimated to produce 5 million MWh of sales reductions.  

Zakem, Id, Tr 444.   

 

Mr. Zakem stated that the intent of RDM mechanisms "is to collect the fixed costs as 

authorized in the previous rate case given the actual sales level that has subsequently 

occurred - to collect for any actual under recovery and refund any actual over recovery.   

The intent is not to collect fixed costs commensurate with an estimated or imputed sales 

level that would have occurred in the absence of an EO program."  Zakem, Id, Tr 444.  

The Zakem proposal would limit the utility to adjustments that allow it to collect the full 

amount of its investment for ratemaking purposes.   
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The Staff approach creates an opportunity for DTE to over-collect:  first to collect the full 

amount of fixed costs for ratemaking purposes, and second to collect an RDM adjustment 

for sales losses that are fully compensated when the utility sold the full amount of power 

assumed to be necessary for full collection under traditional ratemaking.. 

 

Thus, if it approves an RDM based on estimated sales reductions due to an EO program, 

the Commission should limit compensation in the RDM to no more than the actual sales 

reduction experienced by the utility. 

 

4. DTE Rebuttal. 

 

The Rebuttal of DTE Witness Stanczak does not relate in any way to statements by Mr. 

Zakem that criticize the MPSC Staff RDM proposal based on estimated versus actual 

sales.  Stanczak, 5 Tr 187-88.  In fact, the Detroit Edison proposal was not criticized by 

Mr. Zakem because that proposal is based upon actual not estimated sales levels.  It is the 

Staff proposal to which the limit recommended by Mr. Zakem applies, for the reasons 

outlined above.  The DTE Rebuttal is not on point and therefore should be ignored. 

 

III.  Summary and Prayer for Relief 

 

WHEREFORE Energy Michigan respectfully requests that if the Commission adopts a Revenue 

Decoupling Mechanism, that mechanism should be required to: 

 

A. Use separate RDM adjustments for power supply and distribution, billing Electric Choice 

customers only for distribution adjustments;  

 

B. Calculate RDM adjustments on a total Company basis rather than by rate class; and  

 

C. Limit use of adjustments to situations where actual sales are less than the sales 

projections used for ratemaking purposes. 
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     Respectfully submitted, 
 
  
  
     Varnum, LLP   
     Attorneys for Energy Michigan, Inc. 
 
 
September 18, 2009   By: ___________________________________________ 
      Eric J. Schneidewind (P20037)    
      The Victor Center, Suite 810    
      201 N. Washington Square  
      Lansing, Michigan  48933 
      517/482-6237   
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