


STATE OF MICHIGAN 
 

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION 
 

    
In the matter of the Application of ) 
THE DETROIT EDISON COMPANY for )  
Reconciliation of its Power Supply )                    Case No. U- 
Cost Recovery Plan for the 12-month Period ) 
Ending December 31, 2004 ) 
 
In the matter of the Application of   ) 
THE DETROIT EDISON COMPANY ) 
To Implement the Commission’s Final )  Case No. U- 
Order in Case No. U-13808 Concerning, ) 
Inter Alia, 2004 Net Stranded Costs and the  ) 
Provisions of Section 10a(16) and (17). )  
 
 

APPLICATION AND EX PARTE MOTION FOR ENTRY OF A TEMPORARY 
ORDER MAINTAINING NET STRANDED COST TRANSITION CHARGE DURING 

PENDENCY OF PROCEEDING   
 
 

 
 The Detroit Edison Company (hereinafter “Applicant”, “Company” or “Detroit 

Edison”), a corporation organized and existing under and by virtue of the laws of the 

State of Michigan, with its principal office at 2000 Second Avenue, Detroit, Michigan 

48226, hereby files this Application and accompanying Ex Parte Motion for Entry of a 

Temporary Order Maintaining Net Stranded Cost Transition Charge During Pendency of 

Proceeding requesting authority from the Michigan Public Service Commission 

(hereinafter “Commission” or “MPSC”) to reconcile its power supply cost recovery plan 

for the 12-month Period Ending December 31, 2004, implement the Commission’s Final 

Order in Case No. U-13808 concerning, inter alia, 2004 Net Stranded Costs and the 

Provisions of MCL 460.10a(16) and (17) and maintain the transition charges established 

  



in Case No. U-13808 in its rate schedules for jurisdictional retail sales of electricity.1 In 

support thereof, Applicant states as follows: 

1. Applicant is an investor-owned Michigan corporation supplying retail 

electric service to customers located in Southeast Michigan and is a public utility subject 

to the jurisdiction of the Commission.  Applicant no longer owns or operates an electric 

transmission system, but instead, purchases that service from the Midwest Independent 

System Operator (“MISO”), an unaffiliated transmission provider. 

2. Applicant served its jurisdictional retail electric customers in 2004 under 

rates and charges approved by the Commission in its January 21, 1994 Order in Case No. 

U-10102, as amended from time to time, pursuant to various special contracts approved 

by the Commission and pursuant to Orders dated December 18, 2003, February 20, 2004 

and November 23, 2004 in MPSC Case No. U-13808 that amended the Company’s rates 

and charges. 

3. MCL 460.6j provides that the Commission commence a PSCR 

reconciliation proceeding to allow Detroit Edison to reconcile the PSCR revenues 

recorded with the amounts actually expensed and included in the cost of power sold. 

4. The Commission ordered Detroit Edison to reinstate its power supply cost 

recovery clause effective January 1, 2004. (Case No. U-13808 Order dated December 18, 

2003 p. 11) From January 1, 2004 through February 20, 2004, Detroit Edison charged a 

PSCR factor of 1.94 mills per kWh to residential customers and 2.04 mills per kWh to all 

other PSCR customers. On February 20, 2004, the Commission ordered Detroit Edison to 

                                                 
1 The Commission also adopted the Company’s proposal for a Pension Equalization Mechanism  (“PEM”) 
to be reconciled in conjunction with PSCR reconciliations. Detroit Edison has proposed, as described infra, 
that the first PEM reconciliation occur in the 2005 PSCR Reconciliation due to the relatively short time 
during which the PEM was effective in 2004.  
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reduce its PSCR factor, effective February 21, 2004 to not more than a negative 1.05 

mills per kWh to all PSCR customers and to refund to its PSCR customers on a historical 

usage basis all PSCR amounts over collected from January 1, 2004 through February 21, 

2004 over what would have been collected using a negative 1.05 mills per kWh factor, 

with interest at 11%. (Case No. U-13808 Order dated February 20, 2004, p. 40) Detroit 

Edison has complied with this Order by refunding $16.5 million plus interest at 11% to 

its PSCR customers. 

5. The “customer choice and electricity reliability act” MCL 460.10 et seq. 

provides: 

“(16) The commission shall, after a contested case 
proceeding, issue annually an order approving for each 
electric utility a true-up adjustment to reconcile any over 
collections or under collections of the preceding 12 months 
to ensure the recovery of all amounts of net stranded costs. 
The rates for customers remaining with an incumbent 
electric utility will not be affected by the true-up process 
under this subsection. The commission shall review the 
electric utility’s stranded cost recovery charges and 
securitization charges implemented for the preceding 12 
months, and adjust the stranded cost recovery charge, by 
way of supplemental surcharges or credits, to allow the 
netting of stranded costs.” 

 
“(17) The commission shall consider the reasonableness 
and appropriateness of various methods to determine net 
stranded costs, including, but not limited to, all of the 
following: 
(a) Evaluating the relationship of market value to the net 
book value of generation assets and purchased power 
contracts. 
(b) Evaluating the net stranded costs based on the market 
price of power in relation to prices assumed by the 
commission in prior orders. 
(c) Any other method the commission considers 
appropriate.” (MCL 460.10a(16)(17)) 
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6. In its November 23, 2004 Order in MPSC Case No. U-13808, the 

Commission ordered: 

“ . . .it is clear that there will be a need for a comprehensive 
true-up of the 2004 PSCR and production fixed cost 
stranded cost calculations.  Detroit Edison shall file its 
2004 stranded cost case in conjunction with its PSCR 
reconciliation case to ensure a comprehensive evaluation 
of its stranded costs including equitable treatment of 
interconnection/third party revenues.” (emphasis added) 
(Case No. U-13808 Opinion and Order dated November 23, 
2004, p. 106).  
 
   * * * 
“Detroit Edison will collect the 3 mills per kWh charge 
from secondary customers and 1 mill per kWh from its 
primary customers until the amount collected plus interim 
transition charges previously collected equals the historical 
stranded cost of $43.616 million, or until any additional 
stranded costs incurred during the remainder of 2004 are 
determined. A comprehensive true up of 2004 stranded 
costs is provided for later in this order. The transition 
charges may be adjusted to reflect the outcome of these 
cases. The amortized balance will accrue a seven percent 
carrying charge until it is fully amortized. During the final 
month of the collection period, Detroit Edison shall reduce 
the transition charge from 3 mills per kWh for secondary 
customers and 1 mill per kWh for its primary customers 
down to the level needed to fully amortize the account by 
the end of the month.” (emphasis added) (Case No. U-
13808 Opinion and Order dated November 23, 2004, pp. 
96-97). 
 
   * * * 
“c. Detroit Edison should be directed to file an application 
to resolve other remaining stranded cost issues addressed 
in this order in conjunction with its PSCR reconciliation 
cases.” (emphasis added) (Case No. U-13808 Opinion and 
Order dated November 23, 2004, p. 127). 
 

* * * 
“C. The Detroit Edison Company shall file a proceeding to 
address other remaining stranded cost issues addressed in 
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this order.” (Case No. U-13808 Opinion and Order dated 
November 23, 2004, p. 128). 
 
 

7. In light of the above provisions of the Commission’s November 23, 2004 

Order in Case No. U-13808, Detroit Edison has submitted the various requests set forth in 

this Application in a single request with two separate case captions. Detroit Edison did so 

because the November 23, 2004 Order could plausibly be read to have required a joint 

proceeding, and this approach fosters administrative efficiency. The Company believes 

that the Commission can lawfully conduct a joint proceeding and that it is appropriate to 

do so because of the overlapping subject matter. The Company requests that the 

Commission decide how to proceed with these matters.   

2004 PSCR RECONCILIATION 

 
8. Detroit Edison has determined that the results of reconciling 2004 PSCR 

expenses with the revenues collected through the operation of the PSCR process during 

the period results in a refund obligation at year-end 2004 of $8.1 million including 

interest. 

9. A full discussion of the reasonableness and prudence of expenditures and 

the amounts collected pursuant to the operation of the PSCR process, as well as the 

calculation of revenues and expenses recorded thereunder, are contained in the direct 

testimony and exhibits of Detroit Edison’s witnesses which are being filed 

contemporaneously with this Application. 

10. Detroit Edison has historically flowed back the net proceeds from third 

party wholesale power sales to PSCR customers as an offset to PSCR expense. However, 

during the Act 141 rate freeze (and while Edison’s PSCR Clause was suspended) the 
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Commission instituted a net stranded cost mitigation policy utilizing these very same 

third-party wholesale power sales net proceeds. (MPSC Case No. U-12639 Order dated 

December 20, 2001, p. 10; MPSC Case No. U-13350 Order dated July 31, 2003, p. 2)2  In 

Case No. U-13808, Detroit Edison noted the serious financial and policy conflict that was 

imminent without further clarification of the Commission’s policy prior to restarting the 

PSCR Clause. However, Detroit Edison received no guidance whatsoever from the 

Commission until the Commission issued its November 23, 2004 Final Order in Case No. 

U-13808 directing the Company to file the 2004 PSCR Reconciliation and 2004 

production fixed cost net stranded cost proceedings in conjunction with one another.3 

Therefore, Detroit Edison was left with a serious financial and operational conundrum in 

2004. In the face of that conundrum, Detroit Edison prudently and reasonably chose to 

follow the mandates of existing Commission Orders and the recommendations of the 

Commission’s Staff to mitigate its production fixed cost net stranded costs with third 

                                                 
2 “The Staff has proposed the direct approach to determining net stranded costs, i.e. costs that would have 
been recovered under regulation that cannot be recovered under competition, offset by mitigation (such as 
market sales of capacity and energy that are freed up when customers choose alternative suppliers)…The 
Staff’s approach does not reduce the amount the utilities may earn from third-party sales, although it 
reasonably requires that the utilities use those sales to mitigate their stranded costs;” (MPSC Case No. U-
12639 Order dated December 20, 2001, p. 10) (emphasis added). “The Commission previously addressed 
the stranded cost computations of Detroit Edison and Consumers Energy Company (Consumers) for 
calendar year 2000 in the December 20, 2001 order in Case No. U-12639. In that order, the Commission 
accepted the Staff’s proposed methodology, which computes net stranded costs as the difference between 
the utility’s revenue requirement necessary to recover the year’s fixed production costs and the contribution 
provided by the utility’s yearly revenue toward the recovery of fixed production costs. The fixed cost 
revenue requirement sums the utility’s return on net generation plant and related regulatory assets, 
production-related depreciation and amortization, plant property taxes, and capacity charges incurred for 
purchased power. The contribution to fixed costs is the portion of the utility’s revenues from rates that is 
allocable to the recovery of fixed production costs, plus net revenues from third-party wholesale 
transactions.” (MPSC Case No. U-13351 Order dated July 31, 2003, p. 2) (emphasis added). 
 
3 However, throughout 2004 the MPSC Staff continued to strongly recommend a policy requiring that 
Detroit Edison make third party wholesale electric sales to mitigate its stranded costs. (See, for example, 
April 14, 2004 Testimony of  G.R. Stojic: “…Staff proposes that Edison be allowed the [sic] keep a share 
of the revenue produced by selling energy into wholesale markets. Staff’s proposal is to give Edison the 
opportunity to recover this fixed production cost by keeping 90% of the net third party sales revenue earned 
on third party sales equal to 110% of each years customer choice sales.” 14 Tr. 3140-3141) 
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party wholesale electric sales. Detroit Edison believes that it should be entitled to retain 

at least a portion of the net proceeds from those third party wholesale electric sales as 

mitigation of the Company’s production fixed cost net stranded costs and to recover the 

full cost of making those third party wholesales sales, inclusive of production Operation 

and Maintenance (“O & M”) costs. A full discussion of Detroit Edison’s proposed 

methodology for the determination of net third party wholesale sales revenues and the 

apportionment of those net revenues between PSCR costs and Detroit Edison’s 

production fixed cost net stranded costs is contained in the direct testimony and exhibits 

of Detroit Edison’s witnesses which are being filed contemporaneously with this 

application.  

2004 STRANDED COST RECONCILIATION 

11. A full discussion of the source and amount of production fixed cost net 

stranded costs incurred by Detroit Edison in 2004, and the Company’s recommended 

method of production fixed cost net stranded cost recovery, is contained in the direct 

testimony and exhibits of Detroit Edison’s witnesses, which are being filed 

contemporaneously with this Application. Detroit Edison has determined that it incurred 

$99 million of additional net stranded costs in 2004. 

EX PARTE MOTION FOR TEMPORARY INTERIM ORDER 

12.  Because Detroit Edison has significant unmitigated production fixed cost 

net stranded costs remaining from 2004, Detroit Edison, in its accompanying Ex Parte 

Motion, moves that the Commission issue a temporary order in this proceeding 

maintaining the Case No. U-13808 production fixed cost net stranded cost surcharges of 

3 mills per kWh from Electric Choice secondary customers and 1 mill per kWh from 
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Electric Choice primary customers until this proceeding is complete and a final 

determination of the amount of continuing production fixed cost net stranded cost charges 

can be made. Such action is implicit in, and clearly would be consistent with, the 

Commission’s Final Order in Case No. U-13808 which stated: 

“Detroit Edison will collect the 3 mills per kWh charge 
from secondary customers and 1 mill per kWh from its 
primary customers until the amount collected plus interim 
transition charges previously collected equals the historical 
stranded cost of $43.616 million, or until any additional 
stranded costs incurred during the remainder of 2004 are 
determined. A comprehensive true up of 2004 stranded 
costs is provided for later in this order. The transition 
charges may be adjusted to reflect the outcome of these 
cases. The amortized balance will accrue a seven percent 
carrying charge until it is fully amortized. During the final 
month of the collection period, Detroit Edison shall reduce 
the transition charge from 3 mills per kWh for secondary 
customers and 1 mill per kWh for its primary customers 
down to the level needed to fully amortize the account by 
the end of the month.” (emphasis added) (Case No. U-
13808 Opinion and Order dated November 23, 2004, pp. 
96-97). 

 
 

13. Because Detroit Edison’s Motion for Entry of a Temporary Order 

Maintaining Net Stranded Cost Transition Charge During Pendency of Proceeding 

requests maintenance of the status quo with respect to production fixed cost net stranded 

cost surcharges during the pendency of this proceeding, granting the Motion will not 

increase Detroit Edison’s rates or charges or alter, change or amend any of Detroit Edison 

rates or charges and therefore the Commission may lawfully, and should, grant the 

request on an ex parte basis. (See generally, MCL 460.6a(1)) 
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2004 PENSION EQUALIZATION MECHANISM 

14. Also consistent with the Commission’s November 23, 2004 Order in Case 

No. U-13808, Detroit Edison has submitted evidence concerning the Company’s Pension 

Equalization Mechanism (“PEM”). (See Case No. U-13808 Order dated November 23, 

2004 p. 57 citing with approval Detroit Edison’s proposal at 13 Tr. 2575-2578 that 

recommends consideration of the PEM in conjunction with PSCR Reconciliation 

proceedings). For 2004 the PEM would address only the period subsequent to the 

Commission’s approval of the PEM in its November 23, 2004 Order in Case No. U-

13808 (November 24, 2004 through December 31, 2004). Because the PEM would 

address only slightly more than one month for 2004, Detroit Edison submits that it would 

be more efficient to address the PEM in its 2005 PSCR Reconciliation case. Therefore, 

Detroit Edison proposes to commence reconciliation of the PEM in its next (2005) PSCR 

Reconciliation proceeding and address the time period of November 24, 2004 through 

December 31, 2005 therein. A discussion supporting this course of action is contained in 

the direct testimony of Detroit Edison’s witness Mr. Harvill, which is being filed 

contemporaneously with this Application. 

15. The Company’s proposals in this proceeding will complement a 

competitive electric market by reasonably addressing Detroit Edison’s production fixed 

cost net stranded costs and by maintaining stranded cost surcharge consistency for all of 

2005, thereby allowing all customers to make decisions concerning their electric supplier 

based on a stable production fixed cost net stranded cost surcharge amount. 
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WHEREFORE, Applicant requests that this Commission: 

A. Accept for filing this Application and the accompanying Ex Parte 

Motion for Entry of a Temporary Order Maintaining Net Stranded 

Cost Transition Charge During Pendency of Proceeding. 

B. Assign appropriate docket numbers and give such notice to 

interested parties as may be required by statute or the 

Commission’s rules.   

C. Set an early date for hearing on this Application and, if necessary, 

the accompanying Ex Parte Motion for Entry of a Temporary 

Order Maintaining Net Stranded Cost Transition Charge During 

Pendency of Proceeding.  

D. Grant Applicant’s Ex Parte Motion for Entry of a Temporary Order 

Maintaining Net Stranded Cost Transition Charge During 

Pendency of Proceeding as soon as reasonably possible. 

E. Enter its Final Order approving Applicant’s proposals described 

herein and in Detroit Edison’s accompanying testimony and 

exhibits. 

F. Enter its Final Order authorizing Detroit Edison to refund $8.1 

million, plus interest from December 31, 2004, to its PSCR 

customers through PSCR credits. 

G. Enter its Final Order authorizing Detroit Edison to collect $99 

million in additional 2004 production fixed cost net stranded costs 

from Electric Choice customers through a production fixed cost net 
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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 Reconciliation of its Power Supply Cost )    Case No. U- 
Recovery Plan for the 12-month Period ) 
Ending December 31, 2004.   ) 
 
In the matter of the Application of   ) 
THE DETROIT EDISON COMPANY ) 
To Implement the Commission’s Final )   Case No. U- 
Order in Case No. U-13808 Concerning, ) 
Inter Alia, 2004 Net Stranded Costs and ) 
The Provisions of Section 10a(16) and (17) ) 
 
 

EX PARTE MOTION FOR ENTRY OF A TEMPORARY ORDER 
MAINTAINING NET STRANDED COST TRANSITION CHARGE DURING 

PENDENCY OF PROCEEDING 
 
 The Detroit Edison Company (hereinafter “Applicant”, “Company” or 

“Detroit Edison”), a corporation organized and existing under and by virtue of the laws of 

the State of Michigan, with its principal office at 2000 Second Avenue, Detroit, Michigan 

48226, hereby files this Ex Parte Motion for Entry of a Temporary Order Maintaining 

Net Stranded Cost Transition Charge During Pendency of Proceeding pursuant to 

Michigan Law and the Rules of Practice and Procedure Before the Commission 1979 

Michigan Administrative Code, R460.17101 et. seq. (R460.17335) and requests authority 

from the Michigan Public Service Commission (hereinafter “Commission” or “MPSC”) 

to maintain the production fixed cost net stranded cost surcharges established in Case No. 

U-13808 in its rate schedules for jurisdictional retail sales of electricity. In support 

thereof, Applicant states as follows: 
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1. Applicant is an investor-owned Michigan corporation supplying retail electric 

service to customers located in Southeast Michigan and is a public utility subject to the 

jurisdiction of the Commission.  Applicant no longer owns or operates an electric 

transmission system, but instead, purchases that service from the Midwest Independent 

System Operator (“MISO”), an unaffiliated transmission provider. 

2. Applicant served its jurisdictional retail electric customers in 2004 under rates 

and charges approved by the Commission in its January 21, 1994 Order in Case No. U-

10102, as amended from time to time, pursuant to various special contracts approved by 

the Commission and pursuant to Orders dated December 18, 2003, February 20, 2004 and 

November 23, 2004 in MPSC Case No. U-13808 that amended the Company’s rates and 

charges. 

3. In its November 23, 2004 Order in Case No. U-13808 the Commission 

determined that: 

 
“Detroit Edison will collect the 3 mills per kWh charge from secondary 
customers and 1 mill per kWh from its primary customers until the amount 
collected plus interim transition charges previously collected equals the 
historical stranded cost of $43.616 million, or until any additional 
stranded costs incurred during the remainder of 2004 are determined. A 
comprehensive true up of 2004 stranded costs is provided for later in this 
order. The transition charges may be adjusted to reflect the outcome of 
these cases. The amortized balance will accrue a seven percent carrying 
charge until it is fully amortized. During the final month of the collection 
period, Detroit Edison shall reduce the transition charge from 3 mills per 
kWh for secondary customers and 1 mill per kWh for its primary 
customers down to the level needed to fully amortize the account by the 
end of the month.” (emphasis added) (Case No. U-13808 Opinion and 
Order dated November 23, 2004, pp. 96-97). 
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4.  Detroit Edison anticipates that it will have completely amortized the historical 

production fixed cost net stranded costs of $43.616 million sometime during the third 

quarter of 2005. 

 
5. Because Detroit Edison has significant unmitigated production fixed cost net 

stranded costs remaining from 2004 that will not be fully recovered in 2005 even with the 

continuation of the existing production fixed cost net stranded cost surcharges, Detroit 

Edison moves that the Commission issue a temporary order in this proceeding 

maintaining the Case No. U-13808 production fixed cost net stranded cost surcharges of 

3 mills per kWh from Electric Choice secondary customers and 1 mill per kWh from 

Electric Choice primary customers until this proceeding is complete and a final 

determination of the amount of continuing production fixed cost net stranded cost charges 

can be made. Such action is implicit in, and clearly would be consistent with, the 

Commission’s Final Order in Case No. U-13808 which stated: 

“Detroit Edison will collect the 3 mills per kWh charge 
from secondary customers and 1 mill per kWh from its 
primary customers until the amount collected plus interim 
transition charges previously collected equals the historical 
stranded cost of $43.616 million, or until any additional 
stranded costs incurred during the remainder of 2004 are 
determined.  A comprehensive true up of 2004 stranded 
costs is provided for later in this order. The transition 
charges may be adjusted to reflect the outcome of these 
cases. The amortized balance will accrue a seven percent 
carrying charge until it is fully amortized.” (Case No. U-
13808 Opinion and Order dated November 23, 2004, pp. 
96-97). 

 
6. Because Detroit Edison’s Motion for Entry of a Temporary Order 

Maintaining Net Stranded Cost Transition Charge During Pendency of Proceeding 

requests maintenance of the status quo with respect to production fixed cost net stranded 
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cost surcharges during the pendency of this proceeding, granting the Motion will not 

increase Detroit Edison’s rates or charges or alter, change or amend any of Detroit Edison 

rates or charges and therefore the Commission may lawfully, and should, grant the 

request on an ex parte basis. (See generally, MCL 460.6a(1)) 

7. The Company’s proposals in this proceeding will complement a 

competitive electric market by reasonably addressing Detroit Edison’s production fixed 

cost net stranded costs and by maintaining production fixed cost net stranded cost 

surcharge consistency for all of 2005, thereby allowing all customers to make decisions 

concerning their electric supplier based on a stable production fixed cost net stranded cost 

surcharge amount.   

8. Jurisdiction in this matter is pursuant to 2000 PA 141, MCL 460.10 et seq, 

as amended; 1939 PA 3; MCL 460.6 et. seq. as amended; 1969 PA 306, as amended, 

MCL 24.200 et. seq.; and the Commission’s Rules of practice and procedure, 1979 

Michigan Administrative Code, R460.17101 et. seq. 

WHEREFORE, The Detroit Edison Company respectfully requests that the 

Commission grant the Company’s Ex Parte Motion for Entry of a Temporary Order 

Maintaining Net Stranded Cost Transition Charge During Pendency of Proceeding as 

soon as reasonably possible and enter an Ex Parte Temporary Order finding that: 

(a) It is reasonable, prudent and in the public interest to maintain the existing 

production fixed cost net stranded cost surcharges established in Case No. 

U-13808 until the issuance of the Commission’s final order in this 

proceeding, and 
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 AFFIDAVIT OF TERRY S. HARVILL  

 
STATE OF MICHIGAN ) 
    )SS. 
COUNTY OF WAYNE ) 

 TERRY S. HARVILL, being first duly sworn, deposes and says: 
 

1.    I am the Director of Regulatory Affairs for The Detroit Edison Company.  

 2.  As Director of Regulatory Affairs, I am responsible for federal regulatory 

issues and various state regulatory issues. 

3.  Consistent with the Company’s filing and my pre-filed direct testimony in this 

proceeding, The Detroit Edison Company incurred approximately $99 million of 

production fixed cost net stranded costs in 2004 over and above the $43.6 million of 

historic production fixed cost net stranded costs approved by the Commission in Case 

No. U-13808.   

4. The Detroit Edison Company expects to complete the recovery of the 

Commission-approved $43.6 million of historic production fixed cost net stranded costs 
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