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March 31, 2011

Ms. Mary Jo Kunkle

Executive Secretary

Michigan Public Service Commission
6545 Mercantile Way, Ste 7

Lansing, MI 48911

Re:  Wisconsin Electric Power Company
2010 PSCR Reconciliation
MPSC Case No. U-16034-R

Dear Ms. Kunkle:

Enclosed for electronic filing please find the Application of Wisconsin Electric
Power Company in regards to the power supply cost recovery reconciliation proceedings
for the 12 month period ended December 31, 2010, with supporting testimony and
exhibit of Thomas P. Lorden.

Additionally, a draft notice of hearing will be e-mailed to Gloria Jones at the
Michigan Public Service Commission. |If you should have any questions, please kindly

advise.
Very truly yours,
Miller, Canfield, Paddock and Stone, P.L.C.
Ronald Digitally signed by: Ronald W.
Bloomberg
W. PN: CN f Ronald W.‘Bloomberg C
By: g'oomber Do 2011 03 51 1830114 -0500
Ronald W. Bloomberg
RWBJjlc
cc.  Vicki Nugent
Becky Valcq

Thomas P. Lorden



STATE OF MICHIGAN

BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

In the matter of the application of )
WISCONSIN ELECTRIC POWER COMPANY’S ) Case No. U-16034-R
power supply cost recovery reconciliation proceeding for ) (e-file)
the 12-month period ended December 31, 2010. )
APPLICATION

WISCONSIN ELECTRIC POWER COMPANY ("Wisconsin Electric" or "Company"),
d/b/a We Energies, requests the Michigan Public Service Commission ("Commission”) to
approve Wisconsin Electric’s reconciliation of power supply costs and revenues pursuant to 1982
PA 304 ("Act 304") for the 12-month period January 2010 through December 2010, and
represents to the Commission as follows:
1. Wisconsin Electric is a public service corporation organized under the laws of Wisconsin
with its principal offices located in Milwaukee, Wisconsin, and is engaged primarily in public
utility operations. Wisconsin Electric is also authorized to do business in Michigan and provides
retail electric service to the public in service areas located in the Upper Peninsula, including the
Counties of Alger, Baraga, Delta, Dickinson, Gogebic, Houghton, Iron, Marquette, Menominee
and Ontonagon.
2. Wisconsin Electric’s retail electric business in Michigan is subject to the Commission’s
jurisdiction pursuant to 1909 PA 106, as amended, MCL 460.551 et seq.; 1909 PA 300, as
amended, MCL 462.2 et seq.; 1919 PA 419, as amended, MCL 460.51 et seq.; and 1939 PA 3, as
amended, MCL 460.1 et seq.
3. Incorporated in Wisconsin Electric’s rate schedules is a PSCR clause as authorized by the
Commission pursuant to Section 6j(2) of 1982 PA 304 in its Opinion and Order, dated March 20,

1984, in Case No. U-7635.



4, Wisconsin Electric represents that the 12-month reconciliation of the power supply costs
and revenues for 2010 and interest, results in a net under-recovery (including interest as of
December 31, 2010) of $6,193,903. Wisconsin Electric’s 2009 reconciliation true-up resulted in
an under-recovery amount (including interest during the 2010 plan year) of $326,916. These
amounts result in a amount to be reconciled in this proceeding of an under-recovery of
$6,520,819.

5. Inits August 21, 2007 Order in MPSC Case No. U-14707-R, the Commission authorized
Wisconsin Electric to implement, beginning in its 2008 PSCR plan, a roll-in methodology to
implement the then projected reconciliation refund/surcharge. Pursuant thereto, the Commission
should determine that the amount to be recovered pursuant to the roll-in methodology is
$6,520,819 as of December 31, 2010.

6. Wisconsin Electric is concurrently filing the testimony and exhibit of Thomas P. Lorden
in support of this Application. Wisconsin Electric represents that its proposals are just and
reasonable and in the public interest.

WHEREFORE, Wisconsin Electric Power Company requests that this Commission:

1 Approve the reconciliation of the 12-month power supply costs and revenues as
presented by Wisconsin Electric;

2. Find and determine that the power supply costs charged to Wisconsin Electric's
customers during 2010, as included in this reconciliation, were reasonably and prudently
incurred;

3. Find and determine that the amount to be rolled in to Wisconsin Electric's 2011

PSCR reconciliation proceeding is $6,520,819, as of December 31, 2010; and



4. Grant Wisconsin Electric such other and additional relief as shall be lawful and
proper.

Respectfully submitted,
WISCONSIN ELECTRIC POWER COMPANY

Ronald Digitally signed by: Ronald W.
Bloomberg

W. DN: CN = Ronald W. Bloomberg

Bloomber C = US O = Miller Canfield

Date(j M arCh 31’ 2011 By g Date: 2011.03.31 15:10:39 -05'00
One of its Attorneys
Ronald W. Bloomberg (P30011)
Michael C. Rampe (P58189)
MILLER, CANFIELD, PADDOCK AND STONE,
P.L.C.
One Michigan Avenue, Suite 900
Lansing, M1 48933
(517) 487-2070
ATTORNEYS FOR WISCONSIN ELECTRIC
POWER COMPANY
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STATE OF MI CHI GAN
BEFORE THE M CH GAN PUBLI C SERVI CE COWM SSI ON

In the matter of the application of Wsconsin
El ectric Power Conpany's power supply cost
recovery reconciliation proceeding for the
12-nmont h peri od ended Decenber 31, 2010.

Case No. U-16034-R

N N N N N

DI RECT TESTI MONY AND EXHI BI TS OF THOVAS P. LORDEN
ON BEHALF OF

W SCONSI N ELECTRI C PONER COVPANY

March, 2011
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MPSC U- 16034-R 1 Thomas P. Lorden

W SCONSI N ELECTRI C POAER COVPANY
Bef ore the M chigan Public Service Conm ssion

Direct Testinony of Thomas P. Lorden

Pl ease state your name and busi ness address.

Thomas P. Lorden, 231 Wst Mchigan Street, M| waukee,
W sconsi n 53203.

VWhat is your present enploynent?

I am enployed by Wsconsin Electric Power Conpany
(“Wsconsin Electric” or “Conpany”) as a Senior Project
Analyst in the Regulatory Affairs and Policy Departnent. |
have been in ny current position, where | amresponsible for
fuel cost reporting to the various regulatory agencies,
si nce 2002.

Pl ease descri be your qualifications and background.

I earned a Bachel or of Arts Degree in Business
Adm ni stration from Mar quette University W th a
specialization in finance in 1980.

| joined Wsconsin Electric in 1968. From 1968 to 1975, |
worked in the Plant Accounting Division. From 1975 until
1980, | held various positions in the Load Research area of

t he Corporate Pl anni ng Departnent.
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MPSC U- 16034-R 2 Thomas P. Lorden

From 1980 to 1998, | was in the Rates Section. Wile in the
Rates Section, | was involved in the devel opnent of numerous
cost-of-service studies to support the Conpany's rate and
regul atory needs. From 1998 to 2002, | was in the Finance
Departnment, where | was responsible for fuel accounting and
reporting to the various regulatory agencies. | have
previously testified before the Mchigan Public Service
Comm ssion (“Comm ssion” or “MPSC’) on cost-of-service in
Case Nos. U 7592, U 10000 and U 10183. | also pre-filed
and/or presented testinony in Wsconsin Electric's 1994
power supply cost recovery (“PSCR’) reconciliation in Case
No. U 10428-R, 1995 PSCR plan in Case No.U 10707, 2001 PSCR
plan in Case No.U 12615, 2002 PSCR plan in Case No. U 13107,
2001 PSCR reconciliation, Case No.U 12615-R, 2002 PSCR
reconciliation in Case No.U 13107-R, 2003 PSCR plan in Case
No. U- 13556, 2003 PSCR reconciliation in Case No.U 13556-R
2004 PSCR plan in Case No. U 13907, 2004 PSCR reconciliation
in Case No.U 13907-R, 2005 PSCR plan in Case No.U 14264,
2005 PSCR reconciliation in Case No.U 14264-R, 2006 PSCR
plan in Case No.U 14707, 2006 PSCR reconciliation in Case
No. U 14707-R, 2007 PSCR plan in Case No.U 15007, 2007 PSCR

reconciliation in Case No.U 15007-R, 2008 PSCR plan in Case
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MPSC U- 16034-R 3 Thomas P. Lorden

No. U- 15404, 2008 PSCR reconciliation in Case No.U 15404-R
2009 PSCR plan in Case No. U 15664, 2009 PSCR reconciliation
in Case No.U 15664-R, 2010 PSCR plan in Case No.U 16034,
2011 PSCR plan in Case No. U 16424 and renewabl e energy plan
in Case No. U 15812.

What is the purpose of your testinony in this proceedi ng?
The purpose of ny testinmony is to: (i) describe the
operation of the Conpany's generating wunits and the
obtaining of fuel and purchased power during 2010; (ii) to
conpare projected power supply costs for the 2010 PSCR Pl an
year with the actual costs experienced that year; (iii) the
reconciliation of 2010 cal endar year power supply revenues
recorded, whether recovered in base rates or in PSCR
factors, with the booked cost of power supply; and (iv) the
true-up of the 2009 power supply reconciliation anounts.

In the 2008 PSCR plan case, the Conpany was ordered to
di scuss the actions it took, the costs incurred, and the
reasonabl eness and prudence of its actions in connection
with the offering for sale of capacity into the PIM capacity
auction. Did the Conpany participate in the PJM capacity

aucti on?
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MPSC U- 16034-R 4 Thomas P. Lorden

Yes. In May 2009, the Conpany participated in the 2012-2013
pl anni ng year capacity auction. Zion Energy LLC (“Zion”)
capacity of 159 MWV did not clear the PJM auction. The
Conmpany al so participated in the First Energy/PJM 2012-2013
pl anni ng year capacity auction in March, 2010. Al of the
Zion capacity which totals 157 MV cleared the auction at a
price of $20.46/ MN day.

Does the Conpany believe it is reasonable and prudent to
sell this capacity into the First Energy/PJM capacity
auction?

Yes.

Were the Conpany’s decisions in entering into the PPA with
Zi on reasonabl e and prudent?

Yes, based upon the circunstances that existed at the tine
such deci sions were made. In fact, the long-term PPA with
Zion was found to be reasonabl e and prudent and the capacity
charges incurred were approved by the MPSC in its March 12,
2003 Order in Case No. U 13266

Has the capacity from the Zion PPA been included in the 5-
year forecasts filed as part of the Conpany’s annual PSCR
Pl an cases?

Yes. The capacity fromthe Zion PPA was included in the 5-
year forecasts filed as part of the Conpany’s annual PSCR
Pl an cases starting with the 2003 PSCR Pl an case.
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MPSC U- 16034-R 5 Thomas P. Lorden

Does the fact that the Zion firm capacity has been bid into
the PIJM market support the position that recovery of the
costs incurred should be disall owed?

No. These circunstances do not detract fromthe fact that,
as the Comm ssion previously found, the decision to enter
into the PPA with Zion Energy LLC was reasonable and
prudent . The fact that the Elm Road Generating Station
(ERGS) comrenced commercial operation in 2010 does not
change t he reasonabl eness of the decisions to enter into the
PPAs with Zion. In fact, the length of the initial term of
the PPAs wth Zion <coincided wth the anticipated
comencenent of operations of ERGS. Thus, the PPA for Zion
Unit 3 expired in 2008 and was not renewed. Under the PPAs,
existing capacity commtnments will be further reduced by
2013. Furthernore, the current capacity situation is not
due to any unreasonable planning with respect to Zion, but
is nore due to unanticipated intervening events such as the
reducti on in required mnimum reserve margins and
requirenents to secure additional renewable energy. The
Conpany has reasonably and prudently sought to sell capacity
from the Zion PPA since 2008. The efforts to sell such
capacity do not detract fromthe reasonabl eness and prudence
of the 2002 decisions to enter into the PPA with Z on.

Al so, customers benefit from such sales as the revenues are
of f set agai nst PSCR costs.

Has the capacity fromthe ERGS1 and ERGS2 al so been i ncl uded
in the 5-year forecast filed as part of the Conpany’s annual
PSCR Pl an cases?
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MPSC U- 16034-R 6 Thomas P. Lorden

Yes. The Conpany has included the capacity from ERGS No. 1
inits 5-year forecast starting with the 2004 PSCR Pl an case
and the capacity from ERGS No. 2 starting with the 2006 PSCR

Pl an case. In none of these PSCR plan cases did the
Comm ssion state that either the cost of the ERGS1, ERGS2 or
Zion PPA were costs that the Commssion would likely

disallowin a future case.
Are you sponsoring any exhibits in connection wth your

testi mony?

Yes, | am sponsoring Exhibit A-1 (TPL-1) containing severa

schedules, which set forth the Conmpany’s 2010 PSCR
reconciliation.

Was Exhibit A1 (TPL-1) prepared by you or under your
di rection and supervi sion?

Yes, it was.

Did any of Wsconsin Electric's generating units experience
out ages during 2010 that |asted nore than 90 days?

Yes. Cak Creek Unit 5 outage was planned for 56 days and
conpleted in 125 days. The purpose of the planned outage
was to perform extensive routine maintenance on the unit.
The work perfornmed during the outage included: replacing the
turbine gland packing, inspecting and repairing intercept
val ves and the precipitator, replacing the boiler division

wall, induced draft fan and forced draft fan, variable
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MPSC U- 16034-R 7 Thomas P. Lorden

frequency drive and inspecting and repairing the de-aerating
feed tank. During the outage a failed hydrogen seal was
detected as part of the routinely schedul ed i nspection. The
outage was extended in order to repair a failed hydrogen
seal on the high speed generator, which also required
cl eani ng t he gener at or st at or and r ot or of oi |
contami nation. The planned outage was extended 49 days due
to repairing the hydrogen seal.

Cak Creek Unit 8 outage was planned for 56 days and was
conpleted in 93 days. The purpose of the planned outage was
to inspect and repair the precipitator and green coal silo,
overhaul the mll, re-tube the condenser and open the
generator and turbine to conduct inspections. The work
performed during the outage included a turbine supervisory
i nstrument ati on upgrade and replacenment of the induced draft
fan and variable frequency drive. The need to replace the
turbi ne buckets was detected as a result of a scheduled
i nspection. It is not unconmmon for buckets to wear out and
t hese buckets had reached end of Ilife. The outage was
extended three weeks in order to manufacture and repl ace the
turbine’s first and eighth buckets. Alignment and extended

oil flush added an additional week.
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MPSC U- 16034-R 8 Thomas P. Lorden

Valley Unit 1 outage was planned for 70 days and was
conpleted in 98 days. The purpose of the planned outage
was to perform extensive routine maintenance on the wunit.
The work performed during the outage included: renoving and
replacing the high tenperature superheater and backpass
sidewalls in boilers one and two, renoving and replacing
baghouse bags for both boilers, an ovation control upgrade
in the control room installation of the variable frequency
drive controls on the nunber two boiler frequency drive fan,
replacing the unit one 138kV oil circuit breaker, replacing
| oner waterwall header tube bends on both boilers, replacing
the turbine crossover pipe, conpleting a turbine control
val ve overhaul and conpleting two mll overhauls. Duri ng
the planned outage, Power Operations determned that the
unit would have been placed on reserve shutdown once the
ori ginal outage was conpl eted, and that extending the outage
woul d not have adverse fuel cost inpacts. The power plant
staff identified overtinme cost and contractor expense
savings that could be realized by extending the outage, and
deci ded to extend the outage to conplete the work identified

above.



N

g b~ W

10

11

12

13

14

15

16

17

18

19

20

21

22

MPSC U- 16034-R 9 Thomas P. Lorden

Were any of these outages caused or prolonged by the
Conmpany’s negligence or by unreasonable or inprudent
managenent ?

No, they were not. The work was required to maintain the
units in, or repair the units to, good working condition.
The work performed was consistent wth good quality
practices, and was perfornmed in a diligent manner.

During 2010, were there any firm purchases that involved
capacity charges in excess of six nonths in duration that
were not previously approved by the Comm ssion?

No, the Conpany had three firm purchase power contracts and
vari ous renewable energy contracts in place during 2010,
whi ch involved capacity charges in excess of six nonths.
The capacity charges for all of +these contracts were
previ ously approved by the Conm ssion.

Did the Conpany include the cost associated with its risk
managenent plans as part of the reconciliation?

Yes. As a result of the revisions to the Wsconsin
Adm ni strative Code (ch. PSC 116, Electric fuel rules),
utilities in Wsconsin are authorized to include the costs
of fuel price risk managenent hedging tools in their fuel

costs, provided the Public Service Conm ssion of Wsconsin
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MPSC U- 16034-R 10 Thomas P. Lorden

(“PSCW) has approved the plan. On Decenber 28, 2008, the
PSCW issued a Final Decision in Docket No. 6630-G~- 130
approving the Conpany’s Integrated R sk Managenment Plan for
El ectric Energy through Decenber 31, 2010.

What is the purpose of the Conmpany’s gas risk nanagenent
pl an?

The purpose of the gas risk managenent plan is to mtigate
and protect against natural gas price volatility. The cost
of the risk managenent hedging program is equivalent to an
i nsurance prem um agai nst price spikes. Premiuns are paid
to insure against the occurrence of a damagi ng event.

Gven the recent and continued price volatility, and
concerns about storage and supply/demand inbal ances, it is
important to protect custoners from price sw ngs. Wi | e
managing gas price risk does not equate to guaranteed
savings, financially settled hedging can act I|ike insurance
and is a proper and prudent action when a negative
consequence event such as a price spike is likely to occur.
Were gas risk managenent costs included in previous PSCR
reconciliation cases?

Yes, the 2003 PSCR reconciliation Case No.U 13556-R, the

2004 PSCR reconciliation Case No.U 13907-R, the 2005 PSCR
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reconciliation Case No. U- 14264- R, t he 2006 PSCR
reconciliation Case No. U- 14707- R, t he 2007 PSCR
reconciliation Case No. U- 15007- R, t he 2008 PSCR
reconciliation Case No.U 15404-R and the 2009 PSCR
reconciliation Case No.U 15664-R all included gas risk
managenment costs.

Wat is the anmount of the gas risk managenent transaction
costs included in the 2010 PSCR reconciliation?

The gas risk managenent transaction costs for 2010 anounted
to $940,857. The Conpany's hedgi ng of gas costs was done on
a reasonabl e and prudent basis in accordance with the PSCW
order approved in Docket No. 6630- G- 130.

Wat is the purpose of the Conmpany’s coal transportation
surcharge ri sk managenent plan?

The purpose of the coal transportation surcharge risk
managenent plan is to hedge price increases in rai
transportation costs through the use of heating oil futures
whi ch have a strong correlation to diesel fuel prices, and
crude oil futures. When diesel fuel prices rise, the
Surface Transportation Board allows railroads to apply a

fuel surcharge to their tariffs, thereby passing on the
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MPSC U- 16034-R 12 Thomas P. Lorden

increased cost to the wutilities which increases the
utilities’ delivered cost of coal.

When did the Conpany begin to hedge the coal transportation
sur char ge?

The Conpany began hedging the coal transportation surcharge
in February 2008 for May 2008 coal deliveries.

How are the hedging costs for the coal transportation
surcharge accounted for?

The hedging costs are treated as a coal transportation cost

and are expensed as the coal is consuned. For 2010, fuel

expense included the |ower cost of coal which amobunted to a
benefit of $269,842 along wth transaction costs of

$631, 342.

Were coal transportation surcharges hedging costs included
in previous PSCR reconciliation cases?

Yes, the 2008 and 2009 PSCR reconciliations. The Conpany's
hedging of coal transportation <costs was done on a
reasonabl e and prudent basis in accordance with the PSCW
order approved in Docket No. 6630- G- 130.

Wat is the purpose of the Conpany’'s electric risk

managenent pl an?
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MPSC U- 16034-R 13 Thomas P. Lorden

The purpose of the Conpany’s electric risk managenent plan
is to hedge electric price risk exposure through the use of
financial swaps, virtual generation offers, virtual |oad
bids and financial transaction rights auctions.

Did the Conpany have any electric hedge transactions during
20107

Yes. Electric hedge transactions are used to address narket
uncertainties and hedge cost risk in the M SO market. These
transactions are considered on a daily basis as part of the
pl anni ng process, and are inplenented on a regular basis

The majority of the transactions were inplenented in order
to represent uncertain generation in the Day Ahead narket,
such as the start up and shutdown energy associated with a
generator expected to cycle on and off line during the day.
O her transactions were inplenented in order to reduce
exposure to congestion costs between Conpany generators and
the Conpany’s load. A nunber of bilateral and NYMEX Future
transactions were executed in accordance with the Conpany’s
Electric R sk Mnagenent Plan in order to reduce the
Conmpany’ s exposure to nmarket price uncertainty.

VWat is the amount of the electric risk nanagenent

transaction costs included in the 2010 PSCR reconciliation?
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MPSC U- 16034-R 14 Thomas P. Lorden

The electric risk managenent transaction costs for 2010
amounted to $7,789. The Conpany's hedging of electric costs
was done on a reasonable and prudent basis in accordance
with the PSCW order approved in Docket No. 6630- G- 130.

Pl ease descri be Schedule 1 of Exhibit A-1 (TPL-1).

Schedule 1 conpares: (i) actual PSCR costs; wth (ii)
proj ected power supply costs as approved in the 2010 PSCR
Pl an Case, Case No. U 16034. For conparison purposes, the
2010 PSCR plan M SO mekewhol e revenue is identified under
purchases and ancillary revenue is identified under
opportunity sal es. Al so, these PSCR costs do not include
fuel handling and ash di sposal.

Pl ease sumuarize the prinmary reasons for the cost variance
between the 2010 PSCR plan and the 2010 actual costs
i ncurred.

The primary reasons for cost increases from the 2010 PSCR
Plan are (1) A decrease in opportunity sales volune, (2)
i ncreased purchased power volunes as replacenment for wnd
and hydro generation, (3) an increase in cost of gas and oil
ri sk managenent associated with generation and purchased
power and (4) a slight increase related to cost of

transm ssi on. Additionally, the six primary reasons for
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cost decreases from the 2010 PSCR Plan are (1) a reduction
in purchased power volunes for sale to retail custoners, (2)
a reduction in purchased power capacity cost, (3) reduced
WUMS congestion and | osses, (4) increase in PIMrevenue, (5)
a decrease in cost for generation and purchased power, and
(6) a decrease in volune of coal generation. The inpact of

t hese cost variances are sunmmari zed bel ow

Reason ($mllion)
Opportunity Sal es $ 130.0
W nd & Hydro Repl acenment Power $ 9.1
Ri sk Managenent (Gas & Coal Trans) $ 8.3
Transm ssi on $ 2.3
Retail Sales — Marginal Price $ (1.1)
Pur chased Power — Capacity $ (1.2
WUMS congestion & Losses $ (1.5)
Pur chases — PJM $ (1.5)
Price (Generation & Purchases) $ (17.8)
Vol une (Generation & Purchases) $ (37.5)

Tot al $ 89.1

Wiy have PSCR costs decreased due to price from the 2010

PSCR pl an?
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Net price decreases were primarily due to |ower natural gas
prices. The net decrease due to price ampunted to $17.8
mllion.

Wiy have PSCR costs decreased due to vol une?

Lower output from steam and gas-fired generation (due in
part to outages) was partially offset by an increase in
pur chases from FPL (Poi nt Beach), wi nd and hydro repl acenent
purchases and purchases from the M SO energy narket. The
net decrease due to volune amounted to $37.5 million.

What was the amount of the net benefit/cost of the gas risk
managenment program during 20107

The gas risk nmanagenent net benefit/cost anmount is
consi dered a conponent of the cost of gas which is charged
to various power plants and power purchases. During the
hedgi ng horizon for 2010, the Conpany was hedgi ng gas costs
in a declining market. This resulted in sone hedges being

at a higher price than the nonth's NYMEX settle; this higher

cost of gas which anpbunted to $7.1 million, along wth
transaction cost of the options and futures of $1.0 mllion
was included in the cost of gas for a total of $8.0 mllion

which partially offset the | ower cost fromgas prices.
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Has the Conpany included all M SO charges and paynents for
20107

Yes.

Were M SO charges and credits previously approved in PSCR
reconciliation cases?

Yes. The MPSC approved M SO charges and credits in the
Conmpany’s 2008 PSCR reconciliation, Case No.U 15404-R

Did natural gas prices decrease fromthe anmount included in
the 2010 PSCR pl an?

Yes. The decrease in natural gas prices fromthe 2010 PSCR
pl an anpbunted to $52.0 mllion in decreased costs.

Did the Conpany experience any excess coal inventory during
t he year?

During 2010, the Conpany continued to utilize additional
storage space that had been contracted for in 2009 in
response to reduced demand on the system

Has the cost of coal increased fromthe amount projected in
t he 2010 PSCR pl an?

Yes. The average cost of coal consuned at the Conpany’s
plants increased from $24.03 per MW in the 2010 Plan to

$24.83 per MW or $72.6 mllion.
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MPSC U- 16034-R 18 Thomas P. Lorden

Did the anobunt of opportunity sales volunmes decrease from
t he amount estimated in the 2010 PSCR pl an?

Yes. Opportunity sales volunes decreased significantly due
to participation in the M SO energy narket. This resulted
in a decrease in opportunity sales revenue of $130 million
whi ch increases PSCR costs.

Was there an increase in network transm ssion charges?

Yes. The Anerican Transm ssion Conpany LLC (“ATC') provided
its custoners with an updated budget after the 2010 PSCR
plan was filed. The increase in network transm ssion costs
from the amount included in the 2010 PSCR plan anmounted to
$2.0 million.

Pl ease explain “Renewable Energy - Act 295" as shown on
Exhibit A-1 (TPL-1), Schedule 1.

“Renewabl e Energy — Act 295" refers to the new renewabl es
Wsconsin Electric is acquiring to neets its obligation
(subject to the statutory <cap on renewable energy
surcharges) under the M chigan RPS. Only the increnental
cost (i.e., above the transfer price) of these renewabl es
is recoverable through the renewabl e energy surcharge. The
transfer price of $50.05 per MM was established as part of

Wsconsin Electric’'s renewable energy plan in Case No. U
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15812. For Wsconsin Electric to recover the full cost of
t hese renewabl es reasonably and prudently obtained to neet
the Mchigan RPS, Wsconsin Electric must recover both the
transfer price portion of the costs through its PSCR
mechani sm and the increnmental costs through the renewabl e
ener gy surcharge.

Please explain “Wnd & Hydro Repl. Power” as shown on
Exhibit A-1 (TPL-1), Schedule 1.

The July 1, 2010 Order in Case No. U 15981 renoved the cost
(e.g., depreciation, return on investnment, O&M etc.) of
hydro and wnd generation facilities from base rates.
Consistent with the exclusion of these costs from M chi gan
base rates, the Conpany began, effective July 1, 2010, by
renoving the wind and hydro generation from the cal cul ation
of its PSCR costs for Mchigan and replacing it wth
purchased power, the <cost of which was calculated by
mul ti plying the excluded generation tinmes the M SO energy
price on an hourly basis.

What is the cost related to the hydro and w nd repl acenent

power cost in 20107
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A

The hydro and w nd replacenment power cost for 2010 is
$9, 089,862 or an average of $27.71/ MW on a systemw de
basi s.

Pl ease explain further the variations of actual power supply
and costs fromthe 2010 PSCR Pl an projections.

As shown on Exhibit A-1 (TPL-1) Schedule 1, the actual net
system output was up 451,511 MMs or 1.5% from the 2010
pl an. The actual total fossil steam generation was |ower
than projected due in part to outages at Elm Road unit 1.
The Port Washi ngton generating station was down 541, 151 MMs
and ot her conbustion turbine generation during the year was
up 70,300 MMs due to M SO di spat chi ng. The average cost
per MM was | ower than projected due to | ower than projected
natural gas costs but was partially offset by higher than
proj ected risk managenent costs. Conpared to the PSCR pl an,
the output fromthe Conpany’s hydro units was up 41, 193 MMs
or 16% Generation fromw nd was down 155,186 MMs or 32%
Purchased energy was up 1,412,326 MMs or 14%  Opportunity
sal es revenues were 75% | ower than projected. Transm ssion
costs were up 1.0% fromthe projected anmount. In total, the

average net system power supply cost of $42.23/ MM in 2010
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was 5.9% higher than the average net system power supply
cost projected in the approved 2010 PSCR pl an of $39. 87/ M.
The 2010 PSCR costs are stated on an average $/ MM system
wi de basis and derived from dividing the total system cost
of $1,272,899,613 by the net system requirenents of
30, 145,177 MM, resulting in an average power supply cost of
$42. 23 per MM at the transm ssion |level. Because this cost
is applied to actual sales at the customer Ilevel, the
average cost nust be nultiplied by the 1.04 |oss factor used
in setting the PSCR conponent of base rates to accurately
recover the costs incurred fromthe custoners.

Pl ease describe the WS Socialized congestion and | osses

that are included in the 2010 PSCR Costs.

The cost associated with the Wsconsin Upper M chigan System

(“WUMS”) socialized congestion and |osses are the result of

the Agreenent of the WUMS Load Serving Entities (“LSE’) on

Aggregation and Equitable Allocation of Certain Costs

(“Agreenent”) after M SO Day 2.

What is the purpose of this Agreement on socialization of

transm ssi on congestion and | osses?

The Agreenment is intended and designed to nmaintain the

soci alization of certain costs resulting fromthe transfer of
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the WUMS LSEs transmi ssion systems to ATC and the initial
operation of the conbined ATC transm ssion system by M SO
The Agreenent encourages the construction of transm ssion
facilities that wll reduce transm ssion congestion and
| osses nost effectively within WM as a whole. The
Agreenment is effective during the first five years of
operation of the M SO Day 2 energy market. The Agreenent was
approved by the PSCWon May 5, 2006 in Docket No. 05-DR-106.
Wiy did the cost of WJMS socialized congestion and | osses
decrease by $1.5 million fromthe 2010 PSCR pl an?
The decrease in WIM5 costs of $1.5 mllion was due to the
2010 Plan estimate which was based on prior period actual
costs. The WUMS agreenent expired on April 30, 2010.
Were these changes in costs the result of revisions to the
basi s of econom c dispatch underlying the PSCR Pl an case?
No. These changes in actual costs from the previous
proj ections were not the result of revisions to the economc
di spatch strategies in the PSCR plan, but in response to the
ci rcunstances that actually devel oped during the PSCR plan
year, i ncl udi ng t he r at e- maki ng deci si ons in t he

Comm ssion’s July 1, 2010 Oder in Case No. U 15981.
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Were the changes in actual costs the result of unreasonable
or inprudent managenent action or decision?

The changes in actual costs from the projections shown on
Exhibit A-1 (TPL-1), Schedule 1 were not the result of any

unr easonabl e or inprudent managenent action or deci sion.

Wul d you please describe what revenues and costs are
included in your reconciliation in Exhibit A1 (TPL-1),
Schedul e 2?

The 2010 power supply revenues recorded in the Conpany's
cal endar nonths of January 2010 through Decenber 2010 are
being reconciled with power supply costs for the cal endar
cost nonths January 2010 t hrough Decenber 2010.

Has the reconciliation for 2010 in Exhibit A1 (TPL-1),
Schedule 2 been prepared in a manner consistent with the
2009 PSCR reconciliation in Case No. U 15664- R?

Yes.

Do the costs included in this reconciliation include any
costs attributable to capital investnents to transport fuel
to or relocate fuel at the Conpany's facilities, or any
costs associated wth wunloading and handling expenses
incurred after receipt of fuel by the utility?

No. There was no capital investnent costs included in the

cal cul ation of the 2010 power supply costs being reconcil ed.
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Nor are any Conpany unloading costs or Conpany costs for
handling the fuel included. Coal is delivered at a
M | waukee dock and then the Conpany pays third parties to
transfer that coal to both the Valley Power Plant and
M | waukee County Power Plant. Since the Valley Power Pl ant
does not have rail facilities, all coal nust be delivered by
boat . In addition, the size of the river channel restricts
the size of the vessels that may be used for delivery. The
Conmpany treats the vessel reloading costs, paid to a firm
contracted to do the loading, and the transfer vessel costs
as part of the freight costs. The M | waukee County Power
Pl ant does not have rail facilities; therefore all coal nust
be delivered by truck. The trucking costs are included as
part of the freight costs. No Conpany | abor or expenses are
i ncluded. The transshi pping costs are expensed as the coal
i s burned. This is consistent with how these costs have
been treated in prior PSCR proceedi ngs.

Did the Conpany purchase any fuel or fuel transportation
services froman affiliated conpany?

Yes. W sconsin Electric purchased |ocal gas distribution
services from Wsconsin Electric Gas Operations (“VEGD).
VWEQRO i ncl udes the fornmer gas operations of Wsconsin Natural
Gas Conpany. Ef fective January 1, 1996, Wsconsin Natural

Gas Conpany was nerged into Wsconsin Electric. The gas
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purchased is wused for flanme stabilization and ignition
purposes at the Oak Creek Power Plant and the Pleasant
Prairie Power Plant. Gas distribution service is provided
at tariffs authorized by the PSCW Wsconsin Electric al so
purchased natural gas from Wsconsin Gas LLC (“WG).
Effective January 1, 2000, Wsconsin Electric purchased
W COR Industries, which included the Wsconsin Gas Conpany
subsi di ary. The gas purchased from WG is used at Vall ey,
Port Washi ngton and M | waukee County power plants. Nat ur a
gas from W5 is purchased at tariffs authorized by the PSCW
Nat ural gas, including gas purchased from and/ or transported
by WEGDO and WG contributed 12.5% to Wsconsin Electric’s
net generation in 2010.

Were such purchases less costly than fuel of requisite
quality available at or about the same time from other
suppl i ers?

Yes.

During 2010, did the Conpany buyout any power purchase
agr eenent s?

No.

Did the Conpany purchase any test/spot narket coal during
the period under reconciliation?

Yes. The Conpany purchased approxi mately 9,800 tons of coal

for testing at the Valley power plant.
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Did the Conpany incur any penalties, which were included in
t he power supply costs for this reconciliation period?

The Conpany accrued |iquidated damages charges anounting to
$1, 855,300 for not nmeeting contract m ni mumtonnages for the
rail transportation and dock services contracts for
bitum nous coal wused at its Presque Isle, Valley and
M | waukee County power plants. Paynment of these costs was
less than the alternative of offering the units into the
M SO market at a discount to increase consunption so that
additional coal could be purchased, transported and shi pped
to nmeet the contract m ninuns. These costs were added to
coal inventory costs and are expensed at the average
wei ghted cost of coal as it is consuned. The entire accrued
cost was not expensed in 2010.

Wiy did the Conpany enter into contracts wth mninum

tonnage requirenments and |i qui dated danages provi sions?

M ni mum tonnages and |iquidated damages provisions are
st andard i ndustry practice in | arger vol ume rai
transportation and dock services contracts. Rai

transportation and dock services conpanies sell capacity on
their systens. The quid pro qou for assuring/reserving
capacity to accommodate relatively |arge vol une requirenents
is to pay for sane, either through the form of

capacity/space reservation charges or m ni mum  vol une
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provi si ons. M ni mum volunme commtnents (i.e. contract
m nimuns) are not only a standard practice to assure space
availability but may provide incentives for transport and
dock suppliers to provide lower rates for |arger volune
conmi t nent s.

The rail transportation agreenent for Colorado coal was
signed in 2008, the MERC dock services agreenent was signed
in 2004 and the KCBX dock services agreenent was signed in
2005. The m nimum tonnages agreed to in these agreenents
were well below historical volunmes and forecasted need.
Subsequent to the execution of these contracts, the econony
collapsed at the end of 2008. This resulted in a
significant reduction in bitum nous coal consunption in 2009
and 2010. As a result, the Conpany purchased and shi pped
| ess bitum nous coal in 2010, and the rail and dock contract
m ni mum quantities were not net.

Qur historical annual bitum nous coal consunption at Presque
Isle, Valley and M| waukee County power plants is shown
Exhibit A-1 (TPL-1) Schedul e 4, page 2.

The significant down turn in the econony could not have been
foreseen at the tine the contracts were signed and paying
i qui dated damages was nore cost effective than purchasing
and shipping coal that was not needed. Therefore the

charges were reasonabl e and prudent incurred.
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Does the calculation of power supply costs include any
denurrage charges or credits?

No. For 2010, power supply costs were adjusted to elimnate
bot h charges and credits associated with denurrage anounting
to $-12,686 under the terms of a rail contract for the
Pl easant Prairie power plant.

Have you prepared an exhibit that reconciles the power
supply costs with the power supply revenues for 20107

Yes. Exhibit A-1 (TPL-1), Schedule 2 shows the nonthly over
or underrecovery of power suppl y costs for t he
reconciliation period. This exhibit shows the net under
recovery of $6,186,377 of power supply costs for the
reconciliation period.

Have you prepared additional Schedules to support the
anmounts shown on Exhibit A-1 (TPL-1) Schedul e 2?

Yes | have. Exhibit A-1 (TPL-1), Schedule 3, page 1 of 2,
shows the calendar nonth sales associated wth M chigan
retail and whol esal e custoners and then renoves those sal es,
which are not subject to the PSCR factors. Sal es not
subject to the PSCR factors are (i) wholesale sales; (ii)
retail special contract sales to the Wite Pine mne and
(i11) renewabl e energy to custoners on the Conpany’s “Energy

For Tonorrow’ program
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Exhibit A1 (TPL-1), Schedule 3, page 2 of 2, shows the
monthly total System Costs for Recovery and the associated
total Net System Requirenents. The Total System Costs and
Net System Requirenents are used to develop the nonthly
average cost per MW as adjusted for |ine |osses. The
mont hly average cost per MM is utilized in Exhibit A1
(TPL-1), Schedule 2 to calculate the costs attributable to
t he sal es.

Were the costs of power supply incurred through reasonable
and prudent actions on the part of the Conpany?

Al 2010 power supply costs were incurred through reasonabl e
and prudent actions on the Conpany's part.

Pl ease explain the accounting nmethod to determ ne coal costs
and how the nonthly expense anount is determ ned.

Coal costs are accounted for through the fuel inventory
account . | nventories are maintained for each plant. Coal
is recorded at the contract price, with adjustnents to the
invoiced price and for price adjustnents. I nvoi ces are
reviewed for conformance to contract prices and are approved
by the Conpany’s Wol esal e Energy & Fuels Departnent, which
al so provides estimates of the price adjustnents. Price
adj ustnment estimates are updated routinely to reflect the
nost current estimates. | nvoi ces for price adjustnment are

reviewed for conformance to terns and conditions set forth
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in the price adjustnent provisions of the contracts and are
then approved by the Wol esale Energy & Fuels Departnent
Differences between actual price adjustnents and the
accruals are accounted for as inventory adjustnents. The
quantity of coal renoved from inventory and burned is
furnished by the Conpany’s Fossil Operations Departnent as
determ ned by coal scale records. Coal is renoved from
inventory at the average inventory cost. This accounting
treatment has been applied consistently by the Conpany.

Have you prepared an exhibit showng the cost per mllion
BTU of coal as projected in the Power Supply Cost Recovery
Pl an and the actual costs incurred?

Yes, | have prepared Exhibit A-1 (TPL-1), Schedule 4, which
shows the annual projected and actual cost per mllion
BTU(“$/ MBTU') for the various power plants using coal as
fuel. The actual rate in $/ MBTU for two of the plants was
slightly above the rate projected in the 2010 plan for two
pl ant s.

How are other fossil fuels accounted for?

Ol inventories are maintained in a manner simlar to that
described for coal. Invoices for purchases are revi ewed and
approved by the Conpany’s Wolesale Energy & Fuels
Depart nent . I nventory disbursenents are at the average

inventory price. Natural gas consunption is based on
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monthly neter readings. Wen the Conpany nekes use of the
natural gas transportation service, it nust nomnate the
anount of gas to be taken. Wen the usage is |less than the
nom nation, an undertake credit is given and when the usage
is nmore than the nom nation an overtake charge is applied.
How did you calculate interest on the over/under collection
of PSCR costs?

| calculated interest on the average of the beginning and
end of nonth overcollection or undercollection balances for
each nonth. The interest on an under-recovery of power
supply costs was calculated at the average short term
borrowing rate available to the Conpany. | nterest on any
over-recovery balance would be calculated at the Conpany's
authorized rate of return on comon stock equity, which is
greater than the average short termborrowi ng rate avail abl e
to the Conpany. Exhibit A-1 (TPL-1), Schedule 5, page 1 of
3, shows the calculation of the interest on the nonthly
accunul ated bal ances through Decenber 2010. The anount of
interest for 2010 is $7, 526.

Has the Company included a true-up of the 2009
reconciliation?

Yes. The Conpany included a revised under-recovered anount
of $1,925,402 for its 2009 PSCR reconciliation, in Case No.
U 15664- R Exhibit A-1 (TPL-1), Schedule 5, page 2 of 3
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shows the anpbunt collected during the 2010 period of
$1, 600, 499, resulting in an under recovered principal anount
of $324, 903.

What is the total under recovered anount including the 2009
reconciliation true-up amount and interest, experienced by
W sconsin Electric for the 2010 reconciliation period?
Exhibit A-1 (TPL-1), Schedule 5, page 3 of 3 shows the total
reconciliation under-recovery of $6, 520, 819.

How does the Conpany propose to recover the net under-
recovery for 2010 and the under-recovery for 2009 true-up?
Pursuant to the nethodol ogy authorized by the Comm ssion in
its August 21, 2007 Order in Case No. U 14707-R, Wsconsin
Electric wll roll the under-recovery into its 2011 PSCR
reconciliation case. Wsconsin Electric filed its 2011 PSCR
Pl an Septenber 30, 2010 in Case No. U 16424. |In that filing,
W sconsin Electric requested approval of a roll-in surcharge
of $.00233 per kWh reflecting an estimated $5, 334, 773 under -
recovery of 2010 power supply costs and $496,010 under-
recovery of the 2009 reconciliation true-up. This roll-in
collects the estimated 2010 under-recovery anmount from the
PSCR custoners through their 2011 electric billings.

VWhat is Wsconsin Electric requesting the Conmssion to

approve in this PSCR reconciliation filing?
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W sconsin Electric is requesting the Conmm ssion to approve
the reconciliation of its 12-nmonth power supply costs, and
interest for 2010, and determ ne that the power supply costs
as presented in this reconciliation filing were reasonably
and prudently incurred. Wsconsin Electric is also
requesting authorization to roll-in the actual total under-
recovered anount, including interest, of $6,520,819 into its
2011 PSCR reconciliation case.

Does this conplete your testinony?

Yes, it does.

18, 945, 896. 1\ 130071- 00034
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation
Approved and Actual Power Supply Costs 2010
| PSCR Plan 2010 - Approved | | PSCR 2010 - Actual | Change from Approved

Cost Generation Cost Cost Generation Cost Cost Generation Cost
Electric Utility: ($) MWH $/MWH ($) MWH $/MWH ©) MWH $/MWH
Valley 43,460,601 793,273 54.79 46,809,995 779,587 60.04 3,349,394 (13,686) 5.26
Oak Creek 127,801,010 5,274,649 24.23 119,526,162 4,774,638 25.03 (8,274,848) (500,011) 0.80
Elm Road 91,724,116 3,777,159 24.28 34,856,549 1,210,846 28.79 (56,867,567) (2,566,313) 4.50
Pleasant Prairie 140,435,911 7,613,894 18.44 132,818,002 7,147,751 18.58 (7,617,909) (466,143) 0.14
Edgewater 5 13,520,520 526,296 25.69 13,948,420 620,088 22.49 427,900 93,792 (3.20)
Milw. County 1,922,130 35,702 53.84 2,845,043 25,717 110.63 922,913 (9,985) 56.79
Presque Isle 74,797,434 2,522,285 29.65 70,218,144 2,397,652 29.29 (4,579,290) (124,633) (0.37)
Total Steam 493,661,722 20,543,258 24.03 421,022,315 16,956,279 24.83 (72,639,407) (3,586,979) 0.80
Port Washington 150,187,032 3,194,599 47.01 114,419,245 2,652,448 43.14 (35,767,787) (542,151) (3.88)
Germantown 549,397 6,972 78.80 1,274,278 9,139 139.43 724,881 2,167 60.63
Concord 778,227 2,141 363.49 4,049,360 45,979 88.07 3,271,133 43,838 (275.42)
Paris 334,798 462 724.67 2,438,989 28,529 85.49 2,104,191 28,067 (639.18)
Valley - Unit 3 - - 14,286 3,772 14,286 (3,772) -
Total Turbine 151,849,454 3,204,174 47.39 122,196,158 2,732,323 44,72 (29,653,296) (471,851) (2.67)
Hydro 260,429 118,056 - (142,373)
Wind - 482,066 - 141108 340,868
Total Fuel 645,511,176 24,489,927 26.36 543,218,473 19,947,856 27.23 (102,292,703) (4,542,071) 0.87
LS Power 41,648,763 927,394 44.91 26,401,168 646,014 40.87 (15,247,595) (281,380) (4.04)
Zion 627,439 7,836 80.07 4,658,303 72,081 64.63 4,030,864 64,245 (15.45)
Elgin - - (212) - (212) -
Marquette Board of Power & Light - - 89,353 2,559 34.92 89,353 2,559
FPL (Point Beach) 356,411,219 8,232,192 43.29 369,490,241 8,719,623 42.37 13,079,022 487,431 (0.92)
Surplus Power 505,787 9,317 54.29 505,787 9,317 54.29
Renewable Energy - Other 20,309,754 201,835 100.63 15,323,144 191,712 79.93 (4,986,610) (10,123) (20.70)
Act 295 - Renewable Energy Plan 7,848,290 156,809 50.05 5,761,440 115,114 50.05 (2,086,850) (41,695) (0.00)
Special Contract - Incremental Load (1,053,591) (36,797) 28.63 (1,053,591) (36,797)
Wind & Hydro Repl. Power - - 9,089,862 328,035 27.71 9,089,862 328,035
Subtotal Purchases 426,845,465 9,526,066 4481 430,265,495 10,047,658 42.82 3,420,030 521,592 (1.99)
MISO Energy Market 10,572,024 362,738 29.15 81,178,053 1,253,450 64.76 70,606,029 890,712 35.62
PJM Energy Market 780,643 - (759,970) 22 (1,540,613) 22 -
Purchases - Capacity 65,878,393 - 64,662,241 - (1,216,152) -
Total Purchases 504,076,525 9,888,804 50.97 575,345,819 11,301,130 50.91 71,269,294 1,412,326 (0.06)
WUMS Socialized Cost 1,200,000 (288,369) (1,488,369) -
MISO Uplift & Admin. (31,351,920) - (25,570,160) - 5,781,760 -
MISO RSG Makewhole 13,842,638 30,417,958 (16,575,320) -
Fuel & Purchases 1,105,593,143 34,378,731 32.16 1,062,287,805 31,248,986 33.99 (43,305,338) (3,129,745) 1.83
Less: Capacity Sales 6,226,150 6,224,748 (1,402)
Less: Oppty. Sales - Marquette P&L - - - 1,666,785 47,680 34.96 1,666,785 47,680 34.96
Less: Oppty. Sales - Other - - - (509,915) - #DIV/O! (509,915) -
Less: Oppty. Sales - PIM 573,505 7,836 73.19 5,571,125 71,181 78.27 4,997,620 63,345 5.08
Less: Oppty. Sales - MISO 157,127,579 4,677,229 33.59 20,563,464 984,948 20.88 (136,564,115) (3,692,281) (12.72)
Less: ASM Revenue 6,533,912 - 6,903,908 - 369,996 -
Opportunity Sales 170,461,146 4,685,065 36.38 40,420,115 1,103,809 (130,041,031) _ (3,581,256)
Net Output 935,131,997 29,693,666 31.49 1,021,867,690 30,145,177 33.90 86,735,693 451,511 241
Network Transmission 216,106,000 29,693,666 7.28 218,092,628 30,145,177 7.23 1,986,628 (0.05)
Transmission Services 32,572,952 29,693,666 1.10 32,939,295 30,145,177 1.09 366,343 (0.01)
TOTAL System Costs 1,183,810,949 29,693,666 39.87 1,272,899,613 30,145,177 42.23 89,088,664 451,511 2.36
Loss Factor 1.04 1.04 1.04
Total PSCR Costs 41.46 43.91 2.45
Less: PSCR Base (Adjusted for losses) 41.71 42.16
PSCR Factor (adjusted for losses) (0.24) 1.75
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation
Power Supply Cost Over/(Under) Recoveries For The Year 2010
Line
No. DESCRIPTION JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC TOTAL
(kWh) (kWh) (kWh) (kWh) (kWh) (kWh) (kWh) (kwWh) (kwh) (kwh) (kwh) (kWh) (kwh)
1. Billed Sales Subject to PSCR 216,811,000 | 226,566,000 | 238,985,000 | 213,317,000 | 233,505,000 | 208,236,000 | 235,241,000 | 249,424,000 | 234,611,000 | 251,556,000 | 242,108,000 | 257,531,000 2,807,891,000
Power Supply Cost Recovery
Factor Including Losses: ($/kwWh) ($/kWh) ($/kwWh) ($/kwWh) ($/kwWh) ($/kwh) ($/kwh) ($/kwWh) ($/kwh) ($/kwh) ($/kwh) ($/KWh)

2. Base 0.04171 0.04171 0.04171 0.04171 0.04171 0.04171 0.04216 0.04216 0.04216 0.04216 0.04225 0.04225

3. Applied Factor (0.00024) (0.00024) (0.00024) (0.00024) (0.00024) (0.00024) (0.00070) (0.00070) (0.00070) (0.00070) (0.00079) (0.00079)

4. Total 0.04147 0.04147 0.04147 0.04147 0.04147 0.04147 0.04146 0.04146 0.04146 0.04146 0.04146 0.04146

5. Power Supply Cost Factor 0.04298 0.04640 0.04263 0.04083 0.04552 0.04605 0.04757 0.04726 0.04556 0.03880 0.03952 0.04144

Power Supply Revenues: ) ® (&) %) $) $) $) ) (6] %) (%) (%) (%)

6. Base 9,043,187 9,450,068 9,968,064 8,897,452 9,739,494 8,685,524 9,917,761 10,515,716 9,891,200 10,605,601 10,229,063 10,880,685 117,823,815
7. Applied Factor (52,035) (54,376) (57,356) (51,196) (56,041) (49,977) (164,669) (174,597) (164,228) (176,089) (191,265) (203,449) (1,395,278)
8. Total 8,991,152 9,395,692 9,910,708 8,846,256 9,683,453 8,635,547 9,753,092 10,341,119 9,726,972 10,429,512 10,037,798 10,677,236 116,428,537
9. Power Supply Costs 9,318,537 10,512,662 10,187,931 8,709,733 10,629,148 9,589,268 11,190,414 11,787,778 10,688,877 9,760,373 9,568,108 10,672,085 122,614,914
10. Over/(Under) Recovery (327,385)|  (1,116,970) (277,223) 136,523 (945,695) 953,721)]  (1,437,322)|  (1,446,659) (961,905) 669,139 469,690 5,151 (6,186,377)
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation
Michigan Calendar Sales Subject To PSCR For The Year 2010
DESCRIPTION JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC TOTAL
(kwh) (kWh) (kwh) (kwh) (kwh) (kwh) (kwh) (kwWh) (kwWh) (kwh) (kwh) (kwh) (kwWh)
Total Calendar Sales 282,465,000 285,191,000 294,332,000 267,498,000 292,489,000 262,000,000 298,115,000 315,496,000 296,287,000 306,043,000 300,249,000 324,496,000 3,524,661,000
LESS: Wholesale Sales 62,527,000 55,932,000 52,468,000 51,488,000 56,407,000 51,240,000 60,313,000 63,956,000 60,583,000 53,413,000 57,058,000 65,922,000 691,307,000
Total Retail Sales 219,938,000 | 229,259,000 | 241,864,000 | 216,010,000 | 236,082,000 | 210,760,000 | 237,802,000 | 251,540,000 | 235,704,000 | 252,630,000 | 243,191,000 | 258,574,000 | 2,833,354,000
LESS: Special Contract Sales 3,036,000 2,625,000 2,811,000 2,634,000 2,526,000 2,462,000 2,490,000 2,036,000 1,026,000 1,017,000 1,026,000 963,000 24,652,000
Mercury Street Lighting 0 0 0 0 0 0 0 0 0 0 0 0 0
Mercury Area Lighting 0 0 0 0 0 0 0 0 0 0 0 0 0
EFT Renewable Energy 91,000 68,000 68,000 59,000 51,000 62,000 71,000 80,000 67,000 57,000 57,000 80,000 811,000
Sales Subject to 2009 PSCR 216,811,000 | 226,566,000 | 238,985,000 | 213,317,000 | 233,505,000 | 208,236,000 | 235,241,000 | 249,424,000 | 234,611,000 | 251,556,000 | 242,108,000 | 257,531,000 | 2,807,891,000
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation
Power Supply Costs and Net System Requirements For the Year 2010
DESCRIPTION JANUARY | FEBRUARY | MARCH APRIL MAY JUNE JULY AUGUST |SEPTEMBER| OCTOBER | NOVEMBER | DECEMBER TOTAL
I. SYSTEM COSTS FOR RECOVERY %) $) %) $) %) %) $) )] ($) ($) ($) ($) (%)
1. Fossil Fuel 38,149,139 | 32,519,687 | 29,702,614 | 31,310,965 | 32,902,304 | 35,567,512 | 42,525,423 | 39,647,780 | 33,308,080 | 31,319,662 | 35,332,451 | 46,998,772 429,284,389
2. Steam Transfer Credit (1,244,158)|  (1,139,416) (816,336) (567,585) (344,562) (319,560) (278,432) (312,148) (321,239) (307,332) (867,709)|  (1,743,596) (8,262,073)
3. Combustion Turbines 17,533,111 | 18,978,950 | 12,459,501 4,517,786 7,523,879 | 10,717,823 | 14,810,338 | 16,984,366 5,770,708 5,089,210 3,363,114 4,447,371 122,196,157
4. Purchased Power 40,363,258 | 39,214,021 | 39,850,885 | 32,290,743 | 45,777,896 | 48,006,312 | 62,373,440 | 67,636,530 | 46,167,868 | 30,989,387 | 31,547,840 | 34,851,151 519,069,331
5. Transmission - Network 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,386 | 18,174,385 | 18,174,385 | 18,174,385 218,092,629
6.  Opportunity Sales (6,898,491)| (5,274,125)| (3,161,118)| (3,963,901)| (2,161,795)| (1,927,736)| (3,379,590)| (5,283,232)| (2,119,582)| (1,372,564)| (2,638,433)| (2,239,548) (40,420,115)
7. Transmission - Other 2,362,763 2,554,289 2,506,931 2,704,039 2,282,494 3,462,003 3,477,934 3,203,752 2,629,918 2,512,818 2,483,654 2,758,700 32,939,295
Total System Costs
8. for Recovery 108,440,008 | 105,027,792 | 98,716,863 | 84,466,433 | 104,154,602 | 113,680,740 | 137,703,499 | 140,051,434 | 103,610,139 | 86,405,566 | 87,395,302 | 103,247,235 | 1,272,899,613
Il. NET SYSTEM REQUIREMENT (MWH) (MWH) (MWH) (MWH) (MWH) (MWH) (MWH) (MWH) (MWH) (MW H) (MWH) (MWH) (MWH)
9. Fossil Generation 1,543,476 1,141,691 1,093,878 1,330,901 1,336,600 1,528,407 1,735,151 1,592,444 1,310,758 1,246,760 1,353,111 1,743,102 16,956,279
10.  Combustion Turbine 361,028 382,263 272,427 86,185 160,137 256,430 370,356 424,073 142,301 125,584 65,151 86,388 2,732,323
11.  Hydraulic Generation 22,452 24,269 27,022 14,214 10,226 19,873 0 0 0 0 0 0 118,056
12.  Wind Generation 31,904 12,710 17,638 40,041 24,938 13,967 0 0 0 0 0 0 141,198
13.  Purchased Power 885,464 872,973 1,062,173 823,925 933,509 828,324 987,210 1,110,304 977,486 976,750 980,624 862,388 11,301,130
14.  Opportunity Sales (220,750) (80,336) (64,902) (144,295) (86,075) (80,219) (82,370) (45,025) (65,829) (33,435) (99,424) (101,149) (1,103,809)
Total Net System
15. Requirements 2,623,574 2,353,570 2,408,236 2,150,971 2,379,335 2,566,782 3,010,347 3,081,796 2,364,716 2,315,659 2,299,462 2,590,729 30,145,177
16.  Average Cost per MW H($/MWH) 41.33 44.62 40.99 39.26 43.77 44.28 45.74 45.44 43.81 37.31 38.00 39.85 4223
17.  Adjustment for Line Losses 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04 1.04
18.  Power Supply Costs ($/MWH) 42.98 46.40 42.63 40.83 45.52 46.05 4757 47.26 45.56 38.80 39.52 41.44 43.92
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation

Fuel Costs - Coal
For The Year 2010

PROJECTED ACTUAL
POWER PLANT QUANTITY RATE QUANTITY RATE

(Tons) ($/MBTU) (Tons) ($/MBTU)
Edgewater 5 325,416 2.46 386,319 2.19
Oak Creek 2,980,572 2.42 2,761,347 2.46
Pleasant Prairie 4,905,145 1.68 4,730,457 1.68
Presque Isle 1,562,716 2.43 1,461,214 2.43
Elm Road 1,285,687 2.71 448,862 2.77
Valley 448,780 4.07 480,813 4.07
Milwaukee County 16,438 4.67 25,110 4.16
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation

Historical Colorado Coal (Bituminous) Consumption
For The Year 2000 - 2010

Year

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010

Tons

1,574,000
1,579,000
1,491,000
1,488,000
1,574,000
1,745,000
1,644,000
1,724,000
1,663,000
1,162,000
1,027,000
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation

Interest Calculation For 2010

2010 OVER/ BEGINNING END OF ANNUAL
CALENDAR (UNDER) OF MONTH MONTH AVERAGE INTEREST
MONTH RECOVERY BALANCE BALANCE BALANCE RATE INTEREST
®) ®) ®) ®) ®)

Jan (327,385) 0 (327,385)|  (163,693) 0.13% (18)
Feb (1,116,970) (327,385)|  (1,444,355)|  (885,870) 0.13% (96)
Mar (277,223) (1,444,355)|  (1,721,578)| (1,582,967) 0.15% (198)
Apr 136,523 (1,721,578)|  (1,585,055)| (1,653,317) 0.19% (262)
May (945,695) (1,585,055)|  (2,530,750)| (2,057,903) 0.21% (360)
Jun (953,721) (2,530,750)|  (3,484,471)| (3,007,611) 0.19% (476)
Jul (1,437,322) (3,484,471)|  (4,921,793)| (4,203,132) 0.20% (701)
Aug (1,446,659) (4,921,793)|  (6,368,452)| (5,645,123) 0.20% (941)
Sep (961,905) (6,368,452)|  (7,330,357)| (6,849,405) 0.21% (1,199)
Oct 669,139 (7,330,357)|  (6,661,218)| (6,995,788) 0.21% (1,224)
Nov 469,690 (6,661,218)|  (6,191,528)| (6,426,373) 0.20% (1,071)
Dec 5,151 (6,191,528)|  (6,186,377)| (6,188,953) 0.19% (980)
Total (6,186,377) (7,526)
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation
2009 Reconciliation True-up
ACTUAL

2010 SALES PSCR BEGINNING END OF ANNUAL

Calendar SUBJECT REFUND AMOUNT OF MONTH MONTH AVERAGE INTEREST
MONTH TO PSCR FACTOR* Recovered BALANCE BALANCE BALANCE RATE INTEREST

(kwh) ($/kwh) %) ©) ©) ©) 6]
Jan 216,811,000 0.00057 123,582 (1,925,402)| (1,801,820) (1,863,611) 0.13% (202)
Feb 226,566,000 0.00057 129,143 (1,801,820)| (1,672,677)| (1,737,249) 0.13% (188)
Mar 238,985,000 0.00057 136,221 (1,672,677)] (1,536,456)| (1,604,567) 0.15% (201)
Apr 213,317,000 0.00057 121,591 (1,536,456)| (1,414,865)| (1,475,661) 0.19% (234)
May 233,505,000 0.00057 133,098 (1,414,865)| (1,281,767)| (1,348,316) 0.21% (236)
Jun 208,236,000 0.00057 118,695 | (1,281,767)| (1,163,072)| (1,222,420) 0.19% (194)
Jul 235,241,000 0.00057 134,087 (1,163,072)| (1,028,985)| (1,096,029) 0.20% (183)
Aug 249,424,000 0.00057 142,172 (1,028,985) (886,813)| (957,899) 0.20% (160)
Sep 234,611,000 0.00057 133,728 (886,813) (753,085)| (819,949) 0.21% (143)
Oct 251,556,000 0.00057 143,387 (753,085) (609,698)| (681,392) 0.21% (119)
Nov 242,108,000 0.00057 138,002 (609,698) (471,696)| (540,697) 0.20% (90)
Dec 257,531,000 0.00057 146,793 (471,696) (324,903)| (398,300) 0.19% (63)
Total 1,600,499
Amount To Be Collected* 1,925,402

Amount Under Collecteded (324,903) (2,013)

*Per MPSC Case No. U-15664-R
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WISCONSIN ELECTRIC POWER COMPANY
2010 Power Supply Cost Recovery Reconciliation

Calculation of Net Recovery

2010 Reconciliation AMOUNT TOTAL
3 (%)

2010 Amount over/(under) recovery (6,186,377)

Interest during plan year (7,526)

2010 PSCR Reconciliation Under Recovered (6,193,903)
2009 Reconciliation True-up

2009 Amount over/(under) recovery (324,903)

Interest during plan year (2,013)

2009 Reconciliation True-up Under Recovered (326,916)

Net Amount To Be Recovered

(6,520,819)
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