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Adjustment (“CCRA")

Docket No. G011/M-14-369

Reply Comments of Minnesota Energy Resources Corporation
Dear Dr. Haar:

On September 2, 2014, the Department of Commerce, Division of Energy Resources
(“Department”) filed Comments recommending that the Minnesota Public Utilities Commission
(“Commission”) approve Minnesota Energy Resources Corporation’s (“MERC”) Petition for Approval of
2013 Conservation Improvement Program Tracker Account, Demand Side Management Financial
Incentive, and revised Conservation Cost Recovery Adjustment (“Petition”), with modification.
Specifically, the Department recommended that the Commission:

1. Approve MERC's 2013 DSM financial incentive of $2,492,730 to be included in the Company’s
CIP tracker account no sooner than the issue date of the Commission’s Order in the present
docket;

2. Approve MERC's 2013 CIP tracker account activities as summarized in the Department’s
Comments;

3. Approve the revised gas CCRA of $0.00554 per therm for all of MERCs Minnesota customer
classes, to be effective January 1, 2015, or on the first billing cycle in the next full month after
Commission approval, whichever is later. The approval is conditioned on the Company
submitting, within 10 days of the issue date of the Order in the present docket, a compliance
filing with the relevant tariff sheets and necessary calculations that comply with the
Commission’s determinations;

4. Require MERC to include the following bill message (with the appropriate date) following the
date of the Order in the present docket, or January 1, 2015, whichever is later:
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Effective [insert date], a CCRA (conservation cost recovery adjustment)
has been included on your bill. The CCRA is an annual adjustment to
true-up under-recovery or over-recovery of CIP (conservation
improvement program) expenses. Effective [insert date], the CCRA rate
will be $0.000554 per therm;

5. Find that MERC has complied with the Commission’s Order in Docket No. G011/M-13-369
regarding the filing of conservation cost repayment and adjustment schedules; and

6. Eliminate the carrying charge MERC applies to the CIP tracker balance beginning with the
month following the date of the Commission’s Order.

MERC would like to thank the Department for its review of MERC'’s Petition and revised Petition.
MERC is in agreement with the majority of the Department’s recommendations but submits these Reply
Comments to address two primary issues: (1) the implementation and effective date of the proposed
CCRA in consideration of potential changes in MERC's pending rate case, Docket No. G011/GR-13-
617, that may affect the calculation of MERC’s CCRA; and (2) the Department’s recommendation to
eliminate the carrying charge.

A. MERC’s Proposed Consolidated CCRA

The Department, in its Comments, noted that it had identified an error in MERC's calculation of
its proposed CCRA. Correcting for this calculation error, the Department calculated the proposed
CCRA factor to be $0.00554. MERC is in agreement with the Department’s recommended calculation
of the CCRA factor.

The Department also recommends that the CCRA factor of $0.00554 per therm for all MERC
customer classes be effective January 1, 2015, or on the first billing cycle in the next full month after
Commission approval, whichever is first. In order to avoid unnecessary complication or confusion in
the implementation of new rates, MERC respectfully requests that implementation of any newly
approved CCRA factor be delayed, if necessary, to coincide with implementation of a final decision on
the treatment of MERC's test year CIP expense in MERC's pending rate case, Docket No. GO11/GR-
13-617. The Department and MERC have proposed different allocations for the recovery of MERC's
CIP expense and the Commission’s final determination in that case may require the recalculation of the
CCRA. The implementation of a revised CCRA with approval in this docket, followed by an immediate
CCRA adjustment to implement the Commission’s decision in Docket No. GO11/GR-13-617 would
create unnecessary confusion for customers. Therefore, MERC requests that implementation of any
update to MERC’s CCRA be delayed pending a decision by the Commission regarding treatment of
CIP expense in MERC's rate case.

Additionally, along with these Reply Comments, MERC is filing a Compliance Filing in this
docket and in Docket No. G011/M-13-369 to notify the Commission that it has suspended collection of
the CCRA factor for MERC-PNG customers effective with September billing. The Commission’s
December 13, 2013, Order in Docket No. G011/M-13-369 required that MERC suspend collection of
the CCRA factor and submit a compliance filing when the MERC-PNG tracker balance reached zero.
In August 2014, MERC determined that the MERC-PNG tracker account reached a negative balance
as a result of collections during 2014 and the agreement between MERC and the Department that
MERC credit the CIP tracker for uncollected amounts from July 2006 through December 2013, before
Northshore Mining’s CIP exemption was effective January 1, 2014. MERC intends to provide a refund
to PNG customers of the tracker balance over-collection amount, as summarized in the Compliance
Filing submitted along with these Comments. Although MERC's proposed refund will not affect the
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calculation of the CCRA, as discussed above MERC believes implementing a final updated CCRA,
incorporating the Commission’s decision on the recovery of MERC's CIP expense in the pending rate
case, will avoid confusion on the part of customers.

B. Carrying Charges

The Department has also recommended that the Commission eliminate carrying charges on
positive or negative monthly tracker account balances. MERC disagrees with this recommendation
because carrying charges operate to the benefit of both the ratepayers and the company and address
ongoing risk associated with regulatory lag. While the Department notes that the need to provide
carrying charges to incentivize utilities to invest in energy conservation is no longer significant, carrying
charges continue to serve an important purpose in providing protection to the risk associated with
regulatory lag. Because MERC recovers a portion of CIP expenses via the CCRC in base rates and
trues up recovery through the CCRA, the timing and amount of these recovery factors is often in flux.
The pending decision in MERC's current rate case, Docket No. G011/GR-13-617, and MERC's
consolidation of the MERC-PNG and MERC-NMU tracker create significant additional potential for
over- or under-collection. Continuing to allow for a symmetrical carrying charge protects customers
against the possibility of over-collection and protects MERC in the event of an under-collection.

Use of the utility’s rate of return for the carrying charge is appropriate as the utility needs to
make available cash working capital to cover the outstanding tracker balance and cash working capital
is a component of utility rate base. It is also worth noting that when a tracker balance runs negative
(meaning the utility has collected more than its to-date revenue requirements), the rate of return on that
balance recognizes the contribution to the utility’s cash working capital—and serves as a credit to
ratepayers.

In the event the Commission decides not to discontinue MERC's CIP carrying charges, the
Department recommends the Commission disallow carrying charges on MERC'’s financial incentive.
MERC agrees this alternative proposal is a reasonable compromise.

In conclusion, MERC agrees with the Department’s recommendation that the Commission
approve a CCRA factor of $0.00554 per therm but requests that the Commission delay implementation
of the new CCRA factor until the issue of treatment of CIP costs in MERC's pending rate case docket is
resolved. MERC also agrees with the Department’s recommendation that the Commission approve
MERC's 2013 DSM financial incentive of $2,492,730 and MERC's 2013 CIP tracker account activities.
MERC does not agree with the Department’s recommendation that the Commission eliminate the
carrying charge MERC applies to the CIP Tracker balance. Regulatory lag, larger budgets, and larger
DSM financial incentives, among other factors, make setting the surcharge a challenge. Continuation
of the carrying charge provides protection for both MERC and ratepayers with respect to the possibility
of over- or under-collection.

Thank you for your attention to this matter.
Sincerely yours,
/sl Michael J. Ahern

Michael J. Ahern
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AFFIDAVIT OF SERVICE

STATE OF MINNESOTA )
) ss
COUNTY OF HENNEPIN )

Kristin M. Stastny hereby certifies that on the 12th day of September, 2014, on behalf
of Minnesota Energy Resources Corporation (MERC) she electronically filed a true and
correct copy of the enclosed Reply Comments on www.edockets.state.mn.us. Said
documents were also served via U.S. mail and electronic service as designated on the
attached service list.

/sl Kristin M. Stastny
Kristin M. Stastny

Subscribed and sworn to before me
This 12th day of September, 2014.

[s/ Alice Jaworski
Notary Public, State of Minnesota
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Kim Pederson kpederson@otpco.com Otter Tail Power Company |215 S Cascade St Electronic Service No SPL_SL__CIP SPECIAL
PO Box 496 SERVICE LIST
Fergus Falls,
MN
565380496
Audrey Peer audrey.peer@centerpointe |CenterPoint Energy 800 Lasalle Avenue - 14th | Electronic Service No SPL_SL__CIP SPECIAL
nergy.com Floor SERVICE LIST
Minneapolis,
Minnesota
55402
Lisa Pickard Ipickard@minnkota.com Minnkota Power 1822 Mill Rd Electronic Service No SPL_SL__CIP SPECIAL
Cooperative PO Box 13200 SERVICE LIST
Grand Forks,
ND
582083200
Bill Poppert Technology North 2433 Highwood Ave Paper Service No SPL_SL__CIP SPECIAL
SERVICE LIST
St. Paul,
MN
55119
Cindy Schweitzer Rott cindy.schweitzer@clearesu | CLEAResult's S12637A Merrilee Rd. Electronic Service No SPL_SL__CIP SPECIAL
It.com SERVICE LIST
Spring Green,
Wi
53588
Tom Smilanich Passive Concepts 228 6th Ave N Paper Service No SPL_SL__CIP SPECIAL

South St. Paul,
MN
55075

SERVICE LIST




First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name
Ken Smith ken.smith@districtenergy.c | District Energy St. Paul Inc. |76 W Kellogg Blvd Electronic Service No SPL_SL__CIP SPECIAL
om SERVICE LIST
St. Paul,
MN
55102
Leo Steidel N/A The Weidt Group 5800 Baker Rd Paper Service No SPL_SL__CIP SPECIAL
SERVICE LIST
Minnetonka,
MN
55345
John Steinhoff Resource Solutions, Inc. 318 Kensington Drive Paper Service No SPL_SL__CIP SPECIAL
SERVICE LIST
Madison,
Wi
53704
Richard Szydlowski rszydlowski@mncee.org Center for Energy & 212 3rd Ave N Ste 560 Electronic Service No SPL_SL__CIP SPECIAL
Environment SERVICE LIST
Minneapolis,
MN
55401-1459
SaGonna Thompson Regulatory.Records@xcele | Xcel Energy 414 Nicollet Mall FL 7 Electronic Service No SPL_SL__CIP SPECIAL
nergy.com SERVICE LIST
Minneapolis,
MN
554011993
Steve Tomac stomac@bepc.com Basin Electric Power 1717 E Interstate Ave Electronic Service No SPL_SL__CIP SPECIAL
Cooperative SERVICE LIST
Bismarck,
ND
58501
Lisa Wilson lisa.wilson@enbridge.com |Enbridge Energy Company, | 1409 Hammond Ave FL 2 | Electronic Service No SPL_SL__CIP SPECIAL
Inc. SERVICE LIST
Superior,
Wi
54880
Robyn Woeste robynwoeste@alliantenerg |Interstate Power and Light |200 First St SE Electronic Service No SPL_SL__CIP SPECIAL

y.com

Company

Cedar Rapids,
1A
52401

SERVICE LIST




