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September 2, 2014

Burl W. Haar

Executive Secretary

Minnesota Public Utilities Commission
121 7t Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources
Docket No. GO11/M-14-369

Dear Dr. Haar:

Attached are the Comments of the Minnesota Department of Commerce, Division of Energy
Resources (Department) in the following matter:

A Request by Minnesota Energy Resources Corporation (MERC or the Company) for
Approval of the Company’s 2013 Natural Gas Conservation Improvement Program
Tracker Account, Including a Proposed 2013 Demand Side Management Financial
Incentive and a revised Conservation Cost Recovery Adjustment (Petition).

The Petition was filed on May 1, 2014 by:

Jim Phillippo

Program Manager, Energy Efficiency Programs
Minnesota Energy Resources Corporation
2665 145th Street West

Rosemount, Minnesota 55068-0455

The Department recommends approval, with modification. The Department is available to
answer any questions that the Minnesota Public Utilities Commission may have.

Sincerely,

/s/ HOLLY LAHD
Rates Analyst
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l. SUMMARY OF THE UTILITY’S PROPOSAL

On May 1, 2014, Minnesota Energy Resources Corporation (MERC or the Company)
submitted its annual Conservation Improvement Program (CIP) report (Petition) for 2013
with the Minnesota Public Utilities Commission (Commission) in Docket No. GO11/M-14-
369. On August 25, 2014, the Company filed a revised Petition, correcting errors in its CIP
tracker accounts and Demand Side Management (DSM) financial incentive. The revised
Petition contains the following sections:

e proposed recoveries and expenditures in the Company’s natural gas (gas) CIP
tracker accounts during 2013,

e proposed change in the Company’s currently approved gas Conservation Cost
Recovery Adjustment (CCRA),

e request for approval of a proposed gas DSM financial incentive of $2,492,730 for
2013, and

e request for approval to consolidate MERC’s PNG and NMU CIP tracker accounts.

The Company also filed its 2013 CIP Status Report (Status Report). The Status Report is
intended to fulfill the requirements of the Minnesota Department of Commerce, Division of
Energy Resources’ (Department) annual CIP reporting rules contained in Minnesota Rules
part 7690.0500. Since the Company’s Status Report does not require Commission
approval, this portion of the Petition has been assigned to a separate docket.1!

The current Petition is the first DSM incentive, CIP tracker account, and CCRA request filing
made by the consolidated MERC. In MERC-PNG’s and MERC-NMU’s 2012 DSM financial
incentive, CIP tracker account, and CCRA filings, the Commission ordered the Companies to

1 See Docket No. GO11/CIP-12-548.01.
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submit schedules of all adjustments made to arrive at the 2013 tracker balance.?2 These
adjustments include repayment of CIP expenses by customers who were incorrectly treated
as CIP-exempt.

Il. THE DEPARTMENT’S ANALYSIS
The Department’s analysis of MERC's Petition is provided below in the following sections:

e in Section Il.LA, MERC’s proposed 2013 gas DSM financial incentive;

e in Section II.B, MERC’s proposed 2013 gas CIP tracker accounts and
consolidation request;

e in Section II.C, MERC’s proposed CCRA;

e in Section II.D, a review of MERC’s gas DSM and CIP activities for the period 2008
through 2013;

e in Section ILLE, a review of MERC’s filed conservation cost repayment and
adjustment schedule; and

e in Section II.F, an analysis of MERC’s carrying charges.

A. MERC’S PROPOSED GAS DSM FINANCIAL INCENTIVE FOR 2013

1. Background and Summary of MERC’s Proposed Gas 2013 DSM Financial
Incentive

Under the Shared Savings DSM financial incentive plan approved by the Commission in
Docket No. E,G999/CI-08-133, MERC may request Commission approval of a performance
bonus based on the percent of net benefits that the Company achieves. The Commission’s
January 27, 2010 Order explains the incentive as follows:

The New Shared Savings approach emphasizes a 1.5 percent
energy savings goal, and ties the incentive earned by the utility
to pursuit of the 1.5 percent savings goal. The new approach
sets a specific dollar amount per unit of energy saved that each
utility will earn at energy savings equal to 1.5 percent of annual
non-CIP exempt retail sales. That is referred to as the incentive
calibration.

The higher the calibration, the higher the incentive will be at all
energy savings levels after the threshold. Specifically, each
utility’s incentive is calibrated so that when the utility achieves
energy savings equal to 1.5 percent of retail sales, electric

2 See Docket Nos. G011/M-13-369 and GOO7/M-13-370.
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utilities will earn an incentive equal to $0.09 times the number
of kWh saved3 and gas utilities will earn at a range from $4.50
to $6.50 times the number of thousand cubic feet (Mcfs) saved.

Importantly, the incremental incentive per additional energy
savings achieved is higher than the average incentive achieved.
Thus, the closer the energy savings is to reaching the 1.5
percent energy savings goal, the greater the incremental
incentive. However, the incentive is still less than the net
benefits created through the savings, therefore reserving a
majority of the net benefits for ratepayers.

Mandated assessments to utilities will not be included in the
calculation of net benefits. Further, as agreed to by the working
group, a utility can elect before the beginning of each year
whether to include third party programs in its incentive
calculation. The costs and benefits of non-elected third party
programs will not be included in the calculation.

With respect to net benefits, MERC provided in its Petition the benefit/cost results of the
revenue requirements test associated with the Company’s 2013 gas CIP. According to the
Company, this test results in $17,668,017 of net benefits from CIP activities in 2013.
MERC also stated that its CIP activities achieved energy savings in 2013 of 424,827 million
cubic feet (MCF) of natural gas. Based on the terms and conditions of its approved DSM
incentive plan, MERC requested approval of a DSM financial incentive of $2,492,730.

2. The Department’s Review of MERC’s Proposed 2013 Gas DSM Financial
Incentive

The Department’s CIP Engineering Staff review of the demand and energy savings that
underpin MERC'’s proposed 2013 DSM financial incentive is on-going.4 In all likelihood, it
will not be completed before the fall of 2014. This lag between the Company’s request for
recovery of the incentive and completion of the Department CIP Engineering Staff review is a
recurring phenomenon. In its review of MERC’s 2012 DSM financial incentive filings, the
Department compensated for this lag by simply assuming MERC’s claimed energy savings
for 2012 were correct as filed and planned to make, in the instant docket, any adjustments
approved by the Deputy Commissioner of the Department. However, the Deputy
Commissioner accepted MERC’s 2012 Status Report without any adjustments® and thus
none need to be made in the instant docket.

3 This calibration was modeled to result in a utility receiving an incentive at historical levels when historical
energy savings are achieved.

4 Docket No. GO11/CIP-12-548.01

5 Docket Nos. GO11/CIP-09-800.03 and GO0O7/CIP0O9-803.03.
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As was done last year, the Department’s analysis assumes that MERC’s claimed 2013
energy savings are correct as filed. If the Deputy Commissioner of the Department
subsequently approves changes to MERC’s energy savings claims that impact either
recovery of CIP budgets or levels of Shared Savings DSM financial incentives, those changes
can be incorporated in the Company’s 2014 filing that will be made April 1, 2015.

MERC'’s reported gas energy savings level is 424,827 MCF in the Company’s 2013 Status
Report. The Department used the 424,827 MCF energy savings in its review in this docket.

3. The DOC'’s Overall Recommendation Concerning MERC’s 2013 DSM Financial
Incentive

The Department recommends that the Commission approve MERC’s proposed 2013 gas
DSM financial incentive of $2,492,730 to be included in the Company’s gas CIP tracker
account no sooner than the issue date of the Commission’s Order in the present docket.

B. MERC’S 2013 GAS CIP TRACKER ACCOUNT

In its Petition, MERC provided a report on 2013 recoveries and expenditures in the
Company’s three existing CIP tracker accounts: MERC-NMU, MERC-PNG, and the
consolidated MERC tracker accounts.

1. MERC-NMU’s and MERC-PNG’s 2013 Tracker Accounts

Table 1 below provides a summary of activity in MERC-NMU’s CIP tracker account during
2013.

Table 1: Summary of MERC-NMU’s CIP Tracker Account Activity in 2013

Description Time Period Amount
Beginning Balance January 1, 2013 ($73,609)
CIP Expenses January 1 through December 31, 2013 06
Carrying Charges January 1 through December 31, 2013 ($127,950)
2010, 2011, 2012 DSM Financial

Incentives $2,286,163
Recoveries January 1 through December 31, 2013 ($2,361,560)
Ending Balance 31-Dec-13 ($276,955)

6 2013 CIP expenses are allocated to the consolidated tracker account.
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In its December 13, 2013 Order in Docket No. M-13-370, the Commission ordered MERC-
NMU to suspend the collection of MERC-NMU’s CCRA once the balance reached zero. On
May 12, 2014, MERC filed a compliance filing noting that the MERC-NMU tracker balanced
reached zero prior to the Commission’s Order taking effect January 1, 2014. MERC also
noted that they mistakenly continued to charge MERC-NMU customers the CCRA through
April 2014. On August 12, 2014, the Company filed a letter detailing the MERC-NMU CCRA
customer refund. As the refund covered the over-collected CCRA revenues from 2014, the
refund did not impact the 2013 CIP Tracker Account balance. The Department recommends
that MERC clearly label the CCRA over-collected revenue and refund in its 2014 CIP Tracker
Account filing next year.

MERC-PNG’s 2013 CIP tracker account activity is summarized in Table 2 below.

Table 2: Summary of MERC-PNG’s CIP Tracker Account Activity in 2013

Description Time Period Amount
Beginning Balance January 1, 2013 $11,706,959
CIP Expenses January 1 through December 31, 2013 o7
Carrying Charges January 1 through December 31, 2013 $512,832
2010, 2011, 2012 DSM Financial

Incentives $5,320,537
Past Recoveries8 January 1 through December 31, 2013 ($43,264)
Recoveries January 1 through December 31, 2013 ($5,314,602)
Ending Balance 31-Dec-13 $ 12,182,462

2. Consolidation of MERC-PNG and MERC-NMU CIP Tracker Account Balances

All 2013 CIP expenses were recorded in MERC’s consolidated CIP tracker account. With this
filing, MERC proposes to consolidate the MERC-NMU and MERC-PNG tracker accounts into a
single consolidated account, rolling the remaining balances into a single account balance
effective January 1, 2015.

Table 3 summarizes the consolidated CIP tracker account activity for 2013.

7 CIP expenses are allocated to the consolidated tracker account.

8 “Past Recoveries” refers to the CIP expense repayments and adjustments ordered by the Commission in
Docket Nos. GO11/M-10-407 and GOO7,011/GR-10-977. See Section E of these comments for a discussion
of the CIP expense repayments and adjustments.
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Table 3: Summary of MERC’s Consolidated Tracker Account Activity in 2013
Description Time Period Amount
Beginning Balance January 1, 2013 $0
CIP Expenses January 1 through December 31, 2013 $8,630,238
Carrying Charges January 1 through December 31, 2013 $40,005
Recovered in Base Rates January 1 through December 31, 2013 ($6,071,658)
Ending Balance 31-Dec-13 $ 2,598,585

The Department reviewed MERC’s 2013 CIP tracker accounts and recommends that the
Commission approve the MERC 2013 CIP tracker account activity summarized in Tables 1

through 3.

C. MERC’S PROPOSED CONSOLIDATED CCRA

In its Petition, MERC requested approval of a consolidated CCRA of $0.00065 per therm,
effective with the January 2015 billing month. If approved, this CCRA will be the first CCRA
rate for MERC’s consolidated customers who were previously MERC-NMU or MERC-PNG

customers.

MERC'’s consolidated CCRA calculation is summarized in Table 4 below.

Table 4: MERC'’s Calculation of its Proposed CCRA

Description Amount
Consolidated CIP Tracker Account Balance as of January 1, 2015 $818,136
CIP Approved Spending Levels for 12 Months beginning January 2015 $9,880,403
Requested 2013 DSM Financial Incentive?® $2,492,730
CIP Cost Recovery via Base Rates - January-December 2014 ($10,923,781)
Forecasted December 2015 Balance $267,488
Projected Annual Therm Sales for 2015 408,944,236
Proposed CCRA ($/Therm) $0.00065

The Department identified an error in MERC’s calculation of its proposed CCRA. The
Department calculates the forecasted December 2015 balance to be $2,267,488,
not the $267,488 balance calculated by the Company. Table 5 shows the

Department’s calculation of its proposed CCRA.

9 Based on previous DSM Financial Incentives MERC expects that their requested 2013 DSM Financial
Incentive, if approved, would not be credited to the tracker until 2015. Likewise, any 2014 DSM Financial

Incentive is not expected to be credited to the tracker account until 2016.
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Table 5: Department’s Calculation of MERC’s CCRA

Description Amount
Consolidated CIP Tracker Account Balance as of January 1, 2015 $818,136

CIP Approved Spending Levels for 12 Months beginning January 2015 $9,880,403
Requested 2013 DSM Financial Incentive10 $2,492,730
CIP Cost Recovery via Base Rates - January-December 2014 ($10,923,781)
Forecasted December 2015 Balance $2,267,488
Projected Annual Therm Sales for 2015 408,944,236
Proposed CCRA ($/Therm) $0.00554

Table 6 below compares the Department’s calculated CCRA of $0.00554 per therm
in the present docket with current MERC-PNG and MERC-NMU CCRAs.

Table 6: Comparison of MERC's Existing and Proposed CCRAs

Company Current CCRA Proposed MERC Percent Change
Consolidated CCRA

MERC-PNG $0.042 -87%

MERC-NMU 0 $0.00554 Not applicable

As indicated in Table 6, the revised gas CCRA represents an 87 percent decrease from the
current CCRA rate charge to MERC-PNG customers; MERC-NMU customers currently pay no
CCRA rate because the MERC-NMU tracker balance reached a zero balance, and the CCRA
rate was suspended per the Commission’s Order in Docket No. GO0O7/M-13-370. The
Department recommends that the Commission approve a CCRA of $0.00554 per therm for
all MERC’s customer classes, to be effective January 1, 2015 or on the first billing cycle in
the next full month after Commission approval, whichever is first. The Company should
submit, 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.

With respect to customer notification, the Department recommends that the Commission
require MERC to include the following bill message in the billing month immediately
following the date of the Order in the present docket. This message is included on page 10
of MERC'’s Petition.

Effective January 1, 2015, 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
January 1, 2015, the CCRA rate will be $0.00554 per therm.

10 |bid.
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In the event that the Commission does not issue an order on MERC’s CCRA before January
1, 2015, MERC should revise the bill message with the correct effective date.

D. REVIEW OF MERC’S GAS DSM AND CIP ACTIVITIES (2008-2013)

In Table 7 below, the Department presents a historical comparison of MERC’s gas DSM and
CIP activities for the period 2008 through 2013. Data for years 2008 through 2012 include
both MERC-NMU and MERC-PNG’s combined results to make the comparison with the 2013
consolidated MERC’s data relevant.

Table 7: History of MERC’s CIP Achievements, Expenditures, and Incentives

2008 2009 2010 2011 2012 2013"
DSM Financial Incentive S -| § 582,288 | $2,292,375| $2,587,948 | $2,729,531| $2,492,730
Incentive as a % of CIP
Expenditures 0% 19% 12% 32% 27% 30%
Carrying Charges S 136,886 | S 396,940 | S 616,967 | S 592,929 | S 496,537 | S 424,887
Carrying Charges as a % of
CIP Expenditures 6% 13% 3% 7% 5% 5%
Year-End Tracker
Balances $5,008,036 | $8,183,421 | $12,686,756 | $10,086,519 | $11,633,350 | $14,781,047

CIP Expenditures (as
reported in status report) $2,476,407 | $3,122,758 | $19,349,257 | $8,067,173 | $9,951,018 | $ 8,353,283

Achieved Energy Savings

(MCf) 64,517 133,570 449,441 457,747 534,596 424,827
Average Cost per Mcf
Saved S 38.38| S 23.38| $ 43.05| S 1762 | S 1861 | S 19.66

As indicated in Table 7, compared to 2012, MERC’s 2013:

proposed incentive level is lower;

energy savings are lower;

combined year-end tracker balance is higher;
combined carrying charges are lower12; and
average cost per unit of energy saved is higher.

11 The DSM financial incentive, CIP expenditures, and CIP tracker account balances for 2013 listed in Table 5
are proposed by MERC in the present docket. The 2013 carrying charges and year-end tracker balances
include MERC-NMU, MERC-PNG, and consolidated MERC tracker accounts; the 2013 CIP expenditures, DSM
financial incentives, and achieved energy savings are credited to the consolidated MERC.

12 Carrying charges are considered lower than the previous year if a utility’s customers are paying less in
interest on CIP funds that have not yet been collected.
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E. CONSERVATION COST REPAYMENTS AND ADJUSTMENTS

In the Commission’s December 13, 2013 Order in Docket No. GO11/M-13-369, the
Commission directed MERC to file conservation cost repayment and adjustment schedules,
starting with the CIP tracker balance used in the GO11/M-10-407 docket and all
adjustments made to arrive at the tracker balance included in this Petition. The
adjustments come from two dockets:

1) In Docket No. GO11/M-10-407, the Commission issued an order suspending
MERC-PNG’s collection of the CCRA from specific large customers. While the
CCRA was suspended many of these large customers received CIP exemptions; a
few customers were either denied CIP exemptions or did not apply for a CIP
exemption. When the Commission ended the CCRA suspension, the Commission
concluded that customers who did not receive a CIP exemption should repay their
suspended CCRA amounts on non-onerous terms.

2) In Docket No. GO0O7,011/GR-10-977, the Commission required MERC to credit
the CIP tracker accounts for the uncollected CCRC revenues from three
customers that were incorrectly treated as CIP exempt from the time MERC
acquired Aquila in 2006.

In the current Petition, MERC filed the CIP tracker adjustment schedule in Attachment E.
After reviewing Attachment E the Department concludes that the Company complied with
the Commission’s Order in filing the conservation cost tracker account schedules.

The Department notes that another customer that was incorrectly treated as CIP exempt has
been discovered in MERC’s 2013 rate case (Docket No. GO11/GR-13-617). This rate case
is pending the Commission’s decision.

F. CARRYING CHARGES

An analysis of Table 7 indicates that, between 2009 and 2013, MERC’s combined energy
savings grew 218 percent, the Company’s expenditures grew 167 percent, and the
Company’s incentives grew 328 percent. MERC’s combined tracker balances were
$14,781,047 at the end of 2013.

In the last 5 years, MERC's carrying charges have ranged from $136,886 to $616,967. As a
percent of total CIP expenses, MERC’s carrying charges have ranged from 3 to 13 percent of
total annual CIP expenditures. MERC'’s carrying charges are relatively high due to the large
year-end tracker balances MERC-PNG experienced over the past few years. The large year-
end tracker balances are partly a result of the delays experienced in approving an updated
CCRA for MERC-PNG due to problems in previous CIP tracker account filings.
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In the past few years, the Department has been working with utilities and the Commission to
minimize absolute carrying charges. The Department notes that carrying charges were first
approved as part of Minnesota utilities’ CIP tracker accounting in the early 1990s. One of
the purposes of carrying charges, and allowing timely recovery through a CIP tracker
account, was to provide utilities an incentive to invest in energy conservation by ensuring
that they not only recovered all conservation costs incurred in a timely manner, but that they
also received a carrying charge on uncollected balances. At that time financial incentives for
conservation were de minimis. Now, however, the Commission provides large financial
incentives for utility investments in CIP (MERC’s DSM financial incentives totaled $7.6
million for 2010-2012).

Rather than continue to calculate carrying charges on positive or negative monthly tracker
account balances, the Department recommends that the Commission eliminate carrying
charges. The Department concludes that it is reasonable to exclude carrying charges for
MERC beginning with this filing.

In the event that the Commission decides not to discontinue MERC’s CIP carrying charges,
then the Department recommends that the Commission disallow carrying charges on
MERC’s financial incentive. The Minnesota Chamber of Commerce (the Chamber) made this
recommendation for Otter Tail Power Company in the Chamber’'s May 30, 2014 Comments
(see Docket No. E017/M-14-201). The Chamber argued that carrying costs should not be
charged “since the utility is not incurring any risk in receiving the incentive nor are dollars
being held up to pay for the CIP expenditures.” The Department agrees with the Chamber
that paying carrying costs on CIP financial incentives is not needed and recommends that
MERC remove its incentive when calculating carrying charges.

In summary, the Department recommends that the Commission approve MERC’s proposed
CIP Adjustment Factor of $0.00554 per therm. The Department also recommends that the
Commission eliminate carrying charges on under- or over-recovered CIP balances. In the
event that the Commission decides not to eliminate carrying charges on the entire CIP
balance, the Department recommends that the Commission not allow carrying charges on

MERC’s DSM financial incentive beginning with the month following the Commission’s Order
in this docket.
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M. THE DEPARTMENT’S RECOMMENDATIONS

Based on the analysis provided above, the Department recommends that the Commission:

1)

6)

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;

approve MERC’s 2013 CIP tracker account activities as summarized in Tables
1, 2, and 3 above;

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;

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:

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;

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

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

In the event that the Commission decides not to eliminate carrying charges on the entire CIP
tracker account, the Department recommends that the Commission not allow carrying
charges on MERC’s DSM financial incentive.

/It
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