
 

 
 
August 28, 2014 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
Saint Paul, Minnesota 55101-2147 
 
 
RE: Letter of the Minnesota Department of Commerce, Division of Energy Resources 
 Docket No. G011/GR-13-617, OAH Docket No. 8-2500-31126 
 
Dear Dr. Haar: 
 
On August 25, 2014, Minnesota Energy Resources Corporation (MERC or the Company) 
submitted its compliance filing1 in response to the Administrative Law Judge’s (ALJ) Report, 
dated August 12, 2014, and the Minnesota Public Utilities Commission’s (Commission) 
August 13, 2014 Notice of Schedule and Request for MERC to File Schedules Reflecting the 
ALJ’s Recommendations.  In its notice, the Commission requested that MERC file a revised 
rate base, income statement, and revenue requirement summary, a schedule of the class 
revenue allocations and all billing determinants, and bridge schedules, that reflect the test 
year revenue requirement and rate design recommended by the ALJ.  Comments were 
requested on MERC’s revised financial summaries and schedules that reflect the test year 
revenue requirement and rate design recommended by the ALJ.  The Minnesota Department 
of Commerce (Department or DOC) provides the following comments on MERC’s revised 
summaries and schedules. 
 
MERC Revised Financial Schedules Compliance 
 
MERC’s revised financial schedules include the ALJ’s recommended adjustments to the rate 
base, income statement, and revenue requirement summary.  The Department reviewed 
MERC’s revised financial schedules.  The Department agrees with MERC’s revised financial 
schedules, including the total revenues used in the calculation of uncollectible expense ,2 
except for the cost of gas adjustment.3  MERC’s income statement adjustments include an 
incorrect cost of gas amount of $38,873,289.4  As explained in the testimony of 
Department Witness Ms. Otis, in its April 15, 2014 cost of gas update “[t]he Company did 

1 On August 26, 2014, MERC filed revised schedules that were fully readable and adding Schedule D showing 
the calculation of bad debt expense.   
2 The Department now agrees with MERC that the sales margin adjustment should be included in the 
calculation.   
3 In the Department’s last submitted revenue requirement summary filed in Attachment 1 to its Post Hearing 
Reply Brief, the sales forecast adjustment and the cost of gas update adjustment (Operating Income 
Adjustments, cols. (a) and (b), respectively) double counted the cost of gas by $6,999,406.  In other words, 
when the cost of gas was updated, it included the $6,999,406 adjustment. 
4 MERC’s August 25, 2014 filing, Attachment A, page 5. 
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not update its base cost of gas calculations with the DOC forecast to which it has agreed for 
this docket.”5  As explained by Ms. Otis, the appropriate cost of gas adjustment is 
$41,446,798.6  Further, MERC provided the updated calculations that included the agreed-
upon forecast figures and Ms. Otis attached it to her testimony.7  The cost of gas update 
affects the calculation of uncollectible expense and cash working capital.  Based on a cost 
of gas adjustment of $41,446,798, the Department calculated a revenue deficiency of 
negative $211,917.8  See Department Attachment A.  The Department notes that, because 
MERC’s recovery of conservation improvement program (CIP) costs is being moved from 
base rates via the conservation cost recovery charge (CCRC) to the CIP tracker, MERC will 
also continue to recover CIP costs through that mechanism. 
 
MERC Revenue Apportionment & Rate Design Compliance 
 
The Department has reviewed MERC’s compliance filing schedules, and believes they 
generally comply with the ALJ’s Order.  In apportioning the revenue requirement in 
compliance with the ALJ Order, MERC determined that its Large Volume Interruptible CIP 
Exempt customers on the Northern system would be unreasonably affected because of the 
elimination of the CCRC from base rates.  Since the apportionment percentages did not 
reflect the change in recovery of CIP costs, apportioning the revenue requirement without 
adjusting for change in recovery of CIP costs resulted in a 76 percent rate increase for the 
LVI-CIP Exempt customers on the Northern system.  In order to more reasonably apportion 
the revenues to these customers, the Company apportioned its revenue requirement prior to 
the elimination of the CCRC revenues, and then subtracted out the CCRC revenues from 
affected classes to calculate the final class revenue requirement.  The Department 
concludes that this approach is a reasonable methodology for apportioning the revenue 
requirement in this proceeding without unduly burdening one class.  If the Commission 
approves the proposal to move recovery of CIP costs to the CIP tracker, this issue should not 
return in future MERC rate cases, since the apportionment percentages will reflect that CIP 
costs are recovered entirely in the CIP tracker.   

5 Ex. 214 at 11 (Otis Surrebuttal). 
6 Id. 
7 DOC Ex. 214 LBO-S-6 (Otis Surrebuttal). 
8 The Department notes that MERC’s income tax rates of 31.602% for federal and 9.708% for state are slightly 
off.  MERC’s Vol. III, Doc. 1, Sch. A-2, shows income tax rates of 31.603% for federal and 9.706% for state.  
MERC stated in an 8/26/14 e-mail that it incorrectly used rates from its 2011 rate case and the Company will 
correct the income tax rates in its next round of financial summaries.  
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The Department has reviewed MERC’s proposed rates.  MERC’s rates reflect appropriate 
customer charges.  The Department concludes that MERC’s revenue apportionment and 
rate design compliance schedules comply with the ALJ’s Order. 
 
The Department is available to answer any questions that the Commission may have. 
 
Sincerely,  
 
 
 
/s/ MICHELLE ST. PIERRE /s/ SUSAN PEIRCE 
Financial Analyst  Rates Analyst 
651-539-1835 651-539-1832 
 
 
MS/SP/lt 





















CERTIFICATE OF SERVICE 
 

I, Sharon Ferguson, hereby certify that I have this day, served copies of the 
following document on the attached list of persons by electronic filing, certified 
mail, e-mail, or by depositing a true and correct copy thereof properly 
enveloped with postage paid in the United States Mail at St. Paul, Minnesota. 
 
Minnesota Department of Commerce 
Letter 
 
Docket No. G011/GR-13-617 
 
Dated this 28th day of August 2014 
 
/s/Sharon Ferguson 
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