
 
 
 
September 9, 2014 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota 55101-2147 
 
RE: Supplemental Comments of the Minnesota Department of Commerce, Division of 

Energy Resources 
Docket No. G007,G011/GR-10-977 

 
Dear Dr. Haar: 
 
Attached are the Supplemental Comments of the Minnesota Department of Commerce, 
Division of Energy Resources (Department or DOC) in the following matter: 
 

Minnesota Energy Resource Corporation’s (MERC, Company) Decoupling Evaluation 
Report for Calendar Year 2013 regarding the Company’s Revenue Decoupling 
Program. 

 
In the attached Comments, the Department responds to the Company’s Reply Comments.  
The Department continues to recommend that the Commission allow MERC to continue 
assessing its decoupling adjustment and approve the Company’s annual decoupling 
adjustment. 
 
The Department is available to answer any questions that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ CHRISTOPHER T. DAVIS  
Rates Analyst  
651-539-1822 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY SERVICES 
 

DOCKET NO. G007,G011/GR-10-977 
 
 
 
I. BACKGROUND 

 
On July 13, 2012, the Minnesota Public Utilities Commission (the Commission) issued its 
Findings of Fact, Conclusions and Order (Rate Case Order) in Minnesota Energy Resource 
Corporation’s (MERC) 2010 General Rate Case.   
 
As part of this Rate Case Order, the Commission authorized MERC to conduct a pilot full 
decoupling program (aka Revenue Decoupling Mechanism or RDM) under Minnesota 
Statute §216B.2412.1  
 
On March 27, 2014, MERC submitted its Compliance Filing Revenue Decoupling Evaluation 
Report for 2013 (2013 Decoupling Evaluation). 
 
On May 27, 2014, the Department made the following recommendations: 
 

The Department recommends that the Commission allow MERC to continue to 
assess its decoupling adjustment and approve the Company’s annual 
decoupling adjustment. 
 
In addition, the Department recommends that MERC update in Reply 
Comments Attachment 3, page 2, to remove reported negative sales and 
present the figures in a manner consistent with how sales were determined in 
the Company’s pending general rate case. 
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The Department requests that, by June 30, 2014, MERC provide the following 
information: 
 
For each of the five years 2009 to 2013, please estimate the revenues that 
would have been collected for each of MERC’s rate customer classes, under 
the assumption of: 
 

a.  No decoupling; 
b.  Xcel’s proposed partial revenue per customer decoupling 

mechanism; and 
c.  Full decoupling. 

 
Please show the data assuming that the decoupling rate adjustment is 
implemented on a monthly and annual basis, and estimate the surcharge or 
deferral that would have been experienced by a customer using the average 
amount of natural gas for each customer class, a low amount and a high 
amount. 
 
Finally, the Department recommends that the Commission require MERC to 
provide, in its next annual decoupling evaluation report, an estimate of the 
revenues that would have been collected from all of its customer classes in 
2014 assuming: 
 

a.  No decoupling; 
b.  Xcel’s proposed partial revenue per customer decoupling 

mechanism; and 
c.  Full decoupling. 

 
This data should assume that the decoupling rate adjustment is implemented 
on a monthly and annual basis, and estimate the surcharge or deferral that 
would have been experienced by a customer using the average amount of 
natural gas for each customer class, a low amount and a high amount. 
 

On June 6, 2014, MERC submitted reply comments and on June 30, 2014, the Company 
provided a spreadsheet providing an estimate of revenues that would have been collected 
for each year 2009-2013 for each of MERC’s rate customer classes under the assumption 
of full decoupling, partial decoupling, and no decoupling.   
 
The Department provides below additional information regarding MERC’s June 6, 2014 and 
June 30, 2014 filings. 
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II. DEPARTMENT ANALYSIS 
 
A. MERC’S REVENUE DECOUPLING SCENARIO ANALYSIS 
 
The Department used the data provided by MERC on June 30, 2014 to analyze the different 
levels of revenues that the Company would have collected from each of its customer classes 
under full or partial decoupling as compared to traditional rate regulation.  The analysis 
provided here covers five years, ranging from 2009-2013 and thus covers a variety of 
economic conditions and weather conditions, both of which impact sales.  As the 
Commission evaluates various decoupling pilot projects, the Department will continue to 
aggregate information so that all parties can use it to make recommendations to the 
Commission.  The Department notes that MERC’s data covers 2013, which includes part, 
but not all, of the cold winter of 2013-2014.  MERC’s 2014 Decoupling Evaluation, due in 
2015, will reflect the rest of the very cold 2013-2014 winter. 
 
Attachment A provides a summary of how revenues that MERC would have collected under 
full and partial decoupling compare to revenues that would have been collected under 
traditional rate regulation.  The analysis was for years 2009-2013.  Table 1 below shows the 
differences for the combination of 2009-2013.  A positive number means ratepayers paid 
more than they would have under traditional regulation. 
 

Table 1:  Comparing Full and Partial Decoupling  
with Traditional Rate Regulation for 2009-2013 

 
    2009-2013 
Residential 

 
  

  Full minus Traditional $3,387,684  
  Partial minus Traditional $1,963,736  
Small C&I 

 
  

  Full minus Traditional $18,426  
  Partial minus Traditional $67,956  
Large C&I 

 
  

  Full minus Traditional ($2,452,106) 
  Partial minus Traditional ($4,952,627) 
Small Volume Interruptible & Joint   
  Full minus Traditional ($345,497) 
Large Volume Interruptible & Joint   
  Full minus Traditional $11,083  
Small Volume Transport   
  Full minus Traditional $93,471  
Large Volume Transport   
  Full minus Traditional $426,703  
Super Large Volume Transport   
  Full minus Traditional ($310,019) 
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1. Residential Customers 
 
Table 1 indicates that for 2009-2013, MERC’s residential customers paid significantly 
higher revenues under full decoupling ($3.39 million) compared to traditional rate regulation 
and would have paid higher revenues under partial decoupling ($1.97 million) compared to 
traditional rate regulation.1  Attachment 1 shows a breakdown of the revenues by year.  For 
the period 2009-2012, residential customers paid significantly higher revenues under full 
decoupling ($5.5 million) rather than traditional ratemaking, but would have refunded 
money during 2013, due to the very cold 2013-2014 winter.  Under partial decoupling, 
residential customers would have paid higher revenues every year, although a significantly 
lesser amount than under full decoupling, and the surcharges for 2011-2013 would have 
been minimal.   
 

2. Small C&I 
 
Table 1 indicates that for 2009-2013, both partial and full decoupling would have had 
minimal impacts.  A review of Attachment 1 indicates small C&I customers would have 
received refunds in both 2009 and 2013, and paid surcharges for 2010-2012.  (Note that 
partial decoupling is not shown for this and other interruptible and large classes since 
weather has a minimal impact on such classes.) 
 

3. Large C&I 
 
Table 1 indicates that MERC’s large C&I customer class (not currently included under 
MERC’s decoupling pilot program) would have received large refunds under full and partial 
decoupling.  The refunds would have occurred every year, except for 2012 under full 
decoupling. 
  

1 The following hypothetical example illustrates how a utility’s total collection of money under traditional 
ratemaking, partial decoupling and full decoupling when sales are lower in the year following a rate case, and 
half of the decrease is due to unusually warm weather.   
 Annual Revenue Collected Traditional Ratemaking Partial 

Decoupling 
Full Decoupling 

a Rate Case $1,000,000 $1,000,000 $1,000,000 
b Year 1 (Sales < RC) $900,000 $900,000 $900,000 
c Year 2 (Sales = RC) $1,000,000 $1,000,000 $1,000,000 
d Adjustment for Year 1 - $50,000 $100,000 
e Total Recovery, Year 2 $1,000,000 $1,050,000 $1,100,000 
 Total Recovery, Years 1 and 2 (b+e) $1,900,000 $1,950,000 $2,000,000 
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4. All other customer classes 
 

Table 1 indicates that for 2009-2013, full decoupling would have resulted in lower revenues 
paid by the Small Volume Interruptible and Super Large Volume Transport customer classes, 
while the other customer classes would have paid more in revenues. 
 
B. UNBILLED SALES 
 
In its Reply Comments, the Company responded to the Department’s request for a revised 
Attachment 3, Page 2, which corrected for the negative sales values reported in this 
attachment.  The Company stated that a revised attachment would be inappropriate 
because the negative values are the result of MERC’s unbilled sales process.  The Company 
stated that it has revised its billing process for purposes of the sales forecast, but MERC 
continues to account for billing adjustments in the month the adjustment was made in the 
general ledger rather than the months when the billing readings occurred.  The Company 
further stated that to modify actual sales for the purposes of the decoupling mechanism to 
reflect anything other than the amounts actually booked would not accurately depict MERC’s 
sales.  The Company concluded that a revised Attachment 3, Page 2, would be 
inappropriate. 
 
The Department reviewed the information filed in this docket, along with the sales data in 
the Company’s 2010 rate case, and continues to be troubled by the Company’s report of 
negative sales and has concerns regarding the Company’s unbilled sales approach and the 
calculation of the decoupling adjustment rate.  Since MERC’s unbilled sales approach 
accounts for billing adjustments in the month they are identified rather than the month(s) 
when they occurred, sales that occurred in a previous period may be included in the 
calculation of the current period’s decoupling adjustment and sales that occurred in the 
current period may be used to calculate a future period decoupling adjustment.   
 
In the absence of a decoupling adjustment, this sales mis-match is not a concern. In the 
long term the total revenue is the same; it just happens that certain sales and revenues are 
logged in different periods.  However, for this pilot program, if unbilled sales are not 
accurately identified for each decoupling period, the results of the decoupling pilot may be 
skewed especially unless it can be shown that MERC’s unbilled sales are fully consistent 
over time. 
 
In the Company’s pending rate case, the Department and MERC have agreed that the base 
sales figure in the RDM calculation will be updated to reflect the new rate case sales 
forecast.  As noted in the Company’s Reply Comments, MERC’s sales forecasting data is 
corrected such that billing errors, or adjustments, are accounted for in the month that they 
occurred and not when they were identified.  The only justification that the Company 
provided in its Reply Comments for not adjusting its booked sales, even though negative 
sales were reported, is a statement that any adjusted sales would not accurately reflect the 
Company’s sales.  MERC did not provide specific evidence showing that adjusting sales in a   



Docket No. G007,G011/GR-10-977 
Analyst assigned:  Christopher T. Davis 
Page 6 
 
 
 
manner similar to the sales forecast would be inappropriate or result in an incorrect 
application of the RDM adjustment.  In addition, if adjusted sales are not an accurate 
reflection of MERC’s sales, then it potentially raises the issue of whether the sales data used 
to set rates in a decoupling mechanism are reasonable.   

 
As noted above, the unbilled sales issue under a pilot decoupling program can become a 
concern at the end of the review period.  Since the decoupling pilot has not reached its 
conclusion, the unbilled sales concerns should not impact ratepayers or MERC at this time; 
as such, the Department does not believe that it is necessary for the Commission to hold up 
approval of the decoupling adjustment at this time.  The Department will continue to work 
with MERC to reach an understanding on the most appropriate current sales number to 
estimate the RDM factor.  In addition, the Department recommends that the Company 
provide additional discussion and evidence supporting its decision not to provide a revised 
attachment accounting for negative booked sales. 
 
C. RECOMMENDATIONS 

 
The Department recommends that the Commission allow MERC to continue to assess its 
decoupling adjustment and approve the Company’s annual decoupling adjustment. 
 
The Department will continue to work with MERC to reach an understanding on the most 
appropriate current sales number to estimate the RDM factor.   
 
Finally, the Department recommends that the Commission require MERC to provide, in its 
next annual decoupling evaluation report, an estimate of the revenues that would have been 
collected from all of its customer classes in 2014 assuming: 
 

a. No decoupling; 
b. Partial revenue per customer decoupling; and 
c. Full decoupling. 

 
This data should assume that the decoupling rate adjustment is implemented on a monthly 
and annual basis, and estimate the surcharge or deferral that would have been experienced 
by a customer using the average amount of natural gas for each customer class, a low 
amount and a high amount. 
 
 
/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 
Supplemental Comments  
 
Docket No. G007,011/GR-10-977 
 
Dated this 9th day of September 2014 
 
/s/Sharon Ferguson 
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