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

A Request for Approval of the Assets Purchase and Sale Agreement between Interstate 
Power and Light Company and Southern Minnesota Electric Cooperative. 

 
The petition was filed on April 15, 2014 by: 
 

Erik C. Madsen Brian Krambeer 
Director, Regulatory Affairs President 
Interstate Power and Light Company Southern Minnesota Electric Cooperative 
PO Box 351 c/o Tri County Electric Cooperative 
Cedar Rapids, IA  52406 PO Box 626 
 Rushford, MN  55971-0626 
 

The Department recommends several modifications to the petition and requests that the 
Applicants provide additional information in supplemental responsive comments.  The 
Department will make its final recommendations in its supplemental reply comments.  The 
Department is available to answer any questions the Commission may have. 
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/s/ John Kundert 
Financial Analyst 
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I.I.I.I.    SUMMARY OF INTERSTATE POWER AND LIGHT COMPANY’S AND SOUTHERN SUMMARY OF INTERSTATE POWER AND LIGHT COMPANY’S AND SOUTHERN SUMMARY OF INTERSTATE POWER AND LIGHT COMPANY’S AND SOUTHERN SUMMARY OF INTERSTATE POWER AND LIGHT COMPANY’S AND SOUTHERN 

MINNESOTA ELECTRIC COOPERATIVE’S PETITIONMINNESOTA ELECTRIC COOPERATIVE’S PETITIONMINNESOTA ELECTRIC COOPERATIVE’S PETITIONMINNESOTA ELECTRIC COOPERATIVE’S PETITION    
 
A. FILED DOCUMENTS 
 
On April 15, 2014 Interstate Power and Light Company (IPL) and Southern Minnesota 
Electric Cooperative (SMEC) (the Companies or Applicants) filed a petition with the 
Minnesota Public Utilities Commission (Commission) for approval of the sale of IPL’s 
Minnesota electric distribution system and assets, and transfer of IPL’s service rights and 
obligations in Minnesota to SMEC (Petition).  The Companies also filed Attachments A 
through U in support of their petition.  In particular, Attachment D of the petition is the Asset 
Purchase and Sale Agreement (APA) and Schedules.  Attachment D also contains the 
Wholesale Power Supply Agreement (WPSA) and Schedules.  Attachment T provides a list of 
outstanding Commission dockets and upcoming Commission regulatory filings involving IPL.  
According to the petition, IPL will also be required to make a filing with the Iowa Utilities 
Board (IUB) regarding the proposed asset transfer.   
 
At present, IPL serves a relatively small number of Minnesota retail customers (about 
42,500).  SMEC is made up of the following distribution cooperatives:  Benco Electric 
Cooperative, Brown County Rural Electrical Association, Federated Rural Electric Association, 
Freeborn-Mower Cooperative Services, The Minnesota Valley Electric Cooperative, Nobles 
Cooperative Electric, People’s Energy Cooperative, Redwood Electric Cooperative, South 
Central Electric Association, Sioux Valley Energy/Sioux Valley Southwestern Electric 
Cooperative Inc., Steele-Waseca Cooperative Electric, and Tri-County Electric Cooperative.  
The Applicants propose that these customers be served by SMEC, and eventually SMEC’s 
Member Cooperatives, by means of SMEC taking wholesale electric generation and 
transmission service from IPL under the WPSA.  This service would be provided by IPL under 
its Federal Energy Regulatory Commission (FERC) tariff. 
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The Minnesota Department of Commerce, the Division of Energy Resources (DOC or the 
Department) files its Comments on the Petition herein. 
 
B. SUMMARY OF THE PETITION AND REQUESTED APPROVAL 
 
Under the proposed APA, IPL would sell all of its electric distribution assets located in 
Minnesota to SMEC.  If the Commission approves the proposed APA, IPL would not own any 
electric distribution assets in Minnesota.  The proposed APA portion of the transaction is a 
cash-only transaction; i.e., IPL would receive no securities from SMEC in return for selling its 
electric distribution assets.  SMEC would borrow the entire amount of the purchase price 
from the National Rural Utilities Cooperative Finance Cooperation (CFC). 
 
Under the APA IPL would transfer its assets at book value.  At present, the Applicants 
estimate the book value of the assets to be transferred at $121 million.   
 
The Petition indicates that the proposed APA portion of the transaction would also require 
IUB approval as the APA portion of the transaction represents more than three percent of 
IPL’s Iowa jurisdictional revenue. 
 
Under the WPSA, IPL proposes to supply SMEC with generation and transmission services to 
customers located in its current Minnesota service territories for 10 years.  Transmission 
service would continue to be provided by ITC Midwest as is currently the case.  Generation 
service would be provided by IPL facilities under IPL’s FERC RES-5 rate. 
 
The Companies seek to close the proposed transaction before December 31, 2014. 
 
C. STATED JUSTIFICATION FOR THE PROPOSED PURCHASE AND SALE AGREEMENT 
 
The Companies state that the standard under which the proposed APA must be reviewed is 
Minn. Stat. §216B.50 – Restrictions on Property Transfer and Merger.  In particular, Minn. 
Stat. §216B.50 states, among other things, 
 

No public utility shall sell, acquire, lease, or rent any plant as 
an operating unit or system in this state for a total 
consideration in excess of $100,000, or merge or 
consolidate with another public utility or transmission 
company operating in this state, without first being 
authorized so to do by the commission. … If the Commission 
finds that the proposed action is consistent with the public 
interest, it shall give its consent and approval by order in 
writing. 

 
The Companies state that to justify the proposed APA and the combined APA and WPSA 
(Agreements) they do not have to show that it would provide public benefits.  Instead, they 
argue that it is sufficient to show that the proposed Agreements are compatible with the 
public interest.  To support this position, the Companies cite earlier Commission Orders in 
Docket Nos. G008/PA-90-604, G002/PA-99-1268, and G007,011/M-05-1676.  The 
Companies state that the proposed Agreements are consistent with the public interest due 
to the following provisions of the proposal: 
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• SMEC and the SMEC Member Cooperatives would provide significant rate 
protections for a period of up to five years. 
 

• SMEC Member Cooperatives would provide service to customers located in the 
current IPL service territories at uniform rates established by SMEC.  These rates 
would maintain the current IPL levels of monthly customer charges.  However, 
these rates would also reflect increases in the Power Supply and Transmission 
costs included in IPL’s FERC rates. 

 

• SMEC and its Member Cooperatives would provide ongoing cost advantages that 
would provide benefits to the current IPL customers. 
 

• Rates are likely to be higher for the current IPL customers if IPL retains ownership 
of the distribution function than they would be if ownership and operation of the 
distribution function were transferred to SMEC and the SMEC Member 
Cooperatives. 
 

• Service quality would be maintained and there are factors that may facilitate 
some improvement in service quality. 

 
 
II.II.II.II.    DEPARTMENT ANALYSISDEPARTMENT ANALYSISDEPARTMENT ANALYSISDEPARTMENT ANALYSIS    
 
A. INTRODUCTION 
 

1. Required Approval for Acquiring Properties 
 
The Companies request Commission approval of the Gas Asset Purchase and Sale 
Agreement between IPL and SMEC under Minn. §216B.50 and Minnesota Rules 
7825.1600–1800. 
 

2. Criteria for Assessing the Agreement 
 
Minnesota Stat. §216B.50 governs acquisitions and sales of utility properties for total 
values exceeding $100,000.  To approve a sale or an acquisition under that statute, the 
Commission must find that the sale or acquisition “is consistent with the public interest.”  
The statute further requires that: 
 

In reaching its determination, the Commission shall take into 
consideration the reasonable value of the property, plant or 
securities to be acquired or disposed of. 

 
The Commission has historically used a balancing test to determine if a sale or an 
acquisition is “consistent with the public interest,” weighing detriments against benefits.  
Among the factors considered have been:  effects on rates, effects on service quality, effects 
on reliability, effects on the Commission’s authority to regulate the company, effects on 
corporation financing, potential for possible cross-subsidization and economies of scale. 
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If the Commission chooses to approve a transaction, the Commission may condition its 
approval if it finds that conditions are necessary to preserve the public interest.  Such 
conditions can include periodic filings of information, rate freezes, rate reductions or service-
quality requirements. 
 
In determining whether the proposed transaction is consistent with the public interest, the 
Department focused on the following three issues: 
 

• What effect would the Agreements likely have on costs to IPL’s existing Minnesota 
electric ratepayers who would become SMEC Member Cooperative ratepayers as 
a result of the APA? 

• Would the resulting operational changes affect reliability and quality of service for 
IPL’s existing electric ratepayers who would become customers of the SMEC 
Member Cooperatives as a result of the APA? 

• What effects would the Agreements have on the regulatory authority of Minnesota 
agencies and on the ability to ensure that the interests of IPL’s ratepayers are 
appropriately met? 
 

Below is the Department’s discussion of each of the above issues. 
 
B. ORGANIZATION OF COMMENTS 
 
The Department’s comments consist of the following sections: 
 

• Legal and Procedural Issues; 

• Electric Operational Issues;  

• Effects of the Agreements on IPL’s and SMEC Member Cooperatives’ Ratepayers 
and Consistency with the Public Interest; 

• Summary and Conclusions; and  

• Recommendations. 
 
C. LEGAL AND PROCEDURAL ISSUES 
 

1. Have the Companies Requested the Appropriate Approvals and Provided the 
Required Information? 

 
The Applicants appear to have requested approval of the APA under the appropriate 
Minnesota Statutes and Rules, although that interpretation requires some additional 
explanation.    
 
A transfer of property from one rate-regulated public utility to another rate-regulated public 
utility is clearly subject to Commission approval under Minn. Stat. §216B.50.  Moreover, a 
sale of assets by a rate-regulated utility to any entity is subject to Commission approval 
under that same statute.   
 
SMEC is not a rate-regulated public utility as defined in Minn. Stat. §216.02, subd. 4.  
Further, the distribution cooperatives that are members of SMEC do not have transmission 
or generation resources to allow them currently to serve IPL’s ratepayers.  However, Minn. 
Stat. §216B.01 does not require that a utility must own generation or transmission 
resources:  
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216B.01 LEGISLATIVE FINDINGS.216B.01 LEGISLATIVE FINDINGS.216B.01 LEGISLATIVE FINDINGS.216B.01 LEGISLATIVE FINDINGS.    
It is hereby declared to be in the public interest that public 
utilities be regulated as hereinafter provided in order to 
provide the retail consumers of natural gas and electric 
service in this state with adequate and reliable services at 
reasonable rates, consistent with the financial and economic 
requirements of public utilities and their need to construct 
facilities to provide such services or to otherwise obtain 
energy supplies, to avoid unnecessary duplication of facilities 
which increase the cost of service to the consumer and to 
minimize disputes between public utilities which may result 
in inconvenience or diminish efficiency in service to the 
consumers.  Because municipal utilities are presently 
effectively regulated by the residents of the municipalities 
which own and operate them, and cooperative electric 
associations are presently effectively regulated and 
controlled by the membership under the provisions of 
chapter 308A, it is deemed unnecessary to subject such 
utilities to regulation under this chapter except as specifically 
provided herein.  (Emphasis added) 

 
Under the proposed Agreements, SMEC is required to obtain sufficient energy supplies to 
serve IPL’s former customers.  Specifically, Part 1 of the Wholesale Power Supply Agreement 
states:1 
 

IPL agrees to furnish and sell, and [SMEC] agrees to purchase, 
subject to the provisions of this Agreement, all of the electricity 
required by [SMEC] for service to its Members in connection 
with the operation of the electrical distribution system 
(“SYSTEM”) acquired by [SMEC] from IPL on _____________, 
2013 (a current map of the SYSTEM is detailed on Exhibit A), 
and constituting all of the retail load of the SYSTEM existing at 
such date as provided under the individual delivery and 
interconnection points set forth on Exhibit B (the “Old Load”). 
 
Thereafter and for the duration of this Agreement, [SMEC], 
through its Members, may displace no more than 5% of 
[SMEC’s] monthly capacity, power and energy needs for the Old 
Load, adjusted as necessary to reflect behind the meter 
distributed generation that reduces [SMEC] requirements 
service from IPL.  Such behind the meter generation shall not 
be considered a reduction in [SMEC’s] purchase obligation 
under this Agreement.  This displaced reduction in monthly 
capacity, power and energy needs in Old Load shall only be 
used if, in the reasonable judgment of [SMEC], it would (a) 
provide increased reliability, (b) eliminate duplicate electric 
facilities, (c) increase efficiency, or (d) address casualty loss or  

  

                                                 
1 Attachment D of Initial Filing, pages 639-640 of 660. 
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the retirement of electric facilities in a more cost-effective 
manner ((a) through (d) collectively referred to as “Improved 
Services”). 

 
Thus, SMEC incorporates a sufficient level of characteristics of a generation and 
transmission cooperative as this term is defined in Minn. State 216B.2422, subd. 1(b).  
Consequently, the Department concludes that the Applicants appropriately filed their 
petition pursuant to Minnesota Statute in that it provides for Commission review of the 
proposed transaction. 
 
Additionally, a transfer of property as proposed by the Applicants must satisfy the 
requirements of Minn. Rules 7825.1700 and 7825.1800.  Minn. Rule 7825.1700 requires 
two things: 
 

• The petition must be approved by formal written order from the Commission; and 

• If consideration for such a transaction (transfer of property) is a security or 
securities, then the Applicants must file for approval of capital structure 
concurrently with their petition for transfer of property.  
 

The Applicants filed for approval of their petition under Minn. Stat. §216B.50 and the 
proposed transaction involves no securities in consideration of the proposed transfer of 
property.  Therefore, the Department concludes that the Petition satisfies all the 
requirements of Minn. Rule 7825.1700. 
 
Minn. Rule 7825.1800 lists the filing requirements for a petition to acquire property.  It 
consists of four parts A through D, of which only parts B-D are applicable to a transfer of 
property.  The Department reviewed the petition and concludes that the information 
provided in the petition includes all the required information in parts B through D of Minn. 
Rule 7825.1800. 
 
As noted above, IPL will need to request that the IUB approve the sale to SMEC.  The 
Department is not aware that IPL has yet made that filing as of the date of these comments; 
IPL stated that it planned to make this request in the second quarter of 2014.  As a result, 
the Department requests, on an ongoing basis, that IPL submit a notification in this docket 
whenever IPL files a petition with the IUB regarding this proposed sale. 
 
In addition, while not pre-judging the outcome of the Commission’s proceeding or the IUB 
proceeding, the Department requests that the Applicants indicate in reply comments what 
SMEC’s plans are if authorization does not occur, or does not occur in a timely manner. 
 
Based on its review of the Applicants’ petition and its discussion above, the Department 
concludes that the Applicants’ petition satisfies all the legal content and procedural 
requirements. 
 
D. ELECTRIC OPERATIONAL ISSUES 
 
The proposed Agreement would require SMEC’s Member Cooperatives to integrate IPL’s 
electric distribution services in Minnesota into their own respective electric distribution 
systems in Minnesota.  To be consistent with the public interest, such integration must be 
seamless and may not result in operational issues for the SMEC Member Cooperative’s  
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post-transaction integrated electric distribution systems.  The operational issues consist of 
two parts: 
 

• operation of the distribution system and; 

• electric supply. 
 
Regarding operation of IPL’s current distribution system and its integration into the twelve 
SMEC Member Cooperatives’ distribution systems respectively, the Applicants state:2 
 

IPL and SMEC will cooperate to ensure a seamless and orderly 
transition of customers from IPL to SMEC Member 
Cooperatives.  IPL and SMEC call-centers, customer service 
billing and information technology departments will have 
transferred all of the necessary data and customer information 
to enable effective resolution of customer concerns.  At the 
close of the Transaction, the SMEC Member Cooperative 
customer service departments will field calls from the acquired 
customers.  IPL, SMEC, and the SMEC Member Cooperatives 
will work together to complete a final meter read to ensure 
accurate customer usage information is transferred for the 
transition to SMEC Member Cooperative billing.  IPL, SMEC and 
the SMEC Member Cooperatives will continue to work together 
after the Transaction closes to resolve all issues that have not 
yet been resolved. 

 
Based on the Applicants’ explanation and their responses to select DOC information 
requests included in Attachment A, the Department does not anticipate any operational 
issues associated with the proposed sale of the electric distribution assets from IPL to 
SMEC. 
 
Regarding power supply for IPL’s customers, the Applicants state, in addition to the quote 
above from the Wholesale Power Supply Agreement:3 
 

The Wholesale Power Agreement is a full requirements 
agreement between IPL and SMEC for electric supply to 
customers in the areas acquired from IPL with an initial term of 
ten (10) years and a five- (5) year prior written notice of 
termination, which notice may not be given until the fifth 
anniversary of the effective date of the Wholesale Power 
Agreement.  The pricing terms for the energy and capacity 
under the Wholesale Power Agreement shall be the same as 
provided in IPL’s applicable tariff, currently FERC Rate Schedule 
RES-5 tariff, which is included in Attachment F.  
 

Based on the Applicants’ explanation, the Department does not anticipate any operational 
issues associated with the power supply from IPL to SMEC’s Member Cooperatives.   
  

                                                 
2 Petition, at pages 55-56. 
3 Petition, at page 20. 
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Regarding transmission service, the Applicants state:4 
 

Power and energy will be delivered to SMEC distribution 
substations through the same transmission facilities that 
provide delivery prior to the sale by the same transmission 
providers (including [Dairyland Power Cooperative, Independent 
Transmission Company and Northern States Power Company]).  
IPL will have authority to act on SMEC’s behalf to procure 
appropriate transmission services from [the Midwest 
Independent System Operator (MISO)], receiving and paying 
bills from MISO and passing the associated charges through to 
SMEC. 

 
Based on the Applicants’ explanation, the Department does not anticipate any operational 
issues associated with the transmission of power and energy from IPL to SMEC’s Member 
Cooperatives.   
 
E. EFFECTS OF THE PROPOSED ASSETS’SALE AND PURCHASE ON IPL’S RATEPAYERS 

AND CONSISTENCY WITH THE PUBLIC INTEREST 
 

1. Introduction 
 
As noted above, Minn. Stat. §216B.50 states: 
 

If the Commission finds that the proposed action is consistent 
with the public interest, it shall give its consent and approval by 
Order in writing. 
 

To be consistent with the public interest, the proposed transaction must not result in a 
significant rate increase for IPL’s existing ratepayers.  If SMEC or the SMEC Member 
Cooperatives’ were rate regulated by the Commission, the Commission would apply this 
same criterion to the SMEC Member Cooperative’s rates.  Given that the SMEC Member 
Cooperatives’ are self-regulating, the concern relative to rate increases for SMEC Member 
Cooperative’s customers falls beyond the Commission’s purview.  Any concerns about rate 
impacts on SMEC Member Cooperatives rest entirely with each of the SMEC Member 
Cooperatives’ Board of Directors. 
   
As noted above, the Applicants indicate the following benefits of the proposal:5 
 

• SMEC and the SMEC Member Cooperatives would provide significant rate 
protections for a period up to five years. 
 

• SMEC Member Cooperatives would provide service to customers located in the 
current IPL service territories at uniform rates established by SMEC.  These rates 
would maintain the current IPL levels of monthly customer charges.  These rates 
would reflect increases in Power Supply and Transmission costs included in IPL’s 
FERC rates.  

                                                 
4 Petition, at pages 20-21. 
5 The following bullets paraphrase section V, part B. Summary of Customer Benefits and Customer Protections 
of the Petition. 
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• SMEC and its Member Cooperatives would provide ongoing cost advantages that 
would provide benefits to the current IPL customers. 
 

• Rates are likely to be higher for the current IPL customers if IPL retains ownership 
of the distribution function than they would be if ownership and operation of the 
distribution function were transferred to SMEC and the SMEC Member 
Cooperatives. 
 

• Service quality would be maintained and there are factors that may facilitate 
some improvement in service quality. 

 
2. Department’s Discussion of the Rate Impacts 

 
For the transaction to be consistent with the public interest, IPL’s ratepayers must not be 
worse off as a result of paying SMEC’s rates instead of paying IPL’s rates.  Therefore, the 
Department compares the rates that would have been charged to IPL’s ratepayers, absent 
the proposed transaction, with the rates that would be charged to IPL’s ratepayers under the 
proposed transaction.  This exercise is complicated by the fact that SMEC does not provide 
electric service to any retail ratepayers.  As a result, the Department developed a set of 
weighted average rates using SMEC Member Cooperatives’ rates and compared those rates 
to IPL’s current rates for those same customer classes/rate codes.  Based on Attachment K 
of the filing, the Department compares IPL’s 2014 rates to the weighted average of SMEC 
Member Cooperatives’ rates in Table No. 1 below.    
 

Table 1:  Rates Comparison for 2014, Assuming Current IPL RatesTable 1:  Rates Comparison for 2014, Assuming Current IPL RatesTable 1:  Rates Comparison for 2014, Assuming Current IPL RatesTable 1:  Rates Comparison for 2014, Assuming Current IPL Rates    
 

 Percentage Change if Transferred 
Customer Class to SMEC Members at Current Rates 
Residential 20.60% 
Farm 7.21% 
Small Commercial 34.37% 
Large Commercial 17.90% 
 

The comparison is based on average annual bills for each customer class.  Positive numbers 
indicate the percentage by which the weighted average SMEC Member Cooperatives’ rates 
exceed IPL’s rates.   
 
The Applicants did not include the base rate comparison made in Table 1, stating that such 
a comparison is not “very meaningful.”6  The Applicants appear to take the position that 
SMEC Member Cooperatives’ rates are based on the revenue requirements and 
characteristics of rural, low load density electric distribution systems, in contrast with IPL’s 
rates which are based on a predominantly urban system. 7 
  
Based on this comparison alone, it would appear that IPL’s ratepayers would be worse off 
under the proposed transaction, assuming that the rates paid by IPL’s current ratepayers 
will ultimately converge with the SMEC Member Cooperative’s rates.  However, there are two 
factors that affect the information in Table 1 and any conclusion to be drawn from that  

                                                 
6 Petition at page 51. 
7 Ibid. 
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information.  First, IPL’s current rates may not reasonably represent IPL’s current cost of 
providing electric service to its Minnesota customers.  Since IPL’s last electric rate case in 
Minnesota was in 2010, it is likely that IPL’s current cost of service is higher than is 
reflected in IPL’s rates. 
 
The Applicants also discuss the topic of IPL’s current rates in the Petition.  For example, the 
Applicants provided IPL’s alleged actual and weather-normalized annual returns on equity 
(ROE) since 2009 in the Petition.  IPL’s weather-normalized annual returns, on equity for 
2010 through 2013 were -3.29% 0.99%, 0.53% and 0.43%, respectively,8 compared to the 
authorized ROE of 10.35%.9  In addition, the Department notes that, as indicated in Table 2 
below, IPL reported the overall rates of return (ROR) in its annual jurisdictional reports for 
these years, compared to the authorized ROR of 8.105%10 (IPL states in its jurisdictional 
reports that the Company does not consider its expenses to be weather-sensitive).  These 
results, which are not audited, suggest that IPL’s rates were significantly lower than IPL’s 
cost-of-service for that same time period: 
 

Table 2:  IPL’s Reported RORs in Annual Jurisdictional ReportsTable 2:  IPL’s Reported RORs in Annual Jurisdictional ReportsTable 2:  IPL’s Reported RORs in Annual Jurisdictional ReportsTable 2:  IPL’s Reported RORs in Annual Jurisdictional Reports    
    

YearYearYearYear    DocketDocketDocketDocket    ROE (normalized)ROE (normalized)ROE (normalized)ROE (normalized)    ROR (unnormalized)ROR (unnormalized)ROR (unnormalized)ROR (unnormalized)    

2010 11-4 (3.29%) 2.08% 

2011 12-4 0.99% 4.15% 

2012 13-4 0.53% 3.74% 

2013 14-4 0.43% 3.66% 

 
Second, the influx of current IPL customers into the different SMEC Member Cooperatives 
could result in the creation of new service options or rate classes for certain SMEC Member 
Cooperatives due to the number and cost characteristics of those customers.  For example, 
the introduction of 12,200 residential customers from IPL’s Albert Lea service territory into 
Freeborn-Mower Electric Cooperative’s current customer population of 6,000 total 
customers would have a significant impact on Freeborn-Mower’s cost structure, customer 
classes and rates.  
 
While the potential for rate shock appears significant given the information in Table 1, SMEC 
does offer the equivalent of a three-year rate freeze on the distribution portion of its would-
be rates in the Petition.  It also provides certain rate protections in the Petition that it 
believes will help to mitigate rate shock for IPL’s current customers if the transaction is 
approved. 
 
SMEC’s most recent estimate included in Attachment E of its Responsive Comments filed 
September 4, 2014, stated that typical bills would increase by 5-7 percent in 2015, 3-4 
percent in 2016 and 7-8 percent in 2017. 
 
The Department estimated that IPL’s average revenue requirement increases for that same 
time period, if IPL continued to serve its Minnesota customers, would be 6.2 percent in 
2015, 8.3 percent in 2016 and 6.6 percent in 2017. 
  

                                                 
8 Petition at page 46. 
9 Commission’s August 12, 2011 Findings of Fact, Conclusions of Law and Order, page 10, Docket No. 
E001/GR-10-276. 
10 Id. at 45. 
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3. Cost Benefit Analysis of Transaction from IPL Ratepayer Perspective 
 
The Applicants provided a summary table in Attachment I of the filing that included a 
cost/benefit analysis for IPL’s customers during the initial three-year period.  The Applicants 
estimated a cumulative nominal benefit associated with the transaction of $28.3 million by 
the end of 2017.  This benefit was based on a comparison of projected revenue increases 
for the period from 2013 through 2017 by IPL if it continued to own and operate its electric 
distribution system, and increases SMEC expects if the transaction is approved.  The 
analysis assumed that IPL would file rate cases in early 2014 and in 2017 and would be 
awarded these proposed increases.  For comparison, in IPL’s most recent electric rate 
cases, that the Commission granted IPL an increase in revenue requirement of $7.8 million 
in its 2010 rate case (E001/GR-10-276), and $1.2 million in its 2005 rate case (E001/GR-
05-748). 
 
Table 3 below mirrors the information included in Table 1 in Attachment I of the filing.  The 
Department also attempted to quantify the benefits associated with IPL’s analysis by 
discounting the estimated benefits through 2017 back to current dollars.  This calculation 
resulted in an estimated benefit of $21.67 million using IPL’s assumptions. 
 

Table 3:  IPL Comparison of Projected Revenue Increases Table 3:  IPL Comparison of Projected Revenue Increases Table 3:  IPL Comparison of Projected Revenue Increases Table 3:  IPL Comparison of Projected Revenue Increases ––––        
Total System ($ millions)Total System ($ millions)Total System ($ millions)Total System ($ millions)    

 
 Description 2013 2014 2015 2016 2017 

1 Base = 2013 Customer Cost $77.00     

2 IPL Revenue Requirement  $80.5 $88.2 $92.4 $100.2 

3 $ Change from Prior Year  $3.50 $7.70 $4.20 $7.80 

4 % Change from Prior Year  4.5% 9.6% 4.8% 8.5% 

5 SMEC Revenue Requirement  $77.0 $81.4 $85.1 $89.5 

6 $ Change from Prior Year  $0 $4.40 $3.70 $4.40 

7 % Change   5.7% 4.5% 5.2% 

8 
(2-5) 

Annual Nominal Benefit   $ 3.5 $ 6.8 $ 7.3 $10.7 

9 % Benefit  4.5% 8.8% 9.5% 13.9% 

10 Cumulative Nominal Benefit  $ 3.5 $10.3 $17.6 $28.3 

11 
Present Value of Annual Benefit in 
Current $ for 2015 through 2017* 

 
$21.67 

   

* Discounted at IPL’s weighted average cost of capital. 
 
IPL’s analysis overstates the potential benefits resulting from the transaction in that it 
assumes that IPL would have filed a rate case in early 2014.  That filing would have begun 
the process of bringing IPL’s annual revenue more in line with the Company’s stated cost of 
service.  In light of this overly favorable assumption, the Department developed its own 
estimate of the costs and benefits of the transaction given a more realistic timeframe. 
 
The Department’s analysis is summarized in Table 4 below.  The assumptions that form the 
basis for Department’s cost/benefit differs from IPL’s as follows: 
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• The analysis assumes the transaction is completed by December 31, 2014.  
Consequently cost and benefits associated with the transaction begin on January 
1, 2015. 

• If the transaction is not approved, IPL will file rate cases annually from 2015 
through 2017. 

• The analysis is extended through 2018 so as to capture the full extent of the 
hypothetical 2017 IPL rate case.   

• IPL’s revenues are set equal to its revenue requirements. 

• SMEC’s annual revenues are identical to those provided in IPL’s analysis for the 
period from 2015 through 2017. 

• SMEC’s annual revenue is increased by 4 percent in 2018.  This increase in 
SMEC’s annual revenue would be consistent with that of IPL’s revenue 
requirement. 

 

The Department believes its second assumption – that IPL will file annual rate cases 
beginning in 2015, is a very favorable assumption from IPL’s perspective.  A third 
assumption, that IPL would be awarded 100 percent of its requested increases is also very 
favorable to the Company.   
 

Table 4:  Department Comparison of Projected Base Rate Revenue Increases Table 4:  Department Comparison of Projected Base Rate Revenue Increases Table 4:  Department Comparison of Projected Base Rate Revenue Increases Table 4:  Department Comparison of Projected Base Rate Revenue Increases ––––        
Total System ($ millions)Total System ($ millions)Total System ($ millions)Total System ($ millions)    

 
Description 2014 2015 2016 2017 2018  

IPL Revenues $78.5     

IPL Revenue Requirement  $83.35 $90.30 $96.3 $100.2 

% Change from Prior Year  6.2% 8.3% 6.6% 4.0% 

SMEC Revenue Requirement  $81.40 $85.1 $89.50 $93.08 

% Change  3.7% 4.5% 5.2% 4.0% 

Annual Nominal Benefit  $ 1.95 $ 5.20 $ 6.80 $ 7.12 

% Benefit  2.3% 5.8% 7.1% 7.1% 

Cumulative Nominal Benefit  $ 1.95 $ 7.15 $12.65 $21.07 

Present Value of Annual Benefit in 
Current $ 2015 through 2017* 

 
$11.80 

   

*Discounted at IPL’s weighted average cost of capital 

 
The Department’s analysis suggests that the benefits associated with the transaction would 
accrue more slowly than IPL estimates.  More importantly, the Department’s analysis 
indicates that the nominal and net present value of the estimated benefits would be 
significantly lower than IPL estimates for the time period 2015 through 2017.  The 
Department estimates the benefits to ratepayers in nominal terms would be $12.65 million 
versus IPL’s estimate of $28.30 million.  This estimate is roughly 24 percent lower in 
nominal terms.  The difference between the estimates in current dollars is even larger.  The 
Department estimates the transaction benefits at $11.80 million which is $9.87 million 
lower (46%) than the Department’s estimate of the benefits based on IPL’s analysis of 
$21.67 million.    
 
Unfortunately, this lack of rigor in IPL’s cost benefit analysis in this docket is concerning, 
given the Company’s history of representing that customers would receive net benefits of a 
transaction when in practice there were net costs, such as  in Docket No. E001/PA-07-540,  
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when IPL sold its transmission assets to ITC Midwest.11  In that proceeding, IPL estimated 
that ratepayers would see a rate reduction of 20 cents per month for the average residential 
ratepayer; however, in practice, IPL proposed a rate increase of approximately $5.17 per 
month for such customers.12  
 
Given that history, the Department asked several information requests and performed 
additional research to assess the extent to which the Commission can rely on the estimates 
that IPL and SMEC have provided in IPL’s cost benefit analysis.  This information is included 
in the following section.     
 
Scenarios 
 
There are at least three risks that could affect the costs and benefits that IPL and SMEC 
have identified: 
 

• SMEC Member Cooperatives’ forecasted income not being sufficient to cover the 
debt service requirements to its lenders.  This insufficiency could be due to 
revenues being lower than forecasted or expenses being higher than forecasted, 
among other things; 

• IPL’s forecast of its generation costs being incorrect; and/or 

• IPL’s forecasts of ITC Midwest’s transmission costs being incorrect. 
 
The Department was particularly interested in the financial analysis that supported SMEC’s 
offer to purchase IPL’s distribution assets due to the novelty of the filing.  To the 
Department’s knowledge, this is the first instance in which an incumbent investor-owned 
utility (IOU) is proposing to voluntarily sell its distribution function to a third party in 
Minnesota.  It is also the first instance in which the Department has had an opportunity to 
review the process by which a group of distribution cooperatives formed a cooperative of 
cooperatives to secure third-party financing to achieve a common goal.  The sensitivity in 
this instance would be the potential variability of the line in Tables 3 and 4 above entitled 
“SMEC Revenue Requirement” for the period from 2015 through 2017. 
 
Nationally, several transactions similar to the proposed IPL/SMEC transaction have been 
proposed and approved during the past twelve years.  These include: 
 

• Docket No. 02-0060 before the Hawaiian Public Utilities Commission; 

• Docket Nos. 04-WSEE-180-CCS, 04-KG&E-192-CCS, 04-WSEE-203-CCS, and 03-
KG&E-384-CCS before the Kansas Corporation Commission; 

• Docket Nos. 6850 and 6853 before the Vermont Public Service Board (2004), 
and 

• Case No. U-16035 before the Michigan Public Service Commission (2010). 
 
In each of these proceedings, an investor-owned utility sold its assets to one or more electric 
cooperatives.  This transaction required each of these cooperatives to forecast its respective 
income from the acquired property to determine if it was sufficient to secure financing and  

                                                 
11 In the Matter of the Joint Petition for Approval of the Transfer of Transmission Assets of Interstate Power and 
Light Company and ITC Midwest LLC. 
12 Commission’s August 12, 2011 Findings of Fact, Conclusions of Law and Order, page 13, Docket No. 
E001/GR-10-276. 



 

14 

to provide adequate service.  The Department contacted staff in at these different state 
commissions to determine if the cooperatives had been successful in this effort.  The 
responses the Department received found that none of the cooperatives had incorrectly 
forecasted the income they would receive from the different properties.  This result suggests 
that in order to secure third-party financing, these cooperatives, and by extension SMEC, 
needed to develop detailed financial analyses of their expected incomes.   
 
The Department also asked SMEC to provide its financial justification for the transaction in 
Department Information Request No. 66.  While SMEC objected to the request, SMEC 
provided the information, which appears to be sufficient to determine that its financial 
modeling is adequate.  The fact that the National Cooperative Finance Corporation is willing 
to lend SMEC $140 million on the basis of this modeling also indicates that SMEC’s 
proposal to purchase the distribution assets is complete and accurate. 
 
That said, SMEC is only really concerned with the distribution function.  This component 
represents roughly 30 percent of the total revenue requirement.  The remaining 70 percent 
falls under the transmission and generation functions.  Under the Wholesale Power Supply 
Agreement with IPL, SMEC would simply pass through the transmission and generation-
related costs it is billed by IPL.    
 
As to the potential variability in IPL’s forecasted revenue requirements from 2015 through 
2017, the Department asked IPL to provide an explanation of the cost drivers influencing its 
revenue requirement during the 2015-2017 timeframe in DOC information Request No. 12.  
IPL provided a summary of its incremental revenue requirements for the 2013 through 
2017 time period.  The information in this response appears to be consistent with the 
information in the Company’s 2014 Integrated Resource Plan (Docket No. E017/RP-14-77).  
Consequently, the Department concludes that there is a reasonably probability that IPL’s 
projected revenue requirements are likely to occur.  The Department did not attempt an in-
depth investigation of those estimated revenue requirements.  A contested case proceeding 
would be necessary to accomplish that task. 
 
Given that SMEC’s modeling was adequate to secure financing and that IPL’s estimated 
revenue requirements are at least consistent with information provided in its most recent 
IRP, the Department believes that the likelihood of IPL/SMEC’s forecasts containing 
significant errors is minimal. 
 

4. Department’s Discussion of Non-Price Factors 
 

a. Service Reliability, Quality and Safety 
 
Minn. Stat. §216B.029 delineates service reliability and service quality standards for 
electric distribution utilities regulated by the Commission (i.e. IOUs or Dakota Electric 
Cooperative).  The statute also states that “Standards for cooperative electric associations . 
. . should be as consistent as possible with the commission standards.”  In addition, the 
Commission developed Minn. Rule 7826, Electric Utility Standards to provide additional 
information regarding the reporting requirements associated with the statute. 
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Reliability 
 
The Department asked SMEC a series of information requests to compare the SMEC 
Member Cooperatives’ existing level of service reliability with that of IPL.  The basis for these 
information requests was the annual information required to be filed with the Commission 
under Minn. Rule 7826.05 through 7826.07, Electric Utility Standards - Reliability.   

 
Charts 1-1 through 1-3 compare the three reliability measures required under Minn. Rules 
7826.06, subpart 1.  These include: 
 

• System Average Interruption Duration Index (SAIDI), which measures the average 
outage duration for each customer served. 

• System Average Interruption Frequency Index (SAIFI), which measures the 
average number of interruptions that a customer would experience, and 

• Customer Average Interruption Duration Index (CAIDI), which provides an estimate 
of the average outage duration any given customer would experience. 

 
The information in Charts 1-1 through 1-3 is consistent with SMEC’s response to DOC 
Information Request #21 in which SMEC stated:  “Over the past five years, the SMEC 
Member Cooperatives have achieved better reliability metrics than IPL, in spite of the fact 
that SMEC Member Cooperatives have 4 times the miles of line exposure per customer than 
IPL.” 
 
The information in Charts 1-1 through 1-3 suggests that the SMEC Member Cooperatives’ 
service reliability is comparable to, if not better than, IPL’s.  This information suggests that 
IPL’s current ratepayers would not likely suffer a decline in reliability, and could experience 
improvement, if the transaction is approved.   
 
Chart 1Chart 1Chart 1Chart 1----1: Comparison of IPL and SMEC Member Coops’ SAIDI for 2009 through 20131: Comparison of IPL and SMEC Member Coops’ SAIDI for 2009 through 20131: Comparison of IPL and SMEC Member Coops’ SAIDI for 2009 through 20131: Comparison of IPL and SMEC Member Coops’ SAIDI for 2009 through 2013    
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Chart 1Chart 1Chart 1Chart 1----2: Comparison of IPL and SMEC Member Coops’ SAIFI for 2009 through 20132: Comparison of IPL and SMEC Member Coops’ SAIFI for 2009 through 20132: Comparison of IPL and SMEC Member Coops’ SAIFI for 2009 through 20132: Comparison of IPL and SMEC Member Coops’ SAIFI for 2009 through 2013    
 

 
 

Chart 1Chart 1Chart 1Chart 1----3: 3: 3: 3: Comparison of IPL and SMEC Member Coops’ CAIDI for 2009 through 2013Comparison of IPL and SMEC Member Coops’ CAIDI for 2009 through 2013Comparison of IPL and SMEC Member Coops’ CAIDI for 2009 through 2013Comparison of IPL and SMEC Member Coops’ CAIDI for 2009 through 2013    
 

 
 
Minn. Rule 7826.07 requires an investor-owned utility to report major service interruptions 
to the Commission contemporaneously (subpart 1) and also to provide a written report to 
the Commission within 30 days if certain outage-related criteria are met.  DOC Information 
Request #24 asked the SMEC Member Cooperatives to describe their processes for 
reporting major service interruptions to their respective Board of Directors (BODs).  This 
question assumed that the BODs provide an oversight function similar to that of the 
Commission regarding customer outages. 
 
It appears that the different cooperative BODs have adequate controls in place to stay 
informed regarding significant customer outages similar to those contained in Minn. Rule 
7826.07 that pertain to the Commission.  In addition, the SMEC Member Cooperatives are 
required by the Rural Utilities Service (RUS) to provide reliability information to that entity on 
an annual basis.  The fact that the respective cooperatives’ board members are elected 
suggests that sufficient requirements or incentives are in place to ensure that the SMEC 
Member Cooperatives maintain a focus on system reliability. 
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Table 5:  Summary of SMEC Member CooperatiTable 5:  Summary of SMEC Member CooperatiTable 5:  Summary of SMEC Member CooperatiTable 5:  Summary of SMEC Member Cooperative Outage Reportingve Outage Reportingve Outage Reportingve Outage Reporting    
 

SMEC Member CoopSMEC Member CoopSMEC Member CoopSMEC Member Coop    Contemporaneous ReportingContemporaneous ReportingContemporaneous ReportingContemporaneous Reporting    Outage ReportOutage ReportOutage ReportOutage Report    

BENCO Yes  Yes 

Brown County Yes Yes 

Federated Not specifically identified Not specifically identified 

Freeborn Mower Yes Yes 

Minnesota Valley Yes Yes 

Nobles Not specifically identified Not specifically identified 
People’s Not specifically identified Yes, monthly 

Redwood Yes Yes 
Sioux Valley Yes Yes 

South Central Yes Not specifically identified 

Steele Waseca Yes Yes 

Tri-County Yes Yes 

   

 
Service Quality 
 
Minn. Rule 7826.08 through 7826.12 covers customer service-related requirements for 
IOUs operating in Minnesota.  The Department asked SMEC a series of information requests 
to collect the information to compare the SMEC Member Cooperatives’ existing level of 
service quality to that of IPL.  A summary of the information is provided by topic as listed in 
the Rules in Table 6.  The Department’s analysis is included in Attachment B.   
 
The intent of the Department’s analysis was to ascertain the general level of service quality 
the different SMEC Member Cooperatives currently provide and to compare that level with 
that provided by IPL.  In general it appears that the SMEC Member Cooperatives’ service 
quality, as defined in Minn. Rules 7826.08 through 7823.12 is comparable to that provided 
by IPL one notable exception.  SMEC Member Cooperative’s service quality may even be 
superior in some instances.  The only notable exception to this trend was meter reading for 
two of the SMEC Member Cooperatives – Redwood Electric Cooperative and South Central 
Electric Cooperative.  These two cooperatives ask their residential and small commercial 
members to read their own meters.  This policy skews the meter reading data in that it is 
inconsistent with that followed by the IPL. 
 
During the course of its review, the Department became aware of an issue related to the 
lack of standard definitions for many of the terms included in the SMEC Member 
Cooperatives’ responses to the Department’s questions regarding sections 7826.11 through 
7826.20.  Given that the SMEC Member Cooperatives had no experience reporting this 
information, the cooperatives defined certain terms differently from one another.  This fact 
resulted in an analysis that was of little value. 
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Table 6 Table 6 Table 6 Table 6 ––––    Comparison of SMEC Member Cooperatives and IPL’s Service QualityComparison of SMEC Member Cooperatives and IPL’s Service QualityComparison of SMEC Member Cooperatives and IPL’s Service QualityComparison of SMEC Member Cooperatives and IPL’s Service Quality    
 
TopicTopicTopicTopic    Minn. Rule Minn. Rule Minn. Rule Minn. Rule 

Citation(s)Citation(s)Citation(s)Citation(s)    
CommentCommentCommentComment    

Customer Notice of Planned Service 
Interruptions 

7826.08 SMEC Member Cooperatives equal to or better than 
IPL. 

Meter Reading 
Frequency/Performance 

7826.09 & 
7826.14 

SMEC Member Cooperatives equal to IPL in the near 
term and likely better in the long-term. 

Malfunctioning Meters 7826.10 SMEC Member Cooperatives equal to or better than 
IPL. 

Service Call Appointments 7826.11 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Call Center Response Times 7826.12 & 
7826.17 

Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Involuntary Disconnections 7826.15 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Service Extension Request 
Response Times 

7826.16 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Emergency Medical Accounts 7826.18 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Customer Deposits 7826.19 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

Customer Complaints 7826.20 Not clear – the variety of SMEC Member Cooperative 
responses make it difficult to determine. 

 
That said, the Department concludes that the cooperatives’ long-standing affinity for local 
control, and to some extent local accountability, is a factor in their favor in this discussion. 
 
Safety 
 
Minn. Rule 7826.03 and 7824.04 delineate the safety requirements for electric distribution 
utilities.  Minn. Rule 7826.04 requires each IOU to file an annual safety report that includes 
summaries of all reports filed with the United States Occupational Safety and Health 
Administration (OSHA) and the Occupational Safety and Health Division of the Minnesota 
Department of Labor and Industry as well as a description of all incidents during the year in 
which an injury requiring medical attention or property damage resulting in compensation 
occurred and all remedial action taken as a result of any injuries or property damage 
described. 
 
Department Information Request No. 44 asked for this information.  Based on the 
cooperatives’ responses, the Department could not identify a discernable difference in the 
level of safety provided by IPL or the SMEC Member Cooperatives.  As a result, the 
Department believes that the current level of safety provided by IPL to its electric ratepayers 
will remain constant if the transaction is approved and the SMEC Member Cooperatives 
begin to provide electric distribution service to IPL’s current ratepayers.   
 

b. Miscellaneous Topics 
 
The Department includes three topics in this section. 
 

• Conservation Improvement Program (CIP), 

• Renewable Energy, and 

• Distributed Generation.  
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Conservation Improvement Program 
 
IPL/SMEC is proposing to transfer the CIP function to SMEC or its Member Cooperatives.  
The cost-recovery mechanism would not change, nor would the percentage of revenue 
required to be invested.   There would be some changes in the types of programs offered to 
the SMEC Member Cooperatives’ customer/owners if the transaction is approved.  The 
Department is still reviewing the impact of these potential changes as well as IPL and 
SMEC’s transition plan.  The Department will file brief supplemental comments on this issue 
as soon as this information is available. 
 
Renewable Energy 
 
As discussed in the Petition, Minn. Stat. § 216B.169 and Minn. State § 216B.1691 both 
apply to electric cooperatives to the same extent that they apply to electric IOU utilities.  As a 
result, there shouldn’t be a noticeable impact on SMEC, its Member Cooperatives or IPL’s 
former ratepayers regarding the availability or installation of renewable generation.   
 
Distributed Generation 
 
SMEC Member Cooperatives have adopted distribution generation tariffs as well as 
community-based energy development tariffs (CBED).  The Department also asked about 
CBED projects proposed and completed in SMEC Member Service Territories during the past 
five years in DOC Information Request No. 37.  Apparently the extent of CBED activity during 
the past five years has consisted of two cooperatives – Federated Rural Electric and Nobles 
Cooperative Electric - developing their own CBED installations. 
 
Department Information Request No. 39 asked the SMEC Member Cooperatives about their 
attempts to develop community solar gardens.  Their response was: 
 

All of the SMEC Member Cooperatives are actively engaged in 
researching the viability and best ways to implement a local 
solar project.  Freeborn-Mower, People’s and Tri-County are 
partners in a 517 kW project located in Oronoco, MN.  BENCO, 
Brown County, Nobles and Waseca are working with their G&T 
supplier, Great River Energy, and expect to have a solar project 
up and running in 2015. 

 
It appears that the SMEC Member Cooperatives have demonstrated a reasonable 
commitment to renewable energy and distributed generation to this point.  It is reasonable 
to assume they will continue that level of effort.  As noted in the following section, the 
Commission will also retain sufficient oversight to ensure that SMEC and its Member 
Cooperatives will continue to adhere to Minnesota renewable standards and requirements. 
 

4. Jurisdictional Issues 
 
The Department’s first question regarding SMEC was definitional.  In meetings between the 
Petitioners and the Department, SMEC’s consultant stated that SMEC was a “paper 
Generation and Transmission (G&T) Cooperative”.  In DOC Information Request No. 41 the 
Department asked IPL/SMEC to define that term.   
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The term “paper G&T” is used in the industry to describe a 
Generation and Transmission organization that provides power 
supply and transmission services to member distribution 
systems, but does not own or operate much, if any, of the 
facilities used to provide those services.  Instead, it purchases 
those services from other entities and then provides those 
services to its members.  Some paper G&T begin in order to 
aggregate the demand of their member owners and provide 
better purchasing power.  Some G&T’s are “paper G’s,” 
meaning that they own no generation but own some 
transmission facilities, while others are “paper T’s”, meaning 
that they own some generation but no transmission.  The term 
paper G&T or its variants is applied to a wide range of 
operations from those organizations owning no G&T facilities 
warranting minimal staff to those owning at least some G&T 
facilities requiring some full time staff.  Some paper G&T’s 
evolve to ownership of substantial G&T resources. 

 
In Department Information Request No. 45, the Department asked IPL/SMEC to list the 
reporting obligations to the Commission that SMEC would assume if the transaction were 
approved.  IPL/SMEC listed the following four requirements. 
 

1. The reporting requirement of a CBED tariff under Minn. Stat. § 
216B.1612. 

2. The reporting requirement with respect to renewable energy 
objectives under Minn. Stat. § 216B.1691. 

3. The reporting requirement of energy conservation improvements 
under Minn. Stat. § 216B.241 to the extent that SMEC makes 
investments on an aggregated basis for the SMEC Member 
Cooperatives. 

4. The annual reporting requirement under Minn. Stat. § 216C.17, 
unless the SMEC Member Cooperatives submit such reports. 

 
These reporting requirements will recognize that SMEC does not own 
generation and purchases wholesale power on an all requirements 
basis from IPL.  These reporting requirements may also recognize that 
the G&T Cooperative of which a SMEC Member Cooperative is also a 
member may assist SMEC with these reporting requirements. 

 
The Department’s review suggests that SMEC’s relationship with the Commission will 
encompass these four requirements.  As discussed further below, it appears that SMEC, not 
IPL, should be the entity required to file integrated resource plans with the Commission 
consistent with Minn. Stat. §216B.2422, subd.1. (b).   
 
If SMEC is indeed a paper G&T as the Petitioners state, then SMEC, legally at least, would be 
the entity capable of generating or procuring 100,000 kilowatts or more of electric power.  In 
addition, SMEC, not IPL, would legally serve the needs of 10,000 retail customers in 
Minnesota.  Consequently, SMEC should be the entity responsible for the integrated 
resource planning function before the Commission, much the same that Great River Energy, 
another G&T is responsible for this same function.  This position is also consistent with  
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SMEC’s suggestion that is would fulfill the Advanced Forecast reporting requirement under 
Minn. Stat. § 216C.17 as is discussed in the response to DOC IR No. 45.  
 
The question about SMEC’s identity and role is important since, according to the Petitioners, 
the Commission’s oversight function relative to IPL’s current electric customers would be 
significantly curtailed if the transaction were approved.  The Department’s review attempted 
to develop some additional detail regarding the timing and extent of those potential 
changes.  
 

The Department’s analysis considers the Commission’s jurisdiction regarding the following 
entities assuming the transaction is approved;  
 

• IPL; 

• SMEC; and 

• SMEC’s Member Cooperatives. 
 
It also considers two perspectives related to the Commission’s jurisdiction.  The first 
concerns the changes to the Commission’s jurisdiction that is related or dependent on the 
transaction.  The second concerns the extent of the Commission’s jurisdiction post-
transaction and the roles that IPL, SMEC and the SMEC Member Cooperatives believe are 
appropriate. 
 
Effects of Proposed Transaction on Historical/Existing Commission Oversight of IPL  
 
As an investor-owned utility, IPL is currently subject to every aspect of Commission 
regulation.  A Commission decision that would allow the transfer of the distribution function 
to SMEC and the SMEC Member Cooperatives would significantly restrict the Commission’s 
oversight regarding the cost and reliability of the electric service provided to those 42,600 
IPL ratepayers.   
 
The most significant Commission function that would be lost would be those associated with 
a general rate proceeding and other rate matters: 
 

• The right to determine IPL’s revenue requirement for its Minnesota jurisdiction,  

• The ability to determine an appropriate revenue apportionment of that revenue 
requirement to IPL’s different customer classes, and 

• The ability to develop rates that reflect the Commission’s policies and 
preferences. 

 
The Commission would also lose its direct oversight role regarding:  
 

• The reasonableness of IPL’s recovery of costs of fuel and purchased power; 

• IPL’s service quality and reliability; 

• IPL’s integrated resource planning; and 

• IPL’s development of renewable energy and distributed generation in its service 
territory.   

 
Under the proposal, the oversight regarding the determination for IPL’s Minnesota 
jurisdiction of IPL’s wholesale generation-related revenue requirement, revenue 
apportionment and rate design would reside at FERC.  In addition, the oversight related to  
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IPL purchases of fuel and purchased power would be transferred to FERC.13  Oversight 
regarding IPL’s former distribution revenue requirement, service quality and reliability would 
be transferred to SMEC’s Member Cooperatives.   
 
The transfer of Commission jurisdiction to FERC regarding the determination of IPL’s 
generation-related revenue requirement and the closely related issue of the loss of 
Commission jurisdiction over IPL’s generation sufficiency are the most financially significant 
issues in regards to the proposed changes in jurisdiction.  FERC’s oversight of IPL’s 
generation function would allow IPL to earn a higher return on equity than it is currently 
receiving on its generation assets under Commission regulation.  According to IPL’s 
response to Department Information Request No. 46, its current FERC-approved ROE is 
10.97%.  In comparison, IPL’s most recently approved ROE in Minnesota is 10.35% (Docket 
No. E001/GR-10-276).  Further, if IPL does not have sufficient generation resources over 
the ten-year period of the Wholesale Power Supply Agreement, due to issues such as 
outages, shutting down generation resources or selling generation resources, and must 
purchase energy from the energy market of the Midcontinent Independent System Operator 
(MISO), then the prices under the WPSA are likely to escalate. 
 
Department Information Request Nos. 47 and 48 asked IPL to estimate the difference in 
revenue requirements, by year, of the change in ROE.  The Department developed a net 
present value analysis of the Company’s estimates.  IPL’s responses indicated that the 
impact of the change to the FERC jurisdiction on IPL’s ratepayers over the period from 2015 
to 2017 would be an increase of slightly more than $1 million dollars.  The Department also 
attempted to recreate IPL’s estimate using other information in the filing.  The DOC’s 
estimate was $1.5 million for the same time period.  It is difficult to estimate how much 
prices under the WPSA could escalate if IPL did not have sufficient generation resources. 
 
As the Commission decided in Docket No. E-001/PA-07-540, when utility operating assets 
are sold, ratepayers must be made whole in order for the sale to be consistent with the 
public interest.  Based on information provided by the Applicants, the Department estimated 
earlier in these comments a potential benefit to ratepayers as a result of the sale of $11.8 
million.  However, that estimate did not address how energy costs could increase through 
recovery of costs associated with fuel and purchased power if IPL does not have sufficient 
resources.  Thus, the Commission should review SMEC’s explanation in its reply comments 
as to how SMEC will ensure that IPL has sufficient generation resources and decide whether 
that response is an adequate counterweight to the Commission’s loss of jurisdiction over 
these assets.  
 
The Department also notes that approval of the transaction would nullify two Commission 
decisions regarding calculations currently included in the renewable energy rider (RER) and 
the fuel clause adjustment (FCA).  Those changes are discussed in greater detail, as are the 
changes to the different cost-recovery mechanism affected by the transaction, in 
Attachment C. 
 
There would be no change in the Commission’s jurisdiction regarding the transmission 
function since that jurisdiction has already been transferred to FERC.  So, no comment is 
necessary. 
  

                                                 
13 Oversight of IPL’s former transmission assets currently resides at FERC as well. 
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The Commission would also lose jurisdiction over the determination of the distribution-
related revenue requirement.  The revenue requirements associated with this function will 
decline if the transaction is approved.  Indeed, it is the decrease in the distribution-related 
revenue requirements that creates the benefits associated with this transaction.  Thus, the 
Department believes this loss of Commission jurisdiction should not be a concern, 
particularly in light of Minn. Stat. §216B.01 cited above. 
 
The Department’s analysis regarding the effects of the lessening of Commission oversight in 
these comments regarding Service Quality and Reliability and Safety did not find a cause for 
concern.  In addition, the Commission does retain some residual jurisdiction as it relates to 
customer complaints.   
 
The Commission’s oversight regarding renewable energy under Minn. Stat. §216B.1691 
occurs through resource plans; for example, Great River Energy must show in its IRP that it 
has sufficient renewable resources for all of its distribution cooperative members, including 
those who are members of SMEC.  Since SMEC proposes to procure generation resources 
for IPL’s customers, SMEC should explain in its reply comments how SMEC would make this 
showing on behalf of IPL’s former customers, if the transaction is approved.   
 
Offer of One-Time Commission Oversight Associated with the Transaction 
 
The Petitioners state in their Response Comments dated September 4 that the 
Commission’s oversight during the initial three-year period would correspond to the following 
questions: 
 

1. Do the base rates reflect the IPL base rates?  
2. Do the monthly customer charges reflect the IPL monthly customer charges? 
3. Have SMEC and the SMEC Member Cooperatives adopted a $2.00/MWh credit? 
4. Has the power cost adjustment (PCA) mechanism been designed to reflect 

changes in the costs of purchased power and transmission delivery? 
 
During the subsequent two-year period, the questions would be the following; 
 

1. Were rates in an Acquired Area and Legacy Area merged, and if so, were the rates 
in either the Acquired Area or a Legacy Area increased by more than 5%? 

2. Did SMEC and the SMEC Member Cooperatives perform the class cost of service 
study (CCOSS) which they agreed to do for evaluation purposes? 

 
The Department recognizes and appreciates the value of the information that SMEC or its 
Member Cooperatives are offering to provide to the Commission beyond what is currently 
required by statute.  The Department agrees that this information would be valuable and 
recommends that the Commission approve SMEC’s offer. 
 
The Department also notes that the statute that delineates service quality and reliability 
standards for distribution utilities, Minn. Stat. §216B.029, subd. 1 states:  “Standards for 
cooperative electric associations and municipal utilities should be as consistent as possible 
with the commission standards.” 
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While at least one of the SMEC Member Cooperatives, Steele-Waseca, took notice of this 
statutory language, the remaining 11 SMEC Member Cooperatives have not pursued this 
aspect of their business with the same effort, as discussed further in Attachment B to these 
comments.  As has been discussed elsewhere in these comments, the SMEC Member 
Cooperatives’ benchmark reliability standards (SAIDI, SAIFI and CAIDI) appear to be as good 
as IPL’s current results relative to these standards.  The Department believes that it would 
be beneficial if SMEC and its Member Cooperatives continued to provide this reliability 
information (SAIDI, SAIFI and CAIDI) to the Commission annually during the transition period.  
This additional reporting requirement would allow the Commission to monitor the SMEC 
Member Cooperatives’ efforts towards improving reliability throughout their entire respective 
service territories.  It would also allow the Commission to monitor the SMEC Member 
Cooperative’s claims that existing IPL ratepayers and SMEC Member Cooperatives’ member-
owners service quality and reliability will be enhanced if the transaction is approved. 
 
Ongoing Commission Oversight  
 
IPL stated in the original petition that “Immediately following the closing, IPL will withdraw 
from providing retail service in Minnesota and will cease to be a Minnesota public utility 
providing service in Minnesota”.14  IPL included a list of active dockets in Attachment T to 
the filing. 
 
The information in Attachment T provides some insight as to how IPL envisions its ongoing 
relationship with the Commission.  According to the information in Attachment T IPL would 
pursue to completion or other Commission action the following categories of regulatory 
proceedings: 
 

• Electric Annual Automatic Adjustment Reports; 

• Affiliated Interest Related Dockets; 

• Conservation Improvement Program Related Dockets; 

• Safety, Reliability and Service Quality Related Dockets; 

• Integrated Resource Planning; and  

• Several other types of miscellaneous proceedings.  
 
Starting on page 4 of Attachment T, the Company lists another 29 dockets in which it plans 
to discontinue reporting after the transaction is closed.  Regarding IPL’s identification of 
Minnesota regulatory proceedings it will not be participating in or information it will not be 
reporting, the Department believes this list provides the Commission with a relatively good 
idea as to the extent of the information that IPL will no longer be providing to the 
Commission.  IPL also proposes to continue to participate in or monitor 18 dockets; the 
majority of them are related to integrated resource planning.  
 
IPL stated in its Response Comments dated September 4, 2014 that it will continue to have 
an on-going obligation to provide the resource planning function.  Specifically, it stated:   
 

[D]uring the 10-year initial period (and perhaps thereafter), IPL 
will be an entity capable of generating 100,000 kilowatts or 
more of electric power and will serve indirectly through SMEC, 
the needs of 10,000 retail customers in Minnesota.  As a result,  

                                                 
14 Petition at page 2 
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IPL meets the definition of a “utility” under Minn. Stat. 
§216B.2422, Subd.1. (b).  As a result, IPL will file resource 
plans under Minn. Stat. § 216B.2422, Subd.2.   

 
The Department agrees with the first conclusion contained in IPL’s analysis.  It will no longer 
be providing electric retail service in Minnesota.  As a result, it will no longer be a public 
utility providing service in Minnesota.  Consequently, the Department does not agree with 
IPL’s second conclusion – that it will continue to serve the needs of 10,000 retail 
customers.  Rather, SMEC, not IPL, would be the entity responsible for serving those 
customers through its members.  Thus, while IPL will need to work with SMEC, SMEC should 
be required to file integrated resource plans before the Commission, not IPL, if the 
transaction is approved.  That is, SMEC may choose to sub-contract its resource planning 
function to IPL if it believes that arrangement to be in its best interest, but SMEC will be the 
single point of regulatory point of contact for all Minnesota state regulatory issues that relate 
to its customers.  The Department recommends that the Commission condition the 
transaction such that SMEC is clearly recognized as being the sole entity responsible for 
fulfilling any and all regulatory requirements related to the Commission. 
 
 
III.III.III.III.    CONCLUSIONS AND RECOMMENDATIONSCONCLUSIONS AND RECOMMENDATIONSCONCLUSIONS AND RECOMMENDATIONSCONCLUSIONS AND RECOMMENDATIONS    
 
Based on its review and analysis of the petition, the Department concludes and 
recommends that: 
 

• The petition met all the necessary filing requirements, including the requirements 
under Minn. Stat. §216B.50 and Minnesota Rules 7825.1600-1800. 
 

• IPL’s current rates are lower than SMEC’s proposed rates.   
 

• However, IPL’s current rates are lower than IPL’s current reported cost of service.  
Therefore, it is likely that IPL would be filing rate cases in the near future in 
Minnesota. 

 

• IPL/SMEC’s cost/benefit analysis, of the transaction estimated the benefits to be 
$21.67 million for the period from 2015 through 2017 in current dollars. 

 

• The Department’s cost/benefit analysis compared IPL’s forecasted annual 
revenue requirements as a stand-alone entity versus the SMEC/IPL revenue 
requirements for 2015 through 2017 estimated a net benefit of $11.8 million in 
current dollars.  

 

• The transaction is similar to several other transactions that have occurred over 
the past fifteen years in which an IOU was attempting to “rationalize” or change 
its service territory to meet business needs. 

 

• SMEC’s analysis of the financial viability of its portion of the transaction is 
sufficiently robust to have secured $140 million in financing from the Cooperative 
Finance Cooperative. 
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• Service Reliability and Quality will likely remain constant or improve for IPL’s 
current ratepayers if the transaction is approved. 

 

• Safety-related concerns for the provision of electric service should not increase if 
the transaction is approved. 

 

• SMEC should discuss in reply comments how it intends to report on renewable 
energy under Minn. Stat. §216B.1691 if the transaction is approved. 

 

• The responsibility for economically regulating IPL’s generation assets, the 
prudency of expenses related to transmission and fuel and purchased power will 
shift from the Commission to FERC if the transaction is approved.   

 

• The Commission should review SMEC’s explanation in its reply comments as to 
how SMEC will ensure that IPL has sufficient generation resources and decide 
whether that response is an adequate counterweight to the Commission’s loss of 
jurisdiction over these assets.  

 

• The responsibility for economically regulating IPL’s distribution assets will shift 
from the Commission to SMEC Member Cooperative’s Boards of Directors if the 
transaction is approved. 

 

• The Commission will continue to oversee the integrated resource planning 
function for IPL’s current service territory.  However, the Department 
recommends that the Commission condition the transaction such that SMEC is 
clearly recognized as being the sole entity responsible for fulfilling any and all 
regulatory requirements related to the Commission, even though IPL should work 
with SMEC regarding resource planning. 

 

• The Commission will also continue to have limited oversight regarding rate design 
for the rates charged in the former IPL service territories for five years if the 
transaction is approved.  

 

• The Commission should require SMEC to report the SMEC Member Cooperatives’ 
annual reliability information annually for 2015-2019. 

 

• The Department requests, on an ongoing basis, that IPL submit a notification in 
this docket whenever IPL files a petition with the IUB regarding this proposed 
sale. 

 

• The Department requests that the Applicants indicate in reply comments what 
SMEC’s plans are if authorization does not occur, or does not occur in a timely 
manner. 

 
In addition, the Department will file additional comments regarding the CIP function pre- and 
post-transaction as soon as possible.  Those comments may also include additional 
recommendations/conditions.
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Attachment BAttachment BAttachment BAttachment B    ––––    Summary of SMEC Member Cooperatives’ Responses to Department Summary of SMEC Member Cooperatives’ Responses to Department Summary of SMEC Member Cooperatives’ Responses to Department Summary of SMEC Member Cooperatives’ Responses to Department 
Service Quality Information Requests and Comparison to Current IPL Service Quality MetricsService Quality Information Requests and Comparison to Current IPL Service Quality MetricsService Quality Information Requests and Comparison to Current IPL Service Quality MetricsService Quality Information Requests and Comparison to Current IPL Service Quality Metrics    
 
Planned Outages 
 
Minn. Rule 7826.08 delineates the following requirements for planned outages that are 
scheduled to last more than 4 hours – 1) mailed notice one week in advance, if feasible, 
and 2) notice by telephone or door-to-door household visits 12 to 72 hours before the 
interruption.  In addition, planned service interruptions exceeding 4 hours are to be – 3) 
scheduled at times that minimize the inconvenience to customers and 4) when planned 
service interruptions are cancelled, utilities are expected to notify customers that the work 
will not occur and service will not be interrupted if feasible.  The Department asked the 
SMEC Member Cooperatives for this information in DOC Information Request No. 25.  Table 
B-1 summarizes the responses to that information request. 
 

Table Table Table Table BBBB----1 1 1 1 ----    Summary of SMEC Member Cooperative Planned Outage NotificationSummary of SMEC Member Cooperative Planned Outage NotificationSummary of SMEC Member Cooperative Planned Outage NotificationSummary of SMEC Member Cooperative Planned Outage Notification    
    

    
SMEC SMEC SMEC SMEC 
Member Member Member Member 
CoopCoopCoopCoop    

    
Mailed Notice Mailed Notice Mailed Notice Mailed Notice 
7 Days in 7 Days in 7 Days in 7 Days in 
AdvanceAdvanceAdvanceAdvance    

Telephone or Telephone or Telephone or Telephone or 
Personal Contact Personal Contact Personal Contact Personal Contact 
12 to 72 Hours 12 to 72 Hours 12 to 72 Hours 12 to 72 Hours 
Prior to Started Prior to Started Prior to Started Prior to Started 

DateDateDateDate    

    
Times Selected Times Selected Times Selected Times Selected 
to Minimize to Minimize to Minimize to Minimize 

InconvenienceInconvenienceInconvenienceInconvenience    

    
Notification to Notification to Notification to Notification to 

Customers if Planned Customers if Planned Customers if Planned Customers if Planned 
Outage is CancelledOutage is CancelledOutage is CancelledOutage is Cancelled    

BENCO Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Brown 
County 

Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Federated Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Freeborn 
Mower 

Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Minnesota 
Valley 

Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Nobles Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

People’s Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Redwood Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

Sioux 
Valley 

Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 

South 
Central 

Not specifically 
identified 

Only if member 
has requested it. 

Not specifically 
identified 

Not specifically 
identified 

Steele 
Waseca 

Yes Yes Yes Yes 

Tri-County Not specifically 
identified 

Yes Not specifically 
identified 

Not specifically 
identified 
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Except for Steele-Waseca, the SMEC Member Cooperatives appear not to have elected to 
implement the entirety of this IOU-based rule requirement.  As a result, this could be an area 
in which current IPL ratepayers could suffer a decline in service quality if the transaction 
were approved without further requirements.  Additional analysis or support that 
demonstrates how the Cooperatives meet these particular rule requirements, or whether 
they would be willing to do so, would be useful. 
 
Meter Reading 
 
Minn. Rule 7826.09 delineates the following requirements for meter reading frequency for 
IOU customer meters --   

1) utilities shall attempt to read meters on a monthly basis,  
a. at least 90 percent during the months of April through November 
b. at least 80 percent during the months of December through March; 

2) Utilities shall contact any customer whose bill has been estimated for two 
consecutive months and attempt to schedule a meter reading. 

3) Utilities shall make special allowances to read inaccessible meters.  
 
Minn. Rule 7826.14 lists the following meter-reading performance metrics that IOUs must 
report to the Commission on an annual basis --   

A. The number and percentage of customer meters read by utility personnel;  
B. The number and percentage of customer meters self-read by customers; 
C. The number and percentage of customer meters that have not been read by 

utility personnel for periods of six to twelve months and form period of longer 
than twelve months, and an explanation as to why they have not been read; and 

D. Data on monthly meter-reading staffing levels, by work center or geographical 
area.  

 
The Department asked the SMEC Member Cooperatives for the information listed in Minn. 
Rule 7826.14 in DOC Information Request No. 26.  In addition to providing detailed 
information for each cooperative, SMEC noted:  
 

All but two of the SMEC Member Cooperatives (South Central 
and Redwood) have, or are in the process of installing (Brown 
County) Automatic Meter Reading (AMR) or Advance Metering 
Infrastructure (AMI) systems, which enable them to read 
virtually all of their member’s meters from the office. 

 
Table B-2 below summarizes the information from DOC Information Request No. 26 for 
2013.  The SMEC Member Cooperatives’ meter reading results present a bifurcated result.  
Results for those cooperatives that have installed AMR or AMI hover around 99 to 100 
percent.  Results for those cooperatives that still rely on customers to read their own meters, 
(i.e. that have not or are in the process of installing AMR of AMI) averaged around 5 to 15 
percent of their respective meters being read by the utility on a monthly basis.    
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Table Table Table Table BBBB----2 2 2 2 ––––    Comparison of Percentage of Customer Meters Read by Utility for 2013 Comparison of Percentage of Customer Meters Read by Utility for 2013 Comparison of Percentage of Customer Meters Read by Utility for 2013 Comparison of Percentage of Customer Meters Read by Utility for 2013 ––––    IIIIPL vs. PL vs. PL vs. PL vs. 
SMEC Member CooperativesSMEC Member CooperativesSMEC Member CooperativesSMEC Member Cooperatives    

    

UtilityUtilityUtilityUtility    Percentage of Customer Meter Percentage of Customer Meter Percentage of Customer Meter Percentage of Customer Meter 
Reads by Utility for 2013Reads by Utility for 2013Reads by Utility for 2013Reads by Utility for 2013    

IPL 89.1% 

BENCO 99.9% 
Brown County* 4.62% 

Federated 100% 
Freeborn Mower 100% 

Minnesota Valley 100% 

Nobles 100% 

People’s 96.4% 

Redwood 9.0% 
Sioux Valley 100% 

South Central 15.0% 

Steele Waseca 100% 

Tri-County 100% 

  
*Cooperative is in the process of installing AMI. 

 
Assuming that the SMEC Member Cooperatives plan to extend their respective AMR or AMI 
systems to the former IPL ratepayers, those cooperatives would easily meet and surpass the 
requirements identified in Minn. Rule 7826.09.  
 
Neither Redwood nor South Central would appear to be able to meet the requirements listed 
in Minn. Rule 7826.09 regarding minimum meter reading percentages currently.  Of course, 
being cooperatives, they are not required to meet those standards currently.   
 
The Department asked in information request No. 61 how Redwood and South Central 
planned to collect the meter readings from the current IPL ratepayers if the transaction were 
approved.  Redwood stated:  “it will not require IPL customers to read their own meters.  
That service will be provided by the Cooperative.”  South Central’s response indicated that 
the IPL customers may read their own meters but for those who would not, the co-op would 
read those meters.  South Central also stated:  “Installation of an AMR or AMI is planned to 
take place in mid-2016 at a cost of $2,000,000.”  This information suggests that the need 
for metering reading by the customer or an employee will no longer be an issue after that 
date. 
 
The existence of AMR or AMI technology at ten of the twelve SMEC Member Cooperatives’ 
eliminates the concerns regarding missed or estimated meter reads as well as inaccessible 
meters listed in the Minn. Rule 7826.09.  It also lessens any concerns regarding meters not 
being read for an extended period of time (6 months or more) or the concern regarding 
staffing levels in Minn. Rule 7826.1400.  The ten Cooperatives that have or are in the 
process of installing AMR or AMI have essentially substituted capital for labor in terms of 
meter reading.   
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Malfunctioning Meters 
 
Minn. Rule 7826.1000 addresses requirements concerning the replacement of 
malfunctioning meters.  It requires a utility to “replace a malfunctioning meter within ten 
calendar days of receiving a report from a customer questioning its accuracy or within ten 
calendar days of learning in some other way that it may be inaccurate.”  In Department 
Information Request No. 28, the Department asked the SMEC Member Cooperatives to 
describe their processes or procedures for addressing malfunctioning meters. 
 
Table B-3 below summarizes the SMEC Member Cooperatives’ replies.  By comparison, 
Interstate’s Minnesota tariff currently states: 
 

REQUEST TESTS 
Upon request by a Customer, the Company shall make a test of 
the meter serving the Customer, provided that such tests need 
not be made more frequently than once in twelve months.  The 
Company will notify the Customer in advance of the time and 
date of such test so the Customer, or his representative, may 
be present when his meter is tested.  If upon such request the 
meter is tested and is found accurate within plus or minus 2%, 
the cost of such meter test will be paid by the Customer and the 
charge therefore shall be the lesser of the Company's cost of 
the test or $5.00.  If the meter is not found accurate within 
such limits, the cost of the test will be borne by the Company.  A 
report of the results of the test will be given or mailed to the 
Customer within a reasonable time after the completion of the 
test.  All billing adjustments based on meter testing results shall 
be in accordance with §8.10. 

 
Table Table Table Table BBBB----3 3 3 3 ––––    SMEC Member Cooperatives’ Processes for Addressing Malfunctioning MetersSMEC Member Cooperatives’ Processes for Addressing Malfunctioning MetersSMEC Member Cooperatives’ Processes for Addressing Malfunctioning MetersSMEC Member Cooperatives’ Processes for Addressing Malfunctioning Meters    

    

CoopCoopCoopCoop    Process for Malfunctioning MetersProcess for Malfunctioning MetersProcess for Malfunctioning MetersProcess for Malfunctioning Meters    

BENCO Installs a new meter (side by side) for a dual test for 30 days.  Second meter 
usually installed within 24 hours.  Cooperative will make the necessary 
adjustment to member’s account if meter is malfunctioning.  Cooperative’s 
tariff does not contain a time period related to meter testing.  

Brown 
County 

A lineman is dispatched within 3 days and replaces the current meter.  The 
current meter is then checked for accuracy.  The Cooperative’s tariff does 
not contain a time period related to meter testing.   

Federated The Cooperative’s policy number 320 states – “Within ten calendar days of 
receiving a report from a member requesting the accuracy of a meter or 
within ten calendar days of learning in some other way that a meter may be 
inaccurate, Federated Rural Electric will test the meter for accuracy and 
replace it if necessary.  Replacement meters will be tested for accuracy 
before installation.” 
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Freeborn 
Mower 

According to the Cooperative, the use of AMR allows it to perform daily meter 
reads.  Cooperative staff compares the prior day’s usage with previous usage 
and replace the meter within 24 hours.  The Cooperative doesn’t have a 
policy, but best practice is to replace within 24 hours and check the meter 
the following day. 

Minn. 
Valley 

MVEC begins by performed limited on-site testing as well as reviewing hourly 
meter data and historical billing data.  If no issues are identified as part of 
this review, the member may have the meter tested by an independent third 
party.  If the test shows the meter is accurate, the member is responsible for 
the cost of the meter testing (approximately $50).  If the meter is inaccurate, 
the Cooperative pays the cost of the meter test and generates an adjustment 
to the account based on the test results.  A new meter is then installed.  
MVEC’s policy does not contain a fixed time frame for meter replacement. 

Nobles Policy 4-25 pertains to malfunctioning meters.  It states:  “Nobles 
Cooperative Electric will test, upon request by the member-consumer, the 
electric meter which meters the electric energy used by the member-
consumer.  At the time the request is made, the member-consumer will pay 
prior to testing fifty dollars ($50) to offset part of the expenses involved.  If 
said meter is found, upon above test, to have an average error rate of more 
than two percent (2%) fast or two percent (2%) slow, said testing fee of fifty 
dollars ($50) shall be refunded to member-consumer. 

People’s Policy 3.b pertains to Member Requested Meter Tests.  It states in part:  
“Members may request the Cooperative to test their electric meter.  In the 
event a meter tests within plus or minus 2% of accuracy, the member will be 
charged a meter test fee to help defray the costs associated with the testing.  
In the event a meter varies beyond 2% and a meter test fee was charged, 
any test fees will be refunded and the account of the member will be 
adjusted. . . . The member may be present at the time of testing.  It is the 
member’s responsibility to notify the Cooperative of their desire to be 
present during the testing.  Upon completion of the meter test, the member 
shall be provided a copy of the test results.  In the event the meter must be 
removed from the premises, a test shall be performed to determine the 
accuracy of the replacement meter.  The member shall also be provided a 
copy of this meter’s test report.  In the event the electric meter was removed 
from the premises for testing, the meter is marked with date of removal, 
account number and test results, and retained by the Cooperative for a 
period of six to twelve months following the date of testing.  After this period, 
it will either be put back into rotation for use in the field or retired and 
recycled.” 

Redwood Meters are replaced within two working days and a new meter is installed is 
requested by a member-owner.  The Cooperative will have the meter tested.  
The Cooperative has a $10 charge for this service. 

Sioux 
Valley 

“When a customer requests a meter test, the test will be conducted within 
10 days of the request.  A report giving the name of the customer requesting 
the test, the date of the request, the location of the premises where the 
meter was installed, the date tested, and the result of the test will be 
supplied to the customer within one week after the completion of the test.  
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South 
Central 

The Cooperative will go onsite and test the meter for accuracy.  If the meter 
tests inaccurate, the meter is either adjusted or changed out immediately.  
The Cooperative has nothing in policy or tariff in regards to a fixed time 
period for meter replacement. 

Steele 
Waseca 

Policy No. 2.017 addresses general and special meter testing procedures.  It 
states:  “Any customer of the Cooperative can request a test of his watthour 
meter.”  The following conditions will prevail. 

A.  The customer will pay, in advance, a service charge to cover the cost 
for the testing, which will be done with the cooperative’s meter testing 
equipment. 

B. If the customer requests the meter to be tested by an independent 
laboratory, the customer will pay the full cost of said test.  

C. Test of meter to be made within one (1) week of request. 
D. If meter is found to be more than 2% fast . . . a new watthour meter 

will installed and the fee will be refunded to customer.  If the meter is 
found to be more than 2% slow, . . . the fee will not be refunded to 
customer and a new watthour meter will be installed . . .   

E. A written report of results of the watthour meter test shall be made 
available to the customer. 

According to the Cooperative’s SRSQ Guidelines (4.4) -  “Within ten calendar 
days of receiving a report from a customer questioning the accuracy of a 
meter or within ten calendar days of learning in some other way that a meter 
may be inaccurate, the Cooperative will test the meter for accuracy and 
replace if necessary.”  This is not a policy or tariff provision however. 

Tri-County Service order is created the same day the Cooperative is notified of a meter 
that needs to be replaced.  Meter is replaced either the same day or the 
following day.  According to the Cooperative’s Policy 501 – “Within ten 
calendar days of receiving a report from a customer questioning the 
accuracy of a meter or within ten calendar days of learning in some other 
way that a meter may be inaccurate, Tri-County Electric Cooperative will test 
the meter for accuracy and replace if necessary.” 

 
Fortunately, mechanical electric meters do not malfunction frequently.  Electronic electric 
meters almost never malfunction.  Consequently, the scope of this issue is not large.  In 
addition, all the SMEC Member Cooperatives appear to allow a member/owner to request a 
meter test and they appear to be able to respond to customer requests for meter testing 
within the 10 day limit referenced in the Rule.  The differences regarding the recovery of the 
costs associated with the meter testing appears to be the only issue.  The charge for this 
service can vary from $0 to $50 or more depending on the SMEC Member Cooperative.  At 
the same time, IPL’s current fee is $5.   
 
The Department asked how many meter tests each of the SMEC Member Cooperatives have 
performed by year over the past 5 years in Department Information request No. 60.  The 
five-year average for all twelve SMEC Member Cooperatives was 37 meter tests annually.  
Assuming a difference of $45/meter test this difference would represent $1,674 annually in 
meter testing fees.  While this level does not appear to be a material financial issue, it would 
be helpful if SMEC Member Cooperatives that charge fees that would result in large 
increases were to develop some sort of mechanism to mitigate those increases over the  
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proposed transition period.  Additional analysis or support that demonstrates cost basis for 
the Cooperatives not electing to adopt this particular rule requirement would be useful. 
 
Service Call Appointments 
 
Minn. Rules 7826.1100 defines a service call appointment as being “kept” if the worker 
arrives within a four-hour period set by the utility and clearly communicated to the 
customers.  The Rule also exhorts utilities to keep their respective service call appointments.  
In Department Information Request No. 29 the DOC asked the Cooperatives to describe 
their processes for setting up service calls and notifying customers if the appointment 
cannot be kept.  
 

Table Table Table Table BBBB----4 4 4 4 ––––    SMEC Member CooperativSMEC Member CooperativSMEC Member CooperativSMEC Member Cooperatives’ Processes for Service Call Appointmentses’ Processes for Service Call Appointmentses’ Processes for Service Call Appointmentses’ Processes for Service Call Appointments    
 
UtilityUtilityUtilityUtility    Service Call AppointmentsService Call AppointmentsService Call AppointmentsService Call Appointments    

BENCO The member would call the coop with an issue that would need us to 
create a service call ticket.  The member would speak either directly to 
the person or leave a message and the coop employee would return 
the call as soon as possible.  The coop would respond to the service 
call as prioritized in the work schedule.  If an appointment was made 
with a member and needed to be rescheduled, we would personally call 
them to reschedule a time that would work for both the member and 
the coop employee.   

Brown County Same response as BENCO. 

Federated Calls for security, light maintenance, tree trimming and new services or 
service rebuilds are taken by the operations department and are taken 
care of within two days.  Emergency service calls, service outages, lines 
down, and vehicle accidents are handled immediately.  If an 
appointment cannot be kept, the consumer is called and different 
arrangements are made. 

Freeborn Mower FMCS creates service orders for various tasks and when an 
appointment needs to be made, the customer is called by the individual 
doing the service call or department head.  In the event the 
appointment cannot be kept, customer is called so things can be 
rescheduled.  
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Minnesota Valley A service order is created internally and a phone call or email is made 
to the member to schedule the appointment.  If there is no answer, a 
message is left on their answering machine asking them to contact 
MVEC to schedule an appointment.  If the member answers, the 
appointment is scheduled for a time that works best for their schedule 
during the hours of 8:00 a.m. to 3:00 p.m.  A two hour block of time is 
scheduled for each appointment (allows for drive time and work at the 
location).  If the appointment needs to be rescheduled for any reason 
by MVEC, the member is contacted to reschedule and follows the same 
process as noted above.  In the event an appointment is not met, we 
follow the guidelines for our service guarantees.   
MVEC Service Guarantee – If we mutually agree on a date and time for 
an appointment with you, MVEC will keep it.  If MVEC fails to meet a 
service standard in this area, the cooperative will apply a credit in the 
amount of $25.00 to the members account.  MVEC strives to deliver 
electricity, products and services at levels of reliability and power 
quality beyond member expectations. 

Nobles After being contacted by the member, the coop will send an employee 
out within five working days to meet with the member and discuss their 
needs.  The employee then designs the job and releases it to the line 
superintendent who places the job into a scheduled work plan to be 
completed by crews.  If the appointment date given to the member is 
not going to be met, the coop will notify the member. 

People’s When a service call comes in from a member or an electrician, details 
such as contact information, location of work, work details and 
scheduling are handled in the first phone call.  The details are then 
used to create a service order, which the Cooperative uses to schedule 
jobs, appointments and track work order detail.  When appointments 
are made they are put on the service order, written on a calendar and 
on a whiteboard in the operations department.  If an unexpected re-
schedule is needed from either a member or the Cooperative, after the 
initial appointment date was set, a new time and date is set that works 
for both parties and the information is updated in all areas.  App 
appointments are scheduled for the first possible day that both parties 
can meet to complete the work.  If only the Cooperative is needed to 
complete the work, it is scheduled for the first available day with the 
appropriate crew.  All employees have the ability to create a service 
order.  The employee who takes the call creates the service order 
following the process in the written procedure.  The service order is 
assigned to appropriate field personnel either via mobile workforce or 
paper copy. 

Redwood We will call the consumer a week before we will do any work at that 
location and see if they have any concerns about the job.  And if we 
can’t keep the appointment we will give them a call and reschedule at 
their convenience. 
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Sioux Valley The department that needs to make an appointment with a customer is 
responsible for setting up that appointment.  We will first attempt to 
contact the member by phone, if they do not answer the phone we will 
leave a message for them to call back.  For non-emergency work we 
attempt to make at least three phone calls and wait for a call back.  If 
we do not get a call back we will follow up with an email for those that 
we have email addresses or we will send them a letter.  In cases where 
the member does not contact us back, we do send a certified letter.  
Sioux Valley Energy contacts the member in the manner that the 
member wants if we cannot make an appointment.  This typically 
involves making a personal phone call to any member that we have 
made an appointment to meet if we cannot make that appointment.  
We will also communicate with members by email if that is their 
preferred communications method. 

South Central South Central Electric calls the customer to set up an appointment if 
necessary.  If that appointment cannot be kept, the customer is notified 
and a new appointment is set up at that time. 

Steele Waseca Calls are answered in person by the Office Division.  Once the nature of 
the call is determined, a request ticket is generated by the office and 
then transferred to Operations, or the caller is directly transferred to an 
Operations representative for further discussion.  Operations at that 
point can address the issue by dispatching a crew if necessary or they 
can set up an appointment.  If the appointment cannot be kept due to 
an unforeseen incident, Operations personnel will call the member with 
as much advance notice as possible on when we will arrive or try to 
reschedule. 

Tri-County A service order is created for the service call either by a member 
services representative or by personnel in inside operations staff.  The 
service order is routed to the appropriate area (example would be 
metering).  The supervisor or the coordinator in that area is responsible 
for setting the appointment with the member.  If the appointment can 
later be kept, the supervisor or coordinator will notify the member of 
the cancellation as soon as time permits. 

 
By comparison, IPL’s tariff doesn’t mention the concept of a Service Call Appointment. 
 
Comparison of Call Center Response Time 
 
Minn. Rule 7826.12 addresses call center response metrics.  According to the rule, eighty 
percent of the calls to the business office during regular hours need to be answered within 
twenty seconds.  The same eighty percent of calls answered within twenty seconds also 
applies to calls made during service interruptions.  According to IPL’s most recent 
submission, it achieved both goals in 2012, answering 82.9% of calls to the business office 
within 20 seconds and 95.5% of calls during outages. 
 
In Department Information Request No. 30 the DOC asked the Cooperatives to provide 
monthly call center response times for two categories – calls to business office during 
normal working hours and call during service interruptions.     
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Table Table Table Table BBBB----5 5 5 5 ––––    SMEC Member Cooperatives’ Responses to DOC Information Request #30 SMEC Member Cooperatives’ Responses to DOC Information Request #30 SMEC Member Cooperatives’ Responses to DOC Information Request #30 SMEC Member Cooperatives’ Responses to DOC Information Request #30 
RegaRegaRegaRegarding Call Center Metricsrding Call Center Metricsrding Call Center Metricsrding Call Center Metrics    

 

UtilityUtilityUtilityUtility    Response to Call CenterResponse to Call CenterResponse to Call CenterResponse to Call Center    

BENCO BENCO employees answer all calls to our business office.  We use Mass 
Communications in Mankato, Minnesota to handle our after-hours 
calls, the calls are answered by their employees.  Both have multiple 
phone lines and employees to answer calls.  If we have a major outage 
situation, we have an Interactive Voice Response IVR) phone system to 
handle hundreds of calls at the same time.  Both normal working hours 
and after-hours response times are within minutes. 

Brown County Calls to the business office during normal working hours are answered 
by a live person (not an automated system) normally within two rings of 
the telephone.  Our phone system is not sophisticated enough for us to 
know anything more specific.  After hours, call for service interruptions 
are answered by a contracted call center.  Calls are answered by a live 
person at the call center.  Call center personnel contact the lineman on 
call immediately after talking to the member. 

Federated The cooperative offers 24/7 on-call line personnel.  One lineman in 
each county is on call at all times.  Attached is the Employee On-Call 
Policy which states a “maximum” of 20 minutes to respond to an 
outage.*   

Freeborn Mower Approximately 80% of calls are answered within 20 seconds during 
normal business hours.  When feasible within 20 seconds during 
service interruptions or forwarded to recorded message or CRC (after 
hours answering service).  Answer means operator or representative is 
ready to render assistance or accept information. 

Minnesota Valley Provided a table that showed an average response time of 10 to 12 
seconds for call during normal business hours for the period from 2009 
through 2013.  Information for average response times during service 
interruptions was for 2013 only and was equal to 5 seconds.  Given 
this information, it would appear that MVEC meets the criteria listed in 
Minn. Rule 7826.12.   

Nobles Nobles does not document response times for these categories.  The 
cooperative has a lineman on-call in each county to respond to outages 
on a 24/7 basis.  Typical response time is 20 minutes. 

People’s We do not separate call volumes based on normal working hours and 
service interruptions.  During normal business hours, the Cooperative 
uses a dedicated member service representative, along with backups 
to meet the goal of answering 95 percent of all calls within 20 seconds. 
. . . After-hours calls are handled and dispatched by Cooperative 
Response Center (CRC).  In 2013, CRC answered an average of 90 
percent of member’s calls in an average of 32 seconds.  Reporting an 
outage via text messaging is also an option for members. If they sign up 
to use outage texting and text in an outage, the outage is reported and 
confirmed immediately.  The member can also choose to receive a 
confirmation text when power is restored.  
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Redwood Redwood Electric takes all of the calls.  We don’t have a dispatch 
center so the consumers are talking to an office personal or the 
lineman on call, who take care of the outages as they come in.  If it’s a 
major storm, the operations manager and the office manager will come 
in and help with the dispatching. 

Sioux Valley Provided response times for 2013 for average call wait time.  Monthly 
average wait times in 2013 varied from 11 to 18 seconds.  After-hours 
service interruptions monthly average wait times varied from 22 to 45 
seconds in 2013.  

South Central South Central does not have a call center and does not track this type 
of information.  Calls made to the office are answered within three rings 
on an average.  We have between four and five people answering two 
incoming lines. 

Steele Waseca During normal business hours SWCE practice is to answer calls by 
person within 25 seconds. . . . During major service interruption events, 
SWCE has the ability to re-direct calls to an IVR system that allows the 
caller to register their outage with the Cooperative.  . . . SWCE’s after-
hours dispatch center will have calls answered by a dispatcher within 
25 seconds or the call will be picked up by the IVR within 35 seconds.  

Tri-County Calls to our business office during normal working hours are answered 
immediately by one of our four Member Service Representatives.  . . . 
Section 4.7 of our Safety, Reliability and Service Quality Policy 501    
outlines our procedures on Call Center Response Times. Any calls for 
service interruption that occur during working hours are handled the 
same way.  No automation but answered by a Member Service 
Representative and the call is immediately entered into an Outage 
ticket routed directly to Dispatch Outage System. 

*Policy was not included in this table for brevity. 

 
The different cooperative’s responses to this information request highlight a couple of 
points.  First, some of the cooperative’s responses equate call center response time with the 
amount of time necessary to dispatch utility personnel to address the outage or event.  
Second, several of the responses indirectly make reference to the low density of the 
cooperative’s customers.  For example, Nobles response refers to a “lineman that is on-call 
in each county”.  While that level of operational support will likely be adequate for many of 
the current SMEC Member Cooperatives if the transaction is approved, those cooperatives 
that are absorbing relatively larger numbers of current IPL ratepayers would likely need to 
adjust their operational parameters significantly to be able to continue to provide a similar 
level of service quality. 
 
Reporting Meter Reading Performance 
 
Minn. Rule 7826.1400 lists the meter-reading performance criteria for a utility to use in its 
Annual Service Quality Report.  The SMEC Member Cooperatives replied and this information 
was discussed previously in the Department’s comments regarding Department Information 
Request No. 26.  The fact that several of the SMEC Member Cooperatives have installed 
AMR and AMI technology has alleviated many of the concerns an economic regulator might 
have related to meter reading. 
  



 

12 

Annual Service Quality Report Filing 
 
Minn. Rule 7826.1300 describes the process for a utility to file its Annual Service Quality 
Report.  This requirement is not applicable to the SMEC Member Cooperatives. 
 
Comparison of Involuntary Disconnections 
 
Minn. Rule 7826.1500 lists the criteria for a utility to use in its Annual Service Quality 
Report regarding the number of involuntary disconnections.  They include: 

• The number of customers who received disconnection notices; 

• The number of customers who sought cold weather rule prosecution and the 
number that were granted cold weather rule protection; 

• The total number of customers whose service was disconnected involuntarily and 
the number of these customers restored to service within 24 hours; and 

• The number of disconnected customers restored to service by entering into a 
payment plan. 

 
The Department asked for this information in Information Request No. 33.  Tables B-6.1 and 
B-6.2 contains the SMEC Member Cooperative’s responses to that Department Information 
Request regarding disconnection notices. 

 
Table BTable BTable BTable B----6.1, Comparison IPL and SMEC Cooperatives’ 6.1, Comparison IPL and SMEC Cooperatives’ 6.1, Comparison IPL and SMEC Cooperatives’ 6.1, Comparison IPL and SMEC Cooperatives’     

Number of Disconnection Notices 2013Number of Disconnection Notices 2013Number of Disconnection Notices 2013Number of Disconnection Notices 2013    
    

UtilityUtilityUtilityUtility    Total # SentTotal # SentTotal # SentTotal # Sent    # of # of # of # of 
Notices/Cust.Notices/Cust.Notices/Cust.Notices/Cust.    

# of Accounts # of Accounts # of Accounts # of Accounts 
DisconnectedDisconnectedDisconnectedDisconnected    

% of % of % of % of 
CustomeCustomeCustomeCustomers rs rs rs 

DisconnectedDisconnectedDisconnectedDisconnected    

IPL 42,121 0.99 276 0.64% 

BENCO 4,130 0.29 183 1.29% 

Brown County 390 0.12 4 0.12% 

Federated 2,224 0.51 34 0.77% 
Freeborn Mower 4,497 0.77 22 0.38% 

Minnesota Valley 22,534 0.71 508 1.59% 
Nobles 3,086 0.64 15 0.31% 

People’s 5,373 0.38 117 0.82% 
Redwood N/A N/A 11 0.49% 

Sioux Valley 1,995 0.73 78 2.87% 

South Central 1,122 0.33 16 0.47% 
Steele Waseca 2,921 0.34 91 1.04% 

Tri-County 5,019 0.38 51 0.38% 
 
IPL sent quite a few disconnection notices in 2013, almost one per customer.  Yet the IOU 
disconnected only 0.64 percent of its customers.  The SMEC Member Cooperatives appear 
to be a bit more efficient in terms of sending disconnection notices.  They range from 0.12 
to 0.77 per customer.  Some of them are also more aggressive about disconnecting 
customers.  BENCO, MVEC, Sioux Valley and Steele Waseca all disconnected more than one 
percent of their customers for non-payment in 2013.   
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The issue of customer disconnections appears to be one area where the SMEC Member 
Cooperatives are going to have to cope with a customer base that appears to be less used 
to being interrupted for non-payments.   
 
The information provided by the SMEC Member Cooperatives regarding the number of 
customers disconnected involuntarily and the number of customers restored to service in 24 
hours did not appear consistent with that provided by IPL, so the Department has chosen 
not to present it in this analysis.  The same logic applies for the information related to the 
number of customers who were restored to service by agreeing to a payment agreement. 
 
Comparison of Service Extension Response Times 
 
The Department did not include this issue as a topic in its information requests.  Informal 
discussions with SMEC representatives suggest that this issue is not likely to be a problem, 
as service extensions represent the potential for new load. 

 
Table BTable BTable BTable B----6.2, Comparison IPL and SMEC Cooperatives 6.2, Comparison IPL and SMEC Cooperatives 6.2, Comparison IPL and SMEC Cooperatives 6.2, Comparison IPL and SMEC Cooperatives ––––    Number of Customers Requesting Number of Customers Requesting Number of Customers Requesting Number of Customers Requesting 

and Receivand Receivand Receivand Receiving Cold Weather Rule Protection ing Cold Weather Rule Protection ing Cold Weather Rule Protection ing Cold Weather Rule Protection ––––    2013201320132013    
    

UtilityUtilityUtilityUtility    # of Cust. # of Cust. # of Cust. # of Cust. 
Requesting Requesting Requesting Requesting 

CWRCWRCWRCWR    

% of % of % of % of 
CustomersCustomersCustomersCustomers    

# of Cust. # of Cust. # of Cust. # of Cust. 
Receiving Receiving Receiving Receiving 
CWRCWRCWRCWR    

% of % of % of % of 
Customers Customers Customers Customers 
Receiving Receiving Receiving Receiving 
CWR CWR CWR CWR 

ProtectionProtectionProtectionProtection    

IPL 4,307 10.1% 4,307 100% 

BENCO 71 0.50% 71 100% 

Brown County 1 0.03% 1 100% 

Federated* 3 0.07% 0 0% 

Freeborn Mower 11 0.19% 11 100% 

Minnesota Valley 125 0.39% 117 94% 

Nobles 0 N/A 0 N/A 

People’s 17 0.12% 17 100% 

Redwood N/A N/A N/A N/A 

Sioux Valley 6 0.22%   

South Central 6 0.18% 6 100% 
Steele Waseca 13 0.15%   

Tri-County 59 0.45% 35 59% 
*Estimated 

 
The number of customer disconnections may be another area where the SMEC Member 
Cooperatives would need to increase the resources they devote to this function.  However, 
as noted below, requests for Emergency Medical Accounts may offset this change to some 
extent. 
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Emergency Medical Account Status 
 
Minn. Rule 7826.1800 delineates the reporting requirements associated with Emergency 
Medical Account Status.  This status exempts a customer from being disconnected from 
electrical service.  It usually requires written certification from a medical doctor that a 
“medical emergency exists or where medical equipment requiring electricity necessary to 
sustain life is in use.”  In Department Information Request No. 34, the DOC requested this 
information by Cooperative for the past 5 years. 

 
Table Table Table Table BBBB----7.1 7.1 7.1 7.1 ––––    Comparison of the Number of Customers Receiving EMA Status 2009 Comparison of the Number of Customers Receiving EMA Status 2009 Comparison of the Number of Customers Receiving EMA Status 2009 Comparison of the Number of Customers Receiving EMA Status 2009 ––––    2013201320132013    

    
UtilityUtilityUtilityUtility    # of Cust. # of Cust. # of Cust. # of Cust. 

Requesting Requesting Requesting Requesting 
EMAEMAEMAEMA    

Total # of Total # of Total # of Total # of 
CustomersCustomersCustomersCustomers    

% of Cust. % of Cust. % of Cust. % of Cust. 
Accounts Accounts Accounts Accounts 

Designated as Designated as Designated as Designated as 
EMAEMAEMAEMA    

IPL 30 42,585 0.07% 

BENCO 65 14,169 0.46% 

Brown County 124 3,280 3.78% 

Federated 46 4,383 1.05% 
Freeborn Mower 186 5,811 3.20% 

Minnesota Valley 28 31,878 0.09% 

Nobles 149 4,788 3.11% 

People’s 68 14,253 0.48% 

Redwood 1 2,238 0.04% 

Sioux Valley 35 2,716 1.29% 
South Central 23 3,421 0.10% 

Steele Waseca 30 8,709 0.34% 

Tri-County 12 13,147 0.09% 
 
Certain SMEC Member Cooperatives acquired a relatively large number of EMA designated 
accounts during this time frame.  It could be considered something of an offset to the 
Cooperatives’ relatively low number of customers that seek Cold Weather Protection. 
 
Comparison of Customer Deposits 
 
A utility requires a customer to make a deposit if there is some uncertainty regarding the 
customer’s ability to pay his/her bill.  Minn. Rule 7826.1900 requires that this information 
be included in an IOU’s annual service quality report.  Table B-7.2 summarizes this 
information for IPL and the SMEC Member Cooperatives for 2013. 
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Table Table Table Table BBBB----7.2 7.2 7.2 7.2 ––––    Comparison of the Number of Customers Required to Provide Comparison of the Number of Customers Required to Provide Comparison of the Number of Customers Required to Provide Comparison of the Number of Customers Required to Provide     
Customer Deposits in 2013Customer Deposits in 2013Customer Deposits in 2013Customer Deposits in 2013    

    

UtilityUtilityUtilityUtility    Total # of Total # of Total # of Total # of 
Cust. DepositsCust. DepositsCust. DepositsCust. Deposits    

Total # of Total # of Total # of Total # of 
Customers in Customers in Customers in Customers in 

2013201320132013    

% of Cust. % of Cust. % of Cust. % of Cust. 
Accounts Accounts Accounts Accounts 

Designated as Designated as Designated as Designated as 
EMAEMAEMAEMA    

IPL 408 42,585 0.96% 

BENCO 1 14,169 0.01% 

Brown County 29 3,280 0.88% 

Federated 151 4,383 3.44% 

Freeborn Mower 102 5,811 1.76% 

Minnesota Valley 127 31,878 0.40% 
Nobles 67 4,788 1.40% 

People’s 302 14,253 2.11% 
Redwood 76 2,238 3.40% 

Sioux Valley 47 2,716 1.73% 

South Central 115 3,421 3.36% 

Steele Waseca 220 8,709 2.53% 

Tri-County 45 13,147 0.34% 
 
It is risky to read too much into one table based on one year of information regarding 
customer deposits.  Some of the SMEC Member Cooperatives or IPL may have had more 
customer churn than others.  Or a specific economic event may have negatively influenced 
one particular cooperative members’ financial status.  All those caveats aside, it appears 
that IPL is in the lower half of the population in terms of the percentage of customers 
required to provide a deposit in 2013. 
 
Comparison of Customer Complaints 
 
Minn. Rule 7826.2000 delineates the requirements regarding customer complaints that 
need to be filed with an IOU’s annual service quality report.  The Department asked the 
SMEC Member Cooperative’s for the information described in this section of the rules in 
Department Information Request No. 33. 
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Table Table Table Table BBBB----7.3 7.3 7.3 7.3 ––––    Annual Percentage of Customer Complaints by Distribution Entity Annual Percentage of Customer Complaints by Distribution Entity Annual Percentage of Customer Complaints by Distribution Entity Annual Percentage of Customer Complaints by Distribution Entity ––––        
2009 to 20132009 to 20132009 to 20132009 to 2013    

 

UtilityUtilityUtilityUtility    2009200920092009    2010201020102010    2011201120112011    2012201220122012    2013201320132013    
    

IPL 1.9% 1.4% 0.8% 0.8% 1.4% 

BENCO 0.5% 0.4% 0.5% 0.5% 0.0% 
Brown 
County 

0.2% 0.0% 0.0% 0.1% 0.1% 

Federated N/A N/A N/A N/A N/A 

Freeborn 
Mower 

N/A N/A N/A N/A N/A 

Minnesota 
Valley 

N/A N/A N/A N/A N/A 

Nobles 1.4% 1.0% 1.3% 0.8% 0.9% 
People’s* 0.3% 0.3% 0.3% 0.3% 0.3% 

Redwood N/A N/A N/A N/A N/A 
Sioux 
Valley 

1.4% 1.2% 1.9% 1.3% 1.3% 

South 
Central 

N/A N/A N/A N/A N/A 

Steele 
Waseca 

N/A 0.7% 0.7% 0.7% 1.4% 

Tri-County N/A N/A N/A N/A N/A 
*Estimated 

 
The Department’s primary concern regarding this Table B-7.3 was the fact that half of the 
SMEC Member Cooperatives apparently do not track customer complaints.  Given this 
response, it is difficult to tell where IPL falls relative to the SMEC Member Cooperatives 
regarding customer complaints.  Only one of the SMEC Member Cooperatives’ reporting the 
information had annual percentages of customer complaint higher than IPL – (Sioux Valley).   
 
The Department asked Information Request No. 59 in an attempt to determine if the five 
cooperatives listed in Attachment 32-A used a different approach or nomenclature for 
tracking customer complaints.   The five affected cooperatives – Federated, Freeborn-
Mower, Minnesota Valley, People’s and Redwood provided sufficiently detailed responses to 
address the Department’s concerns. 



 

1 

Attachment Attachment Attachment Attachment CCCC    ––––    Description of Current and Proposed Cost Recovery MechanismsDescription of Current and Proposed Cost Recovery MechanismsDescription of Current and Proposed Cost Recovery MechanismsDescription of Current and Proposed Cost Recovery Mechanisms    
 
IPL intends recover the generation and transmission related costs it incurs on SMEC’s 
behalf through an Energy Supply Cost Recovery Charge, (ESCR).  The ESCR would essentially 
consolidate costs recovered through base rates, the fuel clause adjustment and the 
Renewable Energy Rider.  This proposal would change how several different costs are 
recovered. 
 
IPL/SMEC identified three items currently covered by existing Commission Orders whose 
cost-recovery mechanisms will be modified under the proposed transaction.  
 

• Alternative Transaction Adjustment (ATA) – this regulatory liability is currently 
recovered through a rider.  It would be retained as a separate rate element and 
the amount refunded will be equal to the amount refunded by IPL to SMEC under 
the Wholesale Power Supply Agreement. 

• Sutherland 4 Unit Development Costs – IPL currently recovers the costs 
associated with this cancelled generation facility through base rates.  The 
recovery period is set at 25 years.  Given that IPL will no longer have base rates if 
the transaction is approved, this cost recovery mechanism would be terminated.  
It would be replaced, however, by a cost recovery mechanism contained in the 
Wholesale Power Supply Agreement that would allow IPL to recover these costs 
over a 10 year period. 

• Renewable Energy Rider – the mechanism that allows for the recovery of these 
costs through a rider would be terminated.  Instead, the entire revenue 
requirement associated with the Whispering Willow Wind Farm, including the 
amounts disallowed by the Commission,15 would be included as part of IPL’s 
wholesale revenue requirement and be recovered through its FERC rates.   

 
Specifically, Section 2.8 of the Electric Asset Purchase Agreement (APA) addresses the 
amount and timing of the recovery of the ATA by IPL’s former ratepayers via a credit to the 
Wholesale Power Agreement.  This same section of the Electric APA addresses the 
Sutherland regulatory asset as well.  The specific amounts are included in Schedule 2.8 to 
the Electric APA.  Regarding the inclusion of the WWE revenue requirement and other 
generation costs noted above in IPL’s wholesale generation revenue requirement, this 
proposal would appear to be consistent with recovery of those costs through wholesale rates 
and is associated with loss of the Commission’s jurisdiction over these matters.   
 
In addition, another cost-recovery mechanism would be modified as a result of the proposed 
transaction – the hypothetical costs assuming continued IPL ownership of the Duane Arnold 
Energy Center (DAEC).  The Commission limited IPL from recovering all costs that would have 
been imposed on IPL’s Minnesota customers associated with IPL’s sale of DAEC to FPL 
Energy in Docket No. E001/PA-05-1272.16  The Applicants are proposing to terminate this 

                                                 
15 Commission’s December 26, 2013 Order Adopting Administrative Law Judge’s Report and Findings, In the 
Matter of Interstate Power and Light Company’s Petition for Approval of Eligibility for Investment in Whispering 
Willow-East, Renewable Energy Recovery Adjustment, and 2010 Rates. 
16 Commission’s January 25, 2006 Order Approving Sale and Transfer of Ownership Interest in Duane Arnold 
Energy Center with Conditions, In the Matter of the Joint Application for Approval and Consent of Interstate 
Power and Light Company and FPL Energy Duane Arnold, LLC Requesting that the Minnesota Public Utilities 
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mechanism for estimating the cost of energy produced by the DAEC, and allowing all costs to 
be charged to IPL’s Minnesota ratepayers. 
 
DOC Information Request No. 50 asked “How does the Company propose to recognize the 
current discount associated with the energy sourced from the Duane Arnold Energy Center if 
the proposed transaction were approved?”  IPL responded: 
 

IPL believes the term “current discount associated with energy 
sources from the Duane Arnold Energy Center (DAEC) refers to 
the hypothetical costs of DAEC, assuming continued IPL 
ownership that has been imputed by the Commission for 
ratemaking purposes.  Based on the new contract with NextEra 
that took effect in February 2014, the actual costs and the 
hypothetical costs imputed assuming IPL ownership of DAEC 
are not materially different over the next ten year period 2015 
through 2024.  See Trade Secret Attachment DOC-50A.  The 
charges from the current contract with the DAEC would be 
reflected in the formula rates charged by IPL to SMEC and its 
members. 

 
The Department reviewed the information in Trade Secret Attachment DOC-50A, which also 
developed a net present value calculation which compared the different in the costs of the 
energy supplied by DAEC under the current regulatory paradigm and costs associated with 
the new costs identified in the information request response.  The result of that calculation 
is consistent with IPL’s statement that the difference between the two scenarios is not 
materially different.  That said, IPL is planning to use the shift to FERC jurisdiction to 
terminate the regulatory requirements included in the Commission’s DAEC Order. 
 
 
/ja 

                                                                                                                                                             

Commission Allow Interstate Power and Light to Sell and Transfer Ownership Interest in the Duane Arnold 
Energy Center to FPL Energy Duane Arnold, LLC. 
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