
 
 
 
June 12, 2014 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Sue 350 
St. Paul, Minnesota 55101-2147 
 
RE: Supplemental Reply Comments of the Minnesota Department of Commerce, Division of 

Energy Resources 
 Docket No. G001,G011/PA-14-107 
 
Dear Dr. Haar: 
 
Attached are the Supplemental 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 Minnesota Energy Resources Corporation. 

 
The petition was filed on February 4, 2014 by: 
 

Erik C. Madsen Gregory J. Walters 
Director, Regulatory Affairs Regulatory and Legislative Affairs, Manger 
Interstate Power and Light Company Minnesota Energy Resources Corporation 
PO Box 351 2665 145th Street West, Box 455 
Cedar Rapids, IA  52406 Rosemount, MN  55063-0455 

 
Sincerely, 
 
 
 
/s/ EILON AMIT 
Statistical Analyst 
 
EA/lt 
Attachment



 
 

BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. G001,G011/PA-14-107 
 
 
 
I. BACKGROUND 
 
On February 4, 2014, Interstate Power and Light Company (IPL) and Minnesota Energy 
Resources Corporation (MERC) (the Companies or Applicants) filed a petition with the 
Minnesota Public Utilities Commission (MPUC or Commission) for approval of the sale of 
IPL’s Minnesota natural gas distribution system and assets, and transfer of IPL’s service 
rights and obligations in Minnesota to MERC (Petition). 
 
On April 7, 2014, the Department filed Comments on the Applicants’ Petition requesting the 
Applicants to provide additional information.  In particular, the Department requested the 
following information: 
 

a. The reasons for the differences between IPL’s Conservation Cost Recovery 
Adjustment (CCRA) and MERC’s CCRA. 

b. The reasons for the differences between IPL’s Gas Affordability Program (GAP) 
and MERC’s GAP. 

c. The reasons for the significant differences between IPL’s gas costs and MERC’s 
gas costs. 

d. The dates when IPL expects to (1) file the provision under 18 CFR 284.224 with 
FERC (2) the expected timeline for FERC authorization and (3) MERC’s plans for 
serving IPL customers prior to FERC authorization. 

 
Also on April 7, 2014, the Office of the Attorney General – Antitrust and Utilities Division 
(OAG) filed Comments recommending the imposition of several conditions prior to 
Commission approval of the Petition. 
 
On May 9, 2014, the Applicants filed Reply Comments continuing to request Commission 
approval of their Petition. 
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Also on May 9, 2014, the OAG filed Reply Comments recommending certain conditions prior 
to an approval of the Applicant’s Petition. 
 
 
II. DEPARTMENT ANALYSIS 
 
A. THE APPLICANTS’ REPLY COMMENTS 
 

1. Non-distribution rate components 
 
In their Reply Comments, the Applicants provided detailed explanation clarifying the reasons 
for the differences between IPL and MERC with regard to the following rate components: 
 

• CCRA; 
• GAP; and 
• cost of gas. 

 
The Department discusses these issues below. 
 

a. CCRA 
 

In their Reply Comments, the Applicants provided reasonable explanation for IPL’s and 
MERC’s different CCRA rates (Applicants at Pages 33-34).  Generally, the CCRA rate reflects 
the annual true-up adjustments for Conservation Improvement Programs (CIP).  The CCRA 
varies across utilities, depending on customer class composition, actual versus budgeted 
CIP expenses and the nature of the CIP program.  The Department notes that the CCRA 
component of the rates is not very significant.  For example, based on the Department’s 
information request, no. 5, the CCRA cost for IPL residential customers is only about 1.72 
percent of their total bill for the 2014 projected test-year. 
 

b. GAP 
 
The Applicants provided reasonable explanation for the difference between IPL’s and 
MERC’s Gas Affordability Program (GAP) rates (Applicants’ Reply Comments at 35-37).  The 
Applicants explained that the final GAP rate depends on three main factors: 
 

• The calculation of the volumetric surcharge; 
• The participation levels; and 
• The retention levels of customers receiving service under GAP. 
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The Department concludes that the Applicants’ explanation is reasonable.  The Department 
also notes that the GAP component of the rate is very small.  For example, for the residential 
customer class, the GAP component is only about 0.4 percent of the customer total annual 
bill. 
 

c. Gas costs 
 
The Applicants explained the difference in IPL’s versus MERC’s gas cost at pages 37 and 38 
of their Reply Comments.  The Department finds the Applicants’ explanation to be 
reasonable. 
 
There are two main factors for the discrepancy in gas costs.  First, MERC’s contract with 
Bison Pipeline/Northern Pipeline Company for Firm Transportation service includes a 
significantly higher demand rate than IPL’s demand rate.  Second, each company recovers 
Firm Deferred Delivery (FDD) storage contract costs in a different manner.  Recently, the 
Department recommended that MERC recover FDD costs in the same way as IPL.  MERC 
agreed with the Department recommendation.1 
 

d. Summary 
 
In their Reply Comments, the Applicants provided reasonable explanation for the difference 
in the non-distribution rate components between IPL and MERC. 
 

2. FERC Filing 
 
In its Comments, the Department requested IPL to provide additional information regarding 
its filing for provision under 18 CFR 284.224 with FERC.  In their Reply Comments, the 
Applicants explained that IPL made the required filing on April 24, 2014 and requested 
FERC to act on its application by June 30, 2014. 
 

3. FMGP Mitigation Costs 
 
In their Reply Comments, the Applicants provided additional information about their 
proposal to recover Former Manufactured Gas Plant (FMGP) mitigation costs.  The 
Department will discuss this issue later in these Comments. 
 
B. THE OAG REPLY COMMENTS 
 
The OAG filed detailed Reply Comments, with voluminous exhibits.  The Department will not 
discuss each argument and each exhibit provided by the OAG.  Instead, the Department will 
discuss the main conclusions of the OAG.  These conclusions are:  

1 Currently, as recommended by the Department, both MERC and IPL allocate their FDD costs based on 
the commodity allocation factor. 
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• The proposal of asset sale from IPL to MERC is not in the public interest because 
it would significantly increase the rates to be paid by current IPL ratepayers. 

• If the proposed asset sale is approved, IPL’s ratepayers should continue to pay 
their current rates until MERC files a new rate case. 

 
Below is the Department’s discussion of the OAG’s conclusions. 
 

1. Rate Comparison 
 
Based on its review of the OAG’s Reply Comments, the Department concludes that the OAG 
used inappropriate methodology to compare IPL’s and MERC’s rates.  The Department 
identified two issues with the OAG’s analysis.  First, the OAG used actual 2013 sales for IPL 
to compare the rates.  For ratemaking purposes, the data should be based on weather 
normalized data, not actual sales data.  Second, as discussed by the Department in its initial 
Comments, for comparison purposes, the rates for IPL should not be the current rates, since 
IPL’s current rates do not reflect IPL’s true cost of service.2  As indicated in the 
Department’s initial Comments, IPL’s current rates are not sustainable, since over the 
period 2004-2012, these rates resulted in an average return on equity of -1.13 percent.  
Therefore, MERC’s proposed rates should be compared to IPL’s estimated rates based on 
IPL’s 2014 projected cost of service.  Finally, IPL’s 2014 projected rates should not be 
compared to either MERC’s interim rates or MERC’s proposed rates since, based on the 
previous Commission Order in MERC’s most recent rate case, and based on the 
Department’s analysis in MERC’s current rate case (Docket No. G001/GR-13-617), the final 
rates for MERC in its current rate case are likely to be significantly lower than MERC’s 
interim or proposed final rates. 
 
Based on the above discussion, the Department disagrees with the OAG’s conclusion that 
the proposed asset sale is counter to the public interest because of the potential increased 
rates for IPL’s current ratepayers.  The Department provides its own rate comparison later in 
these comments. 
 

2. The Appropriate Rates for Current IPL Ratepayers 
 
The OAG proposes that if the asset sale is approved, then current IPL ratepayers should 
continue to pay their current rates until MERC’s next rate case. 
 
The Department disagrees.  First, Minn. Stat. §216B.03 states: 
 

Rates should not be unreasonably preferential, unreasonably 
prejudicial or discriminatory, but shall be sufficient, equitable 
and consistent in application to a class of customers.  

2 IPL’s last rate case ended in 1996. 
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Under the OAG’s proposal, MERC would charge two different rates to its residential class, 
which may be inconsistent with the requirements of Minn. Stat. §216B.03. 
 
Second, as the Department demonstrated in its initial Comments, IPL’s 2014 projected 
revenue requirements are significantly higher than IPL can recover from its ratepayers under 
IPL’s current rates.  Therefore, if the asset sale is approved and IPL’s ratepayers continue to 
pay the current rates, they would likely face a rate shock in MERC’s next rate case.  This is 
the case because in the next MERC rate case, IPL ratepayers would not only have to provide 
for the already significant revenue deficiency, but would also have to pay for the increased 
revenue deficiency between now and MERC’s next rate case. 
 
For these reasons, the Department recommends that if the asset sale is approved, then 
IPL’s current ratepayers should pay MERC’s rates as determined in MERC’s current rate 
case. 
 
C. DEPARTMENT RATE COMPARISON 
 

1. Analysis 
 
In supplemental response to the Department’s information request no. 5, the Applicants 
provided IPL’s revenue requirements using 2014 as a test year.  Table No. 1 below 
compares the average annual customer bills under MERC’s interim rate and IPL’s projected 
2014 revenue requirements.  The average annual bills shown below include volumetric 
distribution charges and customer charges and excludes CCRA, GAP rates and fuel costs. 
 

Table 1:  Bill Comparison Under MERC’s Interim Rates 
 

 Annual Bill Annual Bill MERC Rate as 
 Class MERC IPL % of IPL Rate 
 Residential $315 $298 105.7% 
 
 Small Commercial & Industrial $967 $1,038 93.16% 
 
 Large Commercial& Industrial $4,033 $5,021 80.32% 
 
 Small Volume Interruptible $11,483 $5,045 227.61% 
 
 Large Volume Transportation $40,131 $59,232 67.75% 
 
This comparison is somewhat misleading because the comparison across customer classes 
assumes MERC’s proposed rate design versus IPL’s existing rate design which assigns all 
the incremental revenue requirement for IPL to the volumetric distribution charges.  
Moreover, this comparison is based on MERC’s interim rates, which are likely significantly   
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higher than the final rates to be approved by the Commission in Docket No. G011/GR-13-
617. 
 
Based on the Department’s position in its Surrebuttal Testimony in Docket No. G011/GR-13-
617, the Department recommends only 48.08 percent of the incremental revenue 
requirements requested by MERC.3  However, MERC’s proposed incremental revenue 
requirements are 1.372 percent higher than its incremental revenue requirements under its 
interim rates.  Thus, the 48.08 percent must be increased by 1.372 percent when applied to 
the interim rate.4 
 
Therefore, should the Department Surrebuttal position on revenue requirements be 
approved, the MERC final rates would reflect only 65.96 percent (48.08% x 1.372) of 
MERC’s interim rates.  Table No. 2 below compares IPL’s rates based on IPL’s 2014 
projected revenue requirements with MERC’s interim rates as adjusted by the Department’s 
recommended revenue requirements. 
 

Table 2:  Bill Comparison Under DOC’s Proposed Revenue 
 

 Annual Bill Annual Bill MERC Rate as 
 Class MERC IPL % of IPL Rate 
 Residential $303 $298 102% 
 
 Small Commercial & Industrial $926 $1,038 89% 
 
 Large Commercial& Industrial $3,877 $5,021 77% 
 
 Small Volume Interruptible $11,038 $5,045 219% 
 
 Large Volume Transportation $42,567 $59,232 72% 
 
The Department notes that the above rate comparison by class is somewhat misleading, 
because it depends on the particular rate designs for IPL and MERC.  To avoid the impact of 
different rate designs for IPL and MERC, the Department compared the overall revenue 
requirements for IPL’s ratepayers under IPL’s 2014 projected revenue requirements and 
under MERC’s proposed interim rates.  Under MERC’s proposed interim rates, IPL’s 
incremental revenue requirements would be $4,462,844.  Based on the Department’s 
Surrebuttal position, the Department-proposed incremental revenue requirements for MERC 
would be only 63.42 percent of MERC’s proposed incremental revenue requirements under  
  

3 Pierre Surrebuttal, DOC Ex. ___ MAS-S-2, excluding CIP revenue adjustment. 
4 $14,187,597 versus $10,755,973. 
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its interim rate.5  Therefore, based on the Department’s position, IPL’s incremental revenue 
requirements under MERC’s rates would be $4,792,913 x 0.6342 = $3,039,802.  Thus, 
under the Department’s current position in MERC’s pending rate case, IPL’s ratepayers 
would have to pay less under MERC’s rates than under IPL’s rates, assuming IPL’s 2014 
projected revenue requirements. 
 
Moreover, the incremental revenue requirements for IPL’s ratepayers under MERC’s rates 
would exceed the IPL incremental revenue requirements only if MERC’s approved rates are 
greater than 93 percent of MERC’s proposed interim rates, or 82.26 percent of MERC’s 
revised incremental revenue requirements of $12,159, 454.6 
 

2. Conclusions Regarding Rates 
 
As stated in the Department’s initial comments at page 8, it is appropriate to compare the 
rates that would be paid by IPL’s ratepayers under MERC’s proposed rates in Docket No. 
G011/GR-13-617 with the rates that would be paid by IPL’s ratepayers under IPL’s 2014 
projected revenue requirements.  Using this methodology to compare rates by customer 
class may not be appropriate because the results are influenced by the different rate 
designs used by MERC and IPL.  Therefore, it is more appropriate to compare IPL’s 
incremental revenue requirements for 2014 with IPL’s incremental revenue requirements 
under MERC’s proposed rates.  The results of these comparisons are provided below: 
 

a. Using MERC’s proposed interim rate, the incremental revenue requirements 
under MERC are $330,069 greater than the incremental revenue requirements 
assuming IPL’s 2014 projected incremental revenue requirements. 

b. Based on the Department’s position in its Surrebuttal Testimony, IPL’s 
incremental revenue requirements for MERC would be $1,423,042 greater than 
the incremental revenue requirements under IPL’s 2014 projected incremental 
revenue requirements.7 

c. The incremental revenue requirements for IPL, under MERC’s rates, would exceed 
the incremental revenue requirements for IPL under IPL’s 2014 incremental 
revenue requirements, only if the Commission approves an incremental revenue 
requirement for MERC which is at least 82 percent of the incremental revenue 
requirements proposed by MERC in its Rebuttal Testimony. 

 
D. DEFERRED TAXES 

 
The Department agrees with the Applicants’ position that no adjustments should be made to 
the proposed sale of assets on account of deferred taxes.  

5 $6,821,744 (DOC’s Surrebuttal Position) versus $10,755,973 (MERC’s interim rates). 
6 Pierre Surrebuttal, DOC Ex. ___ MAS-S-5. 
7 $4,462,844 (IPL’s incremental revenue requirements) - $3,039,802  (IPL’s incremental revenue 
requirements under MERC’s rates as proposed by the Department). 
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Under regulatory treatment, depreciation expenses are calculated under the straight-line 
method; thus at each year, rates appropriately reflect the income taxes associated with 
straight-line depreciation expenses.  Since IPL is allowed to use an accelerated depreciation 
rate, its actual taxes may be lower than what is currently reflected in its electric rates.  The 
difference between the actual and regulatory income taxes is recorded as deferred taxes.  
However, if IPL sells its assets to MERC, IPL would have to pay back its balance of deferred 
taxes to the appropriate taxing authority.  Therefore, counter to the proposal by the OAG, the 
proposed sale transaction requires no additional adjustment regarding the outstanding 
deferred balances. 
 
E. FMGP TREATMENT 
 
The Department proposes the following treatment for FMGP cost recovery.  First, IPL already 
paid $2.6 million for clean-up costs associated with the Austin site.  At this point, IPL has not 
recovered any of these costs from its ratepayers.  The Department proposes that the $2.6 
million would become MERC’s regulatory asset upon closing of the proposed asset sales.  
Then in its next rate case for MERC, MERC would include this regulatory asset in its rate 
base for cost recovery.  Second, regarding any future FMGP expenses associated with the 
Austin site, MERC would record them as regulatory assets and would include them in its rate 
base for cost recovery in MERC’s next rate case. 
 
 
III. DEPARTMENT CONCLUSIONS AND RECOMMENDATION 
 
A. CONCLUSIONS 

 
Based on its review and analysis of the Applicants’ Petition and Reply Comments, the 
Department concludes that: 
 

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

2. The proposed Agreement would have no significant impact on MERC’s operation 
of its distribution system and on its gas supply. 

3. IPL’s current rates are significantly lower than IPL’s current cost of service.  
Therefore, IPL could not remain financially viable under its existing rates. 

4. Since IPL’s current rates are significantly lower than IPL’s current cost of service, 
to ascertain that the proposed asset sale is consistent with the public interest, it 
is appropriate to compare IPL’s current revenue requirements for its Minnesota 
ratepayers with MERC’s revenue requirements for IPL’s Minnesota ratepayers. 

5. Under MERC’s pending rate case, for MERC’s revenue requirements to exceed 
IPL’s current revenue requirements to serve IPL’s Minnesota ratepayers, MERC’s 
approved rates in its pending rate case would have to be greater than 82.26 
percent of MERC’s requested incremental revenue requirements.  This is very   
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unlikely, given that the Department, in its Surrebuttal Testimony, recommends an 
incremental revenue requirement for MERC of only 56.10 percent of MERC’s 
proposed incremental revenue requirements. 

6. The Applicants’ proposed treatment of the environmental costs associated with 
the Austin FMGP site is inappropriate. 

7. Based on its conclusion number 5 and the Department’s proposed treatment of 
the environmental costs related to the Austin FMGP site, the Department 
concludes that the proposed asset sale as modified by the Department is 
consistent with the Public interest. 

 
B. RECOMMENDATION 
 
Based on its analysis and conclusions, the Department recommends that the Commission 
approve the proposed asset sale with the following provision: 
 

The $2.6 million expense paid, but not yet recovered by IPL, to account for the 
environmental costs of the Austin FMGP site, and the future expenses associated 
with the environmental costs of the Austin FMGP site, should be recorded as 
regulatory assets.  In its next rate case, MERC would include these regulatory assets 
in its rate base and request recovery of these costs via return on and of these assets.  
Such a recovery would be allowed if these expenses are found to be prudent. 

 
/lt 
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