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November 7, 2014

Burl W. Haar

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Response Comments of the Minnesota Department of Commerce, Division of Energy
Resources
Docket No. E015/M-14-675

Dear Dr. Haar:

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

A Request by Minnesota Power for Approval of Light Emitting Diode Rates for Street
Highway Lighting Service (petition).

The Petition was filed on August 13, 2014 by:

Marcia A. Podratz
Director, Rates
Minnesota Power

30 West Superior Street
Duluth, MN 55802

The Department recommends approval with modification of Minnesota Power’s Petition. The
Department is available to answer any questions the Minnesota Public Utilities Commission
may have.

Sincerely,

/s/ HOLLY LAHD
Rates Analyst
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l. SUMMARY OF FILINGS

On August 13, 2014, Minnesota Power (Minnesota Power or the Company) filed its request
with the Minnesota Public Utilities Commission (Commission) for Approval of Light Emitting
Diode (LED) Rates for Street and Highway Lighting Service (Petition). The Petition includes a
request for approval of LED street lighting rates, a proposed LED street lighting conversion
process, and modifications to the existing Street and Highway Lighting Service tariff.

On October 13, 2014, the Minnesota Department of Commerce (Department) filed its
Comments on Minnesota Power’s Petition. In the Comments the Department recommended
that the Commission:

1. approve Minnesota Power’s proposed LED street and highway lighting service rates
of $12.88 per month for a 54W LED lamp, and $17.04 per month for a 118W LED
lamp;

2. approve Minnesota Power’s request for the Street and Highway Lighting Service tariff
clean up modifications included in the Company’s Petition; and

3. require Minnesota Power to implement its LED street lighting rates 90 days after the
Petition’s filing date (November 11, 2014), or within 30 days of the Commission’s
Order in this matter, whichever is later.

Before making a recommendation on the Company’s proposed LED street light conversion
process, the Department requested that Minnesota Power provide detailed support for its
proposed customer charges related to the proposed LED service conversion process.

On October 23, 2014, the Company filed Reply Comments with information on the
Company’s proposal to charge sodium vapor (“SV”) fixture undepreciated costs to Option 1
customers who wish to replace SV lights that are less than 10 years old with LED fixtures.

In Reply Comments the Company also requested an effective date of March 1, 2015 for the
new LED street lighting rates.
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The Department reviewed the Company’s Reply Comments, and offers the following
analysis.

Il. DEPARTMENT ANALYSIS

A. LED FIXTURE CONVERSION PROCESS

In Reply Comments Minnesota Power provided data on the Company’s SV Street Light
Fixtures (FERC Account 3730) net value asset levels. The account data shows that the
average net value per fixture for pre-2005 assets ranged from $5.32 to $19.11; in contrast,
the average value per fixture installed after 2004 ranged from $53.69 to $331.83. Given
the low net value of the sodium vapor assets that were installed before 2005 (10 years
ago), the Company reasoned it was appropriate for the Company to absorb the pre-2005
non-depreciated costs.

For SV fixtures that are less than 10 years old (i.e. installed in 2005 or later), Minnesota
Power proposed that the customer would be required to pay to the Company the “remaining
un-depreciated facility cost.” The data provided by Minnesota Power in Attachment A to its
Reply Comments includes a column labeled “Net Value” which reflects the difference
between the original cost of each of the Company’s sodium vapor fixtures and the fixture’s
accumulated depreciation. It is the Department’s understanding that the term “un-
depreciated facility cost,” which MP uses in its proposed tariff language, has the same
definition as “Net Value.” The Department has some concerns with this proposed
requirement.

By requiring customers to pay the un-depreciated facility cost for these assets, the Company
is implying that when these fixtures are taken out of service, they are no longer useful and
therefore have no value to either the Company or any third party that might be interested in
purchasing SV fixtures. If it is the case that once taken out of service, these SV fixtures
become useless, the Company’s proposed requirement is reasonable as MP would lose the
opportunity to recover the net value of the fixture. The Department notes, however, that
these fixtures are assumed to have a 27-year averages service life, and thus fixtures which
are 10 years old or younger could reasonably be expected to have 17 or more years of
useful life left.

If Minnesota Power is able to remove a 10-year old fixture, retain it, and then reinstall it for
use by a different customer, no compensation would be required from the customer
requesting the LED conversion, except perhaps for some additional removal costs.® If
Minnesota Power is able to reinstall the fixture for use by another customer following an LED
conversion, depreciation expense would recommence upon reinstallation and the Company
would double-recover the fixture’s net value at the time of the conversion, once via proposed

1If Minnesota Power were to reinstall the fixture, it would incur removal costs twice, once upon the LED
conversion, and then once upon final retirement after the fixture was reinstalled. Minnesota Power’s current
salvage rates include an adjustment for removal costs, but assume removal costs will be incurred only once.
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payment from customer requesting the LED conversion, and once via depreciation expense
which would be reflected in the rate paid by the second, non-LED customer. Similarly, if
Minnesota Power is able to remove these fixtures and sell them to third parties, the
proceeds of those sales should be used to offset the required payments from the customer
requesting LED conversions in order to avoid double-recovery.

The Department notes that Minnesota Power’s current depreciation rate for these assets
includes an adjustment for expected net salvage. However, this assumed salvage rate may
not be appropriate in this context because it reflects the Company’s historical experience
with retiring fixtures that were generally at or near the end of their useful lives. In this
Docket, the Company is contemplating taking fixtures out of service that may have
significant useful life remaining, and therefore have a much higher salvage value than the
Company’s historical experience would indicate.

Based on this, the Department recommends that Minnesota Power’s proposed tariff
language be amended as follows:

7. Existing Option 1 Customer who wish to replace Sodium
Vapor fixtures that are less than ten years old and not in need
of significant maintenance or repair with LED street lights will
pay the Company the remaining un-depreciated facility cost,
less salvage value. Under Option 2, Customers who convert to
LED street lights will be assessed a removal fee of $50 if the
mast arm is left up and reused or $100 if the mast arm is
removed and not reused. Under Option 3, the Company’s
Compatible Unit Estimator (CUE) will be used to estimate the
removal fee with a true-up of actual costs once the work is
completed.

Based on the information provided in the Company’s Reply Comments, the Department
recommends approval of Minnesota Power’s proposed LED fixture conversion process, as
modified above to offset by the salvage value of the facilities the undepreciated facility cost
to be paid by Option 1 customers who wish to replace SV lights that are less than 10 years
old with LED fixtures,.

B. RATE EFFECTIVE DATE

In initial Comments the Department recommended that Minnesota Power’s LED street
lighting rates be implemented 90 days after the Petition’s filing date (November 11, 2014),
or within 30 days of the Commission’s Order, whichever is later. In Reply Comments the
Company requested an effective date of March 1, 2015 to allow time to complete new LED
rate implementation plans. The Department does not object to the Company’s proposed
effective date.
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. DEPARTMENT RECOMMENDATIONS

For administrative ease, below are the Department’s final recommendations, including the
recommendations offered in our October 13, 2014 initial Comments.

The Department recommends that the Commission:

1. approve Minnesota Power’s request for approval of its proposed LED street and
highway lighting service rates of $12.88 per month for a 54W LED lamp, and
$17.04 per month for a 118W LED lamp;

2. approve Minnesota Power’s request for the Street and Highway Lighting Service
tariff clean up modifications included in the Company’s Petition;

3. modify Minnesota Power’s plan to charge sodium vapor fixture undepreciated
costs to Option 1 customers who wish to replace SV lights that are less than 10
years old with LED fixtures by reducing the undepreciated costs by the salvage
value of the facilities; and

4. require Minnesota Power to implement its LED street lighting rates by March 1,
2015, or within 30 days of the Commission’s Order in this matter, whichever is
later.
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CERTIFICATE OF SERVICE
I, Sharon Ferguson, hereby certify that | have this day, served copies of the
following document on the attached list of persons by electronic filing, certified
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Minnesota Department of Commerce
Response to Reply Comments

Docket No. E015/M-14-675
Dated this 7th day of November 2014

/s/Sharon Ferguson
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