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Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota, 55101-2147

RE: PUBLIC Comments of the Minnesota Department of Commerce, Division of Energy

Resources
Docket No. EO15/M-15-875

Dear Mr. Wolf:

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

In the Matter of Minnesota Power’s Petition for Approval of Credits to Customers
The petition was filed on September 30, 2015 by:

Leann Oehlerking-Boes
Manager, Energy Pricing & Billing
Minnesota Power

30 West Superior Street

Duluth, MN 55802

The Department recommends that Minnesota Power (MP) complete the record as discussed
in these comments. The Department will file additional comments as needed based on its
review of MP’s reply comments.

Sincerely,
/s/ SAMIR OUANES
Rates Analyst

SO/ja
Attachment
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l. SUMMARY OF PROPOSAL

On September 30, 2015, Minnesota Power (MP or the Company) submitted a petition
(Petition) requesting that the Minnesota Public Utilities Commission (Commission) approve
Minnesota Power’s proposed allocation of a settlement payment to the customers that were
affected by service issues during the periods of October 2013-February 2014 and July
2014-November 2014.

On October 19, 2015, MP requested an extension of time to provide responses to the
Minnesota Department of Commerce, Division of Energy Resources (DOC or the
Department) Information Requests 1-7 on or before October 30, 2015.

To ensure a prompt recovery of the settlement payment by MP’s customers, the Department
files these initial comments by the October 30, 2015 comment deadline with the
understanding that MP will complete the record through reply comments as requested
through discovery and in these comments.

Il. DEPARTMENT ANALYSIS
The Department’s review of MP’s proposed credit approach is based on the premise that a
reasonable credit method should balance “administrative simplicity with providing an
appropriate credit to the affected customers.”
In the next sections, the Department will address the following issues in turn:

e Are the amount received in the negotiated settlement and the process used to

calculate this amount reasonable?
e Is MP’s proposed WPPI Energy’s portion of the settlement payment reasonable?
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e [s MP’s proposed Wholesale Customers’ portion of the settlement payment
reasonable?

e Is MP’s proposed refund mechanism to its retail customers reasonable?

e How did the Department correct MP’s calculation of the Credit Amount to be
refunded to each customer class?

e What other refund options are available for the Commission’s consideration?

1. Settlement Agreement

The Company provided the settlement payment’s background as follows:1
[TRADE SECRET DATA HAS BEEN EXCISED]

Given the limited amount of background information provided in the record by MP, the
Department cannot conclude at this time that the amount received in the negotiated
settlement is reasonable.

Through discovery, the Department requested that MP provide a complete copy of the
Settlement Agreement, a narrative fully explaining and guiding the reader through the
process used to calculate the amount received in the negotiated settlement, and fully justify
why the amount received in the negotiated settlement and the process used to calculate
this amount are reasonable.?

The Department recommends that MP complete the record, in reply comments, as
requested in DOC information request No. 1.

In light of MP’s statement that the Settlement Agreement was entered into as part of
[TRADE SECRET DATA HAS BEEN EXCISED], the Department also requests MP to identify,
fully discuss and quantify in reply comments any and all potential trade-offs that were
needed to obtain the settlement payment, including but not limited to possibly (or
potentially) less favorable terms for [TRADE SECRET DATA HAS BEEN EXCISED]

The Department will file additional comments if its review of MP’s reply comments regarding
these issues raises any concerns.

1 Source: page 3 of the instant filing.
2 MP’s response to DOC information request No. 1 was due on October 22, 2015. See complete discovery in
Attachment 1 to these comments.
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2.  WPPI Energy’s Portion of the Settlement Payment

The Company identified and justified the portion of the settlement payment that is proposed
to be provided to WPPI Energy (WPPI Credit Amount) as follows:3

The [TRADE SECRET DATA HAS BEEN EXCISED] must initially be
allocated between Minnesota Power and WPPI based on the
cost of replacement power incurred across Minnesota Power’s
entire steam fleet during the months of October 2013 through
February 2014 and July 2014 through November 2014 before
an allocation to Minnesota Power customers can occur.
Because Boswell Unit 4 was affected by the service issues, a
portion of the payment needs to be allocated to WPPI due to
their partial ownership in Boswell Unit 4. The amount to be
allocated to WPPI is [TRADE SECRET DATA HAS BEEN EXCISED].
The remaining [TRADE SECRET DATA HAS BEEN EXCISED]
(“Credit Amount”) will be allocated to Minnesota Power
customers based on the following methodology.

Given the limited amount of information provided in the record by MP, the Department
cannot conclude at this time whether MP’s proposed WPPI Credit Amount is reasonable.

Through discovery, the Department requested that MP provide a narrative fully explaining
and guiding the reader through the process used by MP to calculate the WPPI Credit
Amount, and fully justifying why the WPPI Credit Amount and the process MP used to

calculate this amount are reasonable.4

The Department recommends that MP complete the record, in reply comments, by providing
the information requested in DOC Information Request No. 2.

The Department will file additional comments if its review of MP’s reply comments regarding
the WPPI Credit Amount raises any concerns.

3 Source: page 4 of the instant filing.
4 MP’s response to DOC Information Request No. 2 was due on October 22, 2015. See complete discovery in
Attachment 1 to these comments.
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3.  Wholesale, Large Power and Other Retail Customers’ Portions of the Credit
Amount

The Company identified and justified its proposed Wholesale, Large Power and Retail
Customers’ portions of the Credit Amount (Wholesale Credit Amount, Large Power Credit

Amount and Other Retail Credit Amount) as follows:>

The Credit Amount will be adjusted for the jurisdictional split
between wholesale municipal and retail customers served by
Minnesota Power, and the retail portion will then be allocated to
individual retail customer rate classes based on the class level
power supply production allocation factors established in
Minnesota Power’s last rate case.

MP provided the Credit Amount allocation calculations in its Attachment A. As discussed
below, the Department’s review of MP’s Attachment A raised several concerns regarding the
Company’s proposed allocation of the Credit Amount.

Attachment A shows that MP proposes to allocate the Credit Amount between its Wholesale
and Retail customers, and between its Retail customer classes, based on test year data
from MP’s last rate case in Docket No. E015/GR-09-1151.6

The Department objects to the use of data from MP’s last rate case because it is
inconsistent with the way MP’s customers were overcharged. Further, MP’s proposal is
inconsistent in that the Company proposed to allocate the Wholesale Credit Amount among
its Wholesale customers and the Large Power Credit Amount among its Large Power
customers, not based on 2009 test year data, but based on “firm kWh” during the relevant

time periods when these customers were overcharged as a result of “the service issues.””

As shown in MP’s July 2013-June 2014 (FYE14) and July 2014-June 2015 (FYE15) AAA
reports, MP’s calculation of its monthly “Fuel Cost Recovery” from its retail customers is
based on the “Retail kWh Sales Subject to Fuel Clause.”8

5 Source: page 4 of the instant filing.

6 Source: page 1 of 5 of MP’s Attachment A.

7 Source: Attachment A, page 2 of 5 for the Large Power customers and page 4 of 5 for the Wholesale
customers.

8 Source: Docket Nos. E999/AA-14-579 and E999/AA-15-611. For example, MP’s calculation of its monthly
fuel cost recovery from the Large Power class is shown under lines 34-40 of page 3 of 4 of Attachment 3 in
MP’s FYE14 and FYE14 AAA reports.
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A second issue stems from the fact that MP’s proposal is inconsistent with the Company’s
calculation in its AAA reports of its monthly “Fuel Cost Recovery” from its retail customers,
which are adjusted by specific customer class cost factors (E8760 allocation factors). For
example, MP adjusts its actual monthly fuel cost recovery from its Large Power customers by
a factor of 0.97769, which reduces these customers’ energy costs by that factor.? Similarly,
MP adjusts its actual monthly fuel cost recovery from its Residential customers by a factor of
1.07076, which increases these customers’ energy costs by that factor.10

A third issue relates to MP’s proposal to use “firm kWh for the Dec 2013-April 2014, and
Sept 2014-Jan 2015 time period” in its calculation of the amounts to be credited to
individual Large Power customers.1l While there may be a legitimate reason to allocate the
Large Power Credit Amount based on “firm kWh,” instead of the actual retail kWh sales that
were the basis of MP’s fuel cost recovery, MP did not provide an explanation.

Through discovery, the Department requested that MP provide a narrative fully explaining in
layman’s terms what the concept of “firm kWh” represents and/or measures, and fully
justifying why it is reasonable to use “firm kWh” sales in the calculation of the amounts to be
credited to individual Large Power customers, instead of the actual retail kWh sales that
were the basis of MP’s fuel cost recovery.

A fourth issue relates to MP’s proposed credit to Magnetation Plant IV (Magnetation). MP
proposed that the credit to Magnetation, reflecting the period beginning when Magnetation
became a Large Power customer, be taken out of the Other Retail Credit Amount instead of
the Large Power Credit Amount.12 The Department cannot conclude that MP’s proposal in
this regard is appropriate.

4. Department Credit Amounts Calculation

In light of the issues raised above, and based on the information available at this time, the
Department recalculated the Wholesale, Large Power and Other Retail Credit Amounts with
actual kWh data used by MP to calculate its monthly fuel cost recovery during the relevant

time periods when these customers were overcharged as a result of “the service issues.”

9 MP’s calculation of its monthly fuel cost recovery from the Large Power class is shown under lines 34-40 of
page 3 of 4 of Attachment 3 in MP’s FYE14 and FYEL15 AAA reports, Docket Nos. E999/AA-14-579 and
E999/AA-15-611.

10 MP’s calculation of its monthly fuel cost recovery from the Residential class is shown under lines 13-19 of
page 2 of 4 of Attachment 3 in MP’s FYE14 and FYE15 AAA reports, Docket Nos. E999/AA-14-579 and
E999/AA-15-611.

11 Source: Page 2 of 5 of Attachment A.

12 Source: Page 3 of 5 of Attachment A.
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As shown in Attachment 2 to these comments, the Department’s calculated “jurisdictional
split between wholesale municipal and retail customers served by Minnesota Power” is
respectively 15.85 percent and 84.15 percent versus MP’s proposed 17.98 percent and
82.02 percent.

As a result, the Department’s Credit Amounts differ from MP’s proposed Credits Amounts as
follows: [TRADE SECRET DATA HAS BEEN EXCISED] for MP’s retail customers.13

Then, the Department adjusted the retail kWh sales by the specific customer class cost
factors to reflect the way MP recovered its fuel cost. As a result, the Department’s class

credit amounts differ from MP’s estimated class credit amounts as follows:14

Credit Amount MP Department % change
Residential 13.42%
General Service 4.07%
Large Light & Power 5.66%
Large Power -0.68%
Municipal Pumping 28.18%
Lighting 21.01%
) ) o
Retail Credit Amount [TRADE SECRET DATA HAS BEEN EXCISED] 2.69%
Other Retail Amount 8.31%
Wholesale Amount -11.84%
Total Credit Amount 0.07%

The Department notes that the de minimis difference between the Department's total credit
amount and MP's total credit amount stems from MP's apparent misallocation of the Large
Power-related credit to Magnetation out of the Other Retail Credit Amount.

13 Source: Attachment 2 to these comments.
14 Source: Attachment 2 to these comments.
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5.  Additional Credit Methods for the Commission’s Consideration

Given the issues raised above, the Department recommends denial of MP’s proposed credit
method.

The Department recommends that MP provide in reply comments a narrative fully explaining
and guiding the reader through the process used by MP to calculate the WPPI Credit
Amount, and fully justifying why the WPPI Credit Amount and the process MP used to
calculate this amount are reasonable.

Pending receipt and review of MP’s reply comments and assuming that MP provides in reply
comments a reasonable justification for the proposed WPPI Credit Amount, the Department
offers the following alternative credit methods, in order of preference, and amounts that
balance at different degrees “administrative simplicity with providing an appropriate credit
to the affected customers.”

Method 1: FCA Method

MP could credit the Retail Credit Amount ([TRADE SECRET DATA HS BEEN EXCISED]) to its
Retail customers through the fuel clause adjustment (FCA). The Department notes that this
is the credit method that was proposed by Xcel Energy and approved by the Commission in a
recent refund filing in Docket No.EOO2/M-14-614.

Under Method 1, MP should:

e either credit through the FCA the Retail Credit Amount in the first month following
the Commission’s Order in this matter, or in equal monthly credits over a
reasonable period; and

e credit the Wholesale Credit Amount ([TRADE SECRET DATA HAS BEEN EXCISED])
to its Wholesale customers according to the Company’s proposed method on
page 4 of 5 of Attachment A.

Method 2: Direct Credit to Affected Customers

If MP opposes Method 1 above, the Department requests MP to fully discuss and justify its
opposition in reply comments, including why any identified issues with Method 1 cannot be
alleviated.



Docket No. EO15/M-15-875 PUBLIC DOCUMENT
Analyst assigned: Samir Ouanes
Page 8

Method 2.a: Use of FCA kWhs

Under Method 2.a, MP should:

e allocate the Credit Amount of each retail customer class as calculated above by
the Department to individual customers based on their contribution to the total
(FCA) energy sales for their respective classes for the impacted billing months;
and

e credit the Wholesale Credit Amount ([TRADE SECRET DATA HAS BEEN EXCISED])
to its Wholesale customers according to the Company’s proposed method on
page 4 of 5 of Attachment A.

The Department recommends that MP provide in reply comments all spreadsheets (in an
Excel format with all links and formulas intact, and in a PDF format) used by MP to calculate
the credit for each individual customer according to Method 2.a.

Method 2.b: Use of “Firm kWhs”

If MP continues to propose to allocate the Credit Amount of each retail customer class to
individual customers based on their contribution to the total “firm” energy sales for their
respective classes for the impacted billing months, the Department recommends that MP
provide in reply comments a narrative fully explaining in layman’s terms what the concept of
“firm KWh” represents and/or measures, and fully justifying why it is reasonable to use the
“firm KWh” sales in the calculation of the amounts to be credited to individual customers,
and an explanation as to why using a “firm kWh” basis is preferable to using the actual retail
kWh sales that are the basis of MP’s fuel cost recovery.

Under Method 2.b, MP should:

e allocate the Credit Amount of each retail customer class as calculated above by
the Department to individual customers based on their contribution to the total
“firm” energy sales for their respective classes for the impacted billing months;
and

e credit the Wholesale Credit Amount ([TRADE SECRET DATA HAS BEEN EXCISED])
to its Wholesale customers according to the Company’s proposed method on
page 4 of 5 of Attachment A.

The Department recommends that MP provide in reply comments all spreadsheets (in an
Excel format with all links and formulas intact, and in a PDF format) used by MP to calculate
the credit for each individual customer according to Method 2.b.
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Method 3: Direct Credit to Wholesale and Large Power Customers and FCA Credit for Other
Retail Customers

If MP opposes Method 2 as described above, the Department requests MP to fully discuss
and justify its opposition in reply comments, including why the identified issues with Method
2 cannot be alleviated.

Method 3.a: Use of FCA kWhs

Under Method 3.a, MP should:

e allocate the Large Power Credit Amount as calculated above by the Department
to individual Large Power customers based on their contribution to the total (FCA)
energy sales for their respective classes for the impacted billing months;

e provide to each of its other retail customer classes the corresponding
Department-calculated class Credit Amount through the FCA; and

e credit the Wholesale Credit Amount ([TRADE SECRET DATA BEGINS HAS BEEN
EXCISED]) to its Wholesale customers according to the Company’s proposed
method on page 4 of 5 of Attachment A.

The Department recommends that MP provide in reply comments all spreadsheets (in an
Excel format with all links and formulas intact, and in a PDF format) used by MP to calculate
the credit for each individual Wholesale and Large Power customer according to Method 3.a.

Method 3.b: Use of “firm kWhs”

If MP continues to propose to allocate the Large Power Credit Amount to individual Large
Power customers based on their contribution to the total “firm” energy sales for their
respective classes for the impacted billing months, MP should under this method:

e allocate the Large Power Credit Amount as calculated above by the Department
to individual Large Power customers based on their contribution to the total “firm”
energy sales for their respective classes for the impacted billing months;

e provide to each of its other retail customer classes the corresponding
Department-calculated class Credit Amount through the FCA; and

e credit the Wholesale Credit Amount ([TRADE SECRET DATA HAS BEEN EXCISED])
to its Wholesale customers according to the Company’s proposed method on
page 4 of 5 of Attachment A.
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The Department recommends that MP provide in reply comments all spreadsheets (in an
Excel format with all links and formulas intact, and in a PDF format) used by MP to calculate
the credit for each individual Wholesale and Large Power customer according to Method 3.b.

M. DEPARTMENT RECOMMENDATIONS

Given the issues raised above, the Department recommends denial of MP’s proposed credit
method at this time.

Based on the record to date, the Department recommends that the Commission require MP
to flow through the FCA the Credit Amount of [TRADE SECRET DATA HAS BEEN EXCISED] and
to credit the Wholesale Credit Amount ([TRADE SECRET DATA HAS BEEN EXCISED]) to its
Wholesale customers according to the Company’s proposed method on page 4 of 5 of
Attachment A.

The Department requests MP to complete the record as discussed in these comments and

through discovery.1> The Department may provide additional comments upon review of
MP’s reply comments.

/ja

15 The Department notes the following correction to the DOC information request Nos. 3 and 4: please
substitute [TRADE SECRET DATA HAS BEEN EXCISED]. The Department also notes the following correction to
the Department’s information request No. 6: please substitute [TRADE SECRET DATA HAS BEEN EXCISED].
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Utility Information Request
Docket Number: E015/M-15-875 Date of Request: October 12, 2015
Requested From: Samir Ouanes Response Due: October 22, 2015
Analyst Requesting Information: Minnesota Power
Type of Inquiry: [ 1...__Financial [ 1. Rate of Return []...._Rate Design

[]...._Engineering [ 1.....Forecasting [1.....Conservation
______ [1__.Other

[1....Cost of Service []__CIP

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
1 Subject: Negotiated Settlement
MP’s September 30, 2015 filing in Docket No. EO15/M-15-875 states in part that:

Minnesota Power is seeking Commission approval to credit
customers for an amount received in a negotiated
settlement, as well as the appropriate method for allocating
the funds received to the affected customers.

1) Please provide an accounting document showing the amount received and when it was
received by MP.

2) Please provide a complete copy of the Settlement Agreement in support of the amount
received in the negotiated settlement.

3) Please provide all spreadsheets (in an Excel format with all links and formulas intact,
and in a PDF format) used to calculate the amount received in the negotiated
settlement.

Continued on next page

Response by: List sources of information:
Title:
Department:

Telephone:




4) Please provide a narrative fully explaining and guiding the reader through the process
used to calculate the amount received in the negotiated settlement.

5) Please fully justify why the amount received in the negotiated settlement and the
process used to calculate this amount are reasonable.

Response by: List sources of information:

Title:

Department:

Telephone:
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Utility Information Reguest

Docket Number: EO15/M-15-875 Date of Request: October 12, 2015
Requested From: Samir Ouanes Response Due: October 22, 2015

Analyst Requesting Information: Minnesota Power

Type of Inquiry: [ 1. Financial [ 1....__Rate of Return [ ]......Rate Design
[1.....Engineering [1....Forecasting [ ]...._Conservation
[]...._Cost of Service [1....CIP [ ... Other:

If you feel your responses are trade secret or privileged, please indicate this on your response.

Request
No.
2 Subject: Amount of the Settlement Payment MP Proposes to Allocate to WPPI
1) Please provide all spreadsheets (in an Excel format with all links and formulas intact,
and in a PDF format) used by MP to calculate the portion of the settlement payment
MP proposes to allocate to WPPI (WPPI Credit Amount).
2) Please provide a narrative fully explaining and guiding the reader through the process
used by MP to calculate the WPPI Credit Amount.
3) Please fully justify why the WPPI Credit Amount and the process MP used to calculate
this amount are reasonable.
Response by: List sources of information:
Title:
Department:

Telephone:
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Attachment 2, DOC October 30, 2015 comments in Docket No. E015/M-15-875
Page 3 of 3

Public Document

(10) Credit Amount

(11) DOC calculated Retail Amount #VALUE!

(12) Adjusted Retail Amount

Credit Amount MP Department % change
(13) Residential o #VALUE! #VALUE!
(14) General Service o H#VALUE! H#VALUE!
(15) Large Light & Power o #VALUE! HVALUE!
(16) Large Power H#VALUE! #VALUEI
(17) Municipal Pumping #VALUE! #VALUE!
(18) Lighting #VALUE!  #VALUE!
(19) Retail Credit Amount  § - #VALUE! ©  #VALUE!
(20) Other Retail Amount H#VALUE! H#VALUE! #VALUE!
(21) Wholesale Amount #VALUE!
Total Credit Amount H#VALUE! #VALUE! HVALUE!
(22) Difference #VALUE!

Note: the difference between the DOC's total credit amount and MP's total credit amount
stems from MP's misallocation of the LP-related credit to Magnetation out of
the Other Retail Credit Amount.

Source:
(11) = (10) - (21)
(12) = adjusted (11) to ensure that (19) equals (11)
(13) = (12) * Residential adjusted percentage of kWh sales
= (12) * General Service adjusted percentage of kWh sales
= (12) * Large Light & Power adjusted percentage of kWh sales
= (12) * Large Power adjusted percentage of kWh sales
= (12) * Municipal Pumping adjusted percentage of kWh sales
= (12} * Lighting adjusted percentage of kWh sales
= Sum of (13) through (18)
=(19) - (16)
= (10) * Wholesale percentage of kWh sales
= difference between the Department's total credit amount and MP's total credit amount
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