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June 1, 2016

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota 55101-2147

RE: Comments of the Minnesota Department of Commerce, Division of Energy Resources
Docket No. GO07,G011/GR-10-977

Dear Mr. Wolf:

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

Minnesota Energy Resource Corporation’s (MERC, Company) Decoupling Evaluation
Report for Calendar Year 2015 regarding the Company’s Revenue Decoupling
Program.

The decoupling evaluation report was filed on May 1, 2016 by:

Amber S. Lee

Regulatory and Legislative Affairs Manager
Minnesota Energy Resources Corporation
1995 Rahncliff Court, Suite 200

Eagan, MN 55122

Based on its review of MERC’s evaluation report, the Department recommends that the
Minnesota Public Utilities Commission (Commission) approve the Company’s annual
decoupling adjustment.

The Department is available to answer any questions that the Commission may have.

Sincerely,

/s/ CHRISTOPHER T. DAVIS
Rates Analyst

CTD/It
Attachment
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l. BACKGROUND

On July 13, 2012, the Minnesota Public Utilities Commission (the Commission) issued its
Findings of Fact, Conclusions and Order (2012 Rate Case Order) in Minnesota Energy
Resource Corporation’s (MERC) 2010 General Rate Case.

As part of this Rate Case Order, the Commission authorized MERC to conduct a full
decoupling program on a pilot basis for three years (aka Revenue Decoupling Mechanism or
RDM) under Minnesota Statute § 216B.2412, subd.1. Full decoupling means that MERC’s
actual sales are not adjusted to reflect sales under normal weather (or any other factor);
instead, the level of sales for any given year is compared to the level of sales approved in
the most recent rate case.

Page 14 of the 2012 Rate Case Order stated:

The Commission recognizes that MERC may already have plans
in effect to achieve a higher level of energy savings in its
upcoming triennial CIP filing. However, to ensure that the
implementation of decoupling does not hamper MERC’s
continued progress toward attaining the 1.5% savings goal, the
Commission will condition approval of the revenue decoupling
program on MERC making a demonstration of annual
incremental progress towards achieving a 1.5% rate of annual
energy savings.

Accordingly, the Commission will require the Company to file
annual reports to the Commission that specify the RDM
adjustment to be applied to each rate class for the billing period
and demonstrate annual progress toward achieving the 1.5%
energy efficiency goal set forth in Minn. Stat.§ 216B.241.
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In addition, Page 15 of the 2012 Rate Case Order stated:

Approval of MERC’s decoupling proposal will provide valuable
data on whether an alternative form of rate decoupling - full
decoupling - achieves continued and/or additional energy
savings for the utility. No pilot program can guarantee a
particular result in advance. The decoupling statute, however,
does not require such a guarantee as a precondition for
approving a pilot program.

Finally, paragraph 11 of the 2012 Rate Case Order stated the following, with the
portion relevant to this report in bold:

11. MERC’'s request for a full revenue decoupling pilot
program in the form recommended by the Administrative
Law Judge is approved with the following modifications or
conditions.

A. MERC shall file annual reports to the Commission that
specify the Revenue Decoupling Mechanism (RDM)
adjustment to be applied to each rate class for the billing
period and demonstrate annual progress toward achieving
the 1.5% energy efficiency goal set forth in Minn. Stat. §
216B.241.

B. MERC shall state in its RDM tariff that the Commission has
the authority to modify or suspend the rates in this pilot
program if warranted by unexpected circumstances.

C. MERC shall use the same billing determinants (customer
counts, etc.) used to set final rates to determine the RDM
baseline.

D. The appropriate sales forecast for setting final rates and
for decoupling purposes (i.e., in the RDM) is MERC's initial
sales forecast, corrected only as needed to resolve any
errors discovered in the Vertex billing audit in favor of
ratepayers. If no such errors are found, then MERC'’s initial
sales forecast shall be used.

E. The decoupling pilot program may take effect with the
implementation of new rates in this proceeding.

F. The decoupling program may remain in effect for no more
than three years (i.e., thirty-six months), unless it is
extended by Commission action.
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G. In its thirty-day rate case compliance filing, MERC shall
submit a proposal for implementing its RDM mechanism
mid-year, including prorated RDM baseline calculations for
the part of the year MERC expects the RDM to be in place
at the beginning of the program and at the end of the
program.

H. In its thirty-day rate case compliance filing, MERC shall
submit revised revenue decoupling tariff language that
incorporates all the Commission’s decisions in this rate
case.

I.  MERC shall explain its revenue decoupling program in its
notice to customers about final rates at the end of this
case and in another notice when the first annual revenue
decoupling rate adjustment is implemented on customer
bills.

On May 1, 2015, MERC submitted its Compliance Filing Revenue Decoupling Evaluation
Report for 2014 (2014 Decoupling Evaluation or Report).t

On July 1, 2015 the Minnesota Department of Commerce, Division of Energy Resources
(Department) submitted comments on MERC’s 2014 Decoupling Evaluation Report. The
Department’s recommendations included recommendations that:

e the Commission allow MERC to continue to assess its decoupling adjustment and
approve the Company’s annual decoupling adjustment;

e MERC be required to file a decoupling evaluation for 2015 next year (in 2016, the
filing on which these comments are based), and extend the decoupling pilot until
such time as the Commission makes a determination as to its permanence.

e MERC propose to extend revenue decoupling to all of its customer classes in its
next rate case or explain why including these customers is not in the public
interest.

On August 11, 2015, the Commission issued an Order on MERC’s 2014 Report. The
Commission’s Order:

e Accepted MERC'’s revenue decoupling evaluation report for 2014.

o Accepted MERC’s revenue decoupling adjustment calculations and approved
their implementation effective April 1, 2015.

e Instructed MERC to file its 2015 evaluation report no later than May 1, 2016.
Extended MERC'’s decoupling pilot until such time as the Commission makes a
determination as to its permanence.

1MERC submitted its previous Compliance Filing Revenue Decoupling Evaluation Report for 2013 (2013
Decoupling Evaluation) on March 27, 2014.
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e Instructed MERC to include pre-filed direct testimony in its next rate case2 on
revenue decoupling that discusses extending revenue decoupling to all of its
customer classes that explains why MERC believes including these customers in
the RDM is or is not in the public interest.

On May 1, 2016, MERC submitted its Compliance Filing Revenue Decoupling Evaluation
Report for 2015 (2015 Decoupling Evaluation or Report). Below, the Department evaluates
MERC’s 2015 Decoupling Evaluation in light of the Commission’s Rate Case Order.

Il. DEPARTMENT ANALYSIS
A. MERC’S PROGRESS TOWARDS ATTAINING 1.5 PERCENT ENERGY SAVINGS GOAL

Similar to its 2014 Decoupling Evaluation, MERC provided both qualitative and quantitative
information showing changes in the results of MERC’s Conservation Improvement Program
(CIP) in its 2015 Decoupling Evaluation. Some of these are briefly highlighted below.

1. Addition of new projects, or new measures in an existing project
MERC did not add any new CIP projects or measures in 2015.
2. Changes in CIP spending

MERC provided two tables to illustrate changes in its CIP expenditures. Table B1(A)
in MERC'’s filing includes all previous CIP expenditures. Table B1 (B) excludes
expenditures for the Company’s residential behavior project (Home Energy Reports),
which the Company discontinued after 2012. A review of Table B1 (A) indicates that
the Company’s total CIP expenditures increased 21 percent3 between 2014 and
2015 but that total CIP expenditures decreased by 3 percent when comparing 2013-
2015 CIP expenditures to 2010-2012 CIP expenditures.4

The Department does not believe that a change in MERC’s CIP spending is particularly
important because:

e Only the Residential and Small Commercial and Industrial (Small C&l)
customer classes are decoupled and thus only changes to energy savings
and expenditures for those customer classes are relevant;

e Changes in CIP expenditures are not a good measure of whether
decoupling is removing a disincentive to utility encouragement of its
customers’ energy conservation improvements. Since utilities have

2 MERC’s relevant rate case is Docket No. GO11/GR-15-736.

3$8,870,639/%$7,360,832

4 A review of MERC Table B1(B) indicates that total CIP expenditures increased when comparing total 2013-
2015 CIP expenditures to 2010-2012 CIP expenditures if the 2010-2012 residential behavior project (Home
Energy Report) is excluded.



Docket No. GO07,G011/GR-10-977
Analyst assigned: Christopher T. Davis
Page 5

trackers to recover the costs of CIP expenditures, CIP expenditures by
themselves do not have the potential impact of reducing MERC'’s profits.

Instead, the Department prefers examining changes in CIP energy savings.
3. Changes in CIP energy savings

MERC’s report shows two ways of measuring changes in energy savings for this Report. In
Table B1(C) the Company includes the 2010-2012 energy savings from its Home Energy
Reports behavioral change project and in Table B1(D) the Company excludes the 2010-
2012 energy savings from its Home Energy Reports. The Department does not believe it is
reasonable to exclude a project that was offered during the years used as a baseline for
comparison. However, it is reasonable to modify the energy savings associated with the
Home Energy Reports project to reflect the changes in how the Department measures these
energy savings. Table 1 below summarizes the information presented by MERC in Tables
B1(C) and B1(D) of its 2015 Report with this adjustment.

Table 1: Comparison of Energy Savings, with 2010-2012 Energy Savings to
Reflect Three-Year Life of Residential Behavioral Savings Project®

Aver
Customer Type | ovoraee | 2013 2014 2015 | 2013 2015 a2 | 20132015as
2015 % of 2010-2012
Low-Income 8,492 11,207 8,139 8,114 9,153 100% 108%
Residential 189,703 | 208,071 |[180,137 |209,604 |199,271 | 116% 105%
¢/ 235975 |205542 |180,792 |275664 |220666 | 152% 94%
Total 434170 | 424821 | 369,068 |493382 |429000 | 134% 99%

*Percentages are rounded.

As can be seen in Table 1, MERC’s 2015 total energy savings were 34 percent higher than
MERC’s 2014 energy savings. However, MERC’s average 2013-2015 energy savings were
marginally lower than the Company’s average 2010-2012 energy savings. Thus, overall,
MERC did not demonstrate an increase in total CIP energy savings for the period of 2013-
2015 compared to 2010-2012.

However, since MERC’s approved RDM focuses only on the Residential and Small C&l
classes, what is important in the context of evaluating MERC’s revenue decoupling
mechanism is changes in Residential and Small C&l energy savings. A review of Table 1
indicates that, using the Department’s method for measuring MERC’s 2010-2012 energy
savings, MERC’s Residential Customers’ energy savings increased 16 percent between

5 Table 1 includes reductions to MERC'’s historical residential projects to recognize that the energy savings
from behavioral projects are now assumed to have a three-year life, instead of one year, and that a project that
would have been assumed to save 300 MCF when the behavioral projects were first approved is now assumed
to save 100 MCF. The Department is currently working with interested parties to re-examine the issue of how
to count savings from behavioral projects.
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2014 and 2015 and MERC’s 2013-2015 residential energy savings were 5 percent higher
than for the period preceding MERC’s decoupling, 2010-2012.

MERC did not report Small C&l energy savings separately in its 2015 Report. For reply
comments, the Department requests that MERC indicate whether the Company could
provide this information for its 2016 Report.

B. MERC’S REVENUE DECOUPLING SCENARIO ANALYSIS

The Commission has approved revenue decoupling mechanism pilots for three Minnesota
utilities—MERC, Xcel Electric, and CenterPoint Energy. The benefit of having the three
different utilities experiment with revenue decoupling is that it will allow parties to evaluate
whether RDMs should continue, and if so:

e The type of revenue decoupling (e.g., full decoupling vs. partial decoupling),

e The size of caps on the RDM decoupling mechanisms,

e Whether the caps should apply only to surcharges (an asymmetrical cap like
those approved for Xcel Electric and CenterPoint Energy) or a cap on both
surcharges and refunds (a symmetrical cap like the one approved for MERC
currently); and

e What customer classes will have an RDM.

The Department intends to analyze MERC’s experience at the end of its present pilot, which
was extended in 2015 through 2018, to present an analysis of these issues for the
Commission’s consideration.

C. REVENUE DEFERRAL ADJUSTMENT FOR EACH RATE CLASS

Table 2 below shows MERC’s estimated monthly, annual, and cumulative revenue deferred
by customer rate class in 2015.
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Table 2: Monthly, Annual, and Cumulative Revenue Deferred
Based on Revenues per Customer®

Residential GS Small C/I

Monthly Cumulative Monthly Cumulative
Jan ($110,781) ($110,781) $38,659 $38,659
Feb $43,134 ($67,647) $74,665 $113,324
Mar ($44,052) ($111,699) $53,102 $166,426
Apr $28,780 ($82,919) - $166,426
May ($1,054,884) ($1,137,803) ($48,379) $118,047
Jun ($663,575) ($1,801,378) ($28,554) $89,493
Jul ($602,838) ($2,404,216) ($6,895) $82,598
Aug ($135,096) ($2,539,312) $3,345 $85,943
Sep ($335,788) ($2,875,100) ($11,674) $74,269
Oct ($408,135) ($3,283,235) ($38,561) $35,708
Nov ($3,283,235) ($57,282) ($21,574)
Dec - ($3,283,235) ($37,822) ($59,396)
o ($3,283,235) ($59,396)

Table 2 indicates that, under MERC’s approach of calculating revenues per customer,
residential customers would be surcharged approximately $3.3 million in 2016 for under-
recoveries in 2015. MERC’s GS-Small C/I customers would be surcharged approximately
$59,000. MERC began to apply these surcharges on March 1, 2016. Note that, by MERC’s
calculations, by October the Residential customer class encountered the cap of 10 percent
of distribution revenues, which explains why there were no further recorded refunds or
surcharges for Residential customers in November and December.

As further discussed below, the Department concludes that the Commission should approve
the annual decoupling adjustments for the Residential and Small Commercial Classes

D. CALCULATION OF DEFERRALS

For a gas utility, distribution costs are recovered through the customers’ variable rate.
During years in which sales are lower than forecasted, the utility does not fully recover its
distribution costs; during years in which sales are higher than forecasted, the utility over
collects the amount of revenues needed. The purpose behind a revenue decoupling
mechanism is to allow the Company to recover forecasted distribution costs, regardless of
sales.

Table 3 below summarizes how MERC calculated its 2015 RDM deferrals.

6 Positive numbers indicate a deferred refund; negative numbers indicate a deferred surcharge.
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In MERC'’s rate case, the Commission essentially approved a forecasted (aka authorized)

amount of distribution revenues per average monthly customer (Line 1 in Table 3 below). At

the end of the 12-month deferral period, the forecasted revenues per average monthly
customer are compared to the actual revenue per average monthly customer (Line 2) to
determine the under or (over) collection of revenues per customer (Line 3).

If the forecasted average monthly number of customers (Line 4) is higher than the 2015
actual average monthly customers (Line 5) then the under or over collection per customer
(Line 3) is multiplied by the forecasted average monthly number of customers (Line 4) to
calculate the surcharge or (refund) per customer class (Line 6).

Table 3: Summary of MERC’s Deferral Calculations for 2015

Residential Small C&l

1 Forecasted Annual Revenue Per Avg. Monthly Customer $170.48 $151.86

2 Actual 2015 Revenue Per Avg. Monthly Customer $148.99 $146.44
3 Line 1 - Line

2 Under/(Over) Collection Revenues Per Customer (Line 3-Line 4) $21.49 $5.42

4 Forecasted Average Monthly Customers 192,587 10,959

5 2015 Actual Average Monthly Customers 200,979 9,983

6 Greater of

Line 4 or5x

Line 3 Calculated Surcharge/(Refund) per Customer Class $4,319,039 $59,398

7 Cap $3,283,315 | $166,426
8 Lower of Line

6 and Line 7 | Actual Surcharge/(Refund) per Customer Class $3,283,315 $59,398

1. Residential Customers

For 2015, MERC would have surcharged its residential customers $4.3 million if there had
not been a cap (see Line 6). However, the 10 percent cap for residential surcharges and
refunds is $3,283,235 (Line 7).7 Thus, MERC requested approval for a residential
surcharge of $3,283,235 for 2015 (Line 8). The Department has reviewed MERC'’s
residential surcharge calculations and recommends that the Commission approve a
surcharge of $3,283,235 for residential customers.

For Reply Comments, the Department recommends that MERC provide estimates of the
impact of the $3,283,235 surcharge on MERC'’s Residential customer rates (i.e., the
surcharge per Dth) and on the average annual residential bill.

7$32,832,351 x 10 percent=$3,283,235.
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2. Small C&I Customer Class

For 2015, MERC calculated a surcharge of $59,395 (Line 6) for its small C&I customers
(slightly different than amount shown in Line 6 due to rounding). The cap for MERC’s Small
C&l customers is $166,426 (Line 7). Since the cap is not encountered, MERC’s Small C&l
surcharge for 2015 is $59,395 (Line 8). The Department has reviewed MERC’s Small C&l
surcharge calculations and recommends that the Commission approve a surcharge of
$59,395.

For Reply Comments, the Department recommends that MERC provide estimates of the
impact of the $59,395 surcharge on MERC’s Small C&| customer rates (i.e., the surcharge
per Dth) and on the average annual Small C&lI bill.

E. RECOMMENDATIONS

The Department recommends that the Commission approve

e Asurcharge of $3,283,315 for its Residential customers; and
e Asurcharge of $59,395 for its Small C&I customer class,
e For atotal of $3,342,631.

In addition, the Department recommends that in Reply Comments, the Company provide an
estimate of the impact of the RDM customer classes’ surcharges on rates and average bills.

Finally, the Department recommends than in Reply Comments, MERC explain whether the

Company could provide energy savings for its Small C&I customer class separate from its
other classes.

/It
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