November 4, 2016

Daniel P. Wolf

Executive Secretary

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

St. Paul, Minnesota, 55101-2147

RE: Response Comments of Minnesota Department of Commerce, Division of Energy
Resources to the Reply Comments of Minnesota Power
Docket No. EO15/M-16-648

Dear Mr. Wolf:

The Minnesota Department of Commerce, Division of Energy Resources’ (Department) offers
the following Response Comments to the October 17, 2016 Reply Comments (Reply
Comments) of Minnesota Power (MP or the Company) in the matter of MP’s Petition for
Approval of Deferred Accounting Treatment of Costs Related to the 2016 Storm Response
and Recovery.

The Department notes that two small issues have been resolved as noted on page 5 of the
Company’s October 17, 2016 Reply Comments. The Company has agreed to the
Department’s recommended accounting classification and has withdrawn its request to
apply carrying charges to the deferred amounts. The Department continues to recommend
that the Company’s request for deferred accounting be denied, and discusses the issues
raised by MP in its Reply Comments below.

MP noted on pages 1-2 of its Reply Comments under the heading “Magnitude of Storm” the
significant and unusual requirements necessary to support deferred accounting. MP also
indicated that the fact that it had to call on Midwest Mutual Aid signals that the storm was
an order of magnitude greater than the majority of weather events that occur on the
Company’s system. MP cited other state regulatory dockets where other state commissions
have supposedly granted deferred accounting. Additionally, MP noted that the Edison
Electric Institute (EEI) 2005 AFTER THE DISASTER: Utility Restoration Cost Recovery report
indicates that “Almost all utilities distinguish between “normal” storms and “major” storms .
.., with “major” storms designated as such if “a substantial number of customers are
without power for a significant period of time.”

In response, the Department does not consider the 2016 storms to meet the definition of
unusual or extraordinary, which is one of the criteria considered in evaluating deferred
accounting requests. The impact of the 2016 storms on MP’s system certainly was not as
significant as the impact that the 100-year flood had on Interstate Power and Light’s system,
for which the Commission did grant deferred accounting with offsets for related revenue
amounts. The Department notes that while the 2016 storms were more significant than
past storms, there are years where MP experiences no storms or very small storms and the
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Company incurs less costs than the amounts built into rates. The Company claimed that
significance should be based on the storm’s impact to MP’s customers; however, the
significance for purposes of granting deferred accounting should be focused on the financial
significance and impact to MP, consistent with the Commission’s previous orders for
deferred accounting.

MP addressed on pages 2-4 of its Reply Comments under the heading “Incremental Costs”
several concerns with Departments assessment of incremental 2016 storm costs. First, MP
indicated that it does not agree with the Department’s applied 96.555 percent Minnesota
jurisdictional allocator, because MP is only requesting deferred accounting for retail costs to
restore distribution service for retail customers. Second, MP stated on page 3 that the
incremental costs for the 2016 storm is now $2.929,0881 which according to MP is roughly
13 percent of the Company’s distribution operating and maintenance (0&M) budget. MP
also asserted that the 2016 incremental storm costs should be compared to the distribution
O&M costs and not compared to MP’s total O&M costs or total revenue requirement.

First, the Department continues to support a 96.555 percent jurisdictional allocator
because MP’s response to DOC Information Request No. 1 incorrectly assumes all
distribution costs are assigned to retail customers. In fact, MP’s last rate case shows that
96.555 percent of distribution operating and maintenance costs are assigned to the
Minnesota Jurisdiction,2 not 100% as MP claimed.

Second, the Department notes that MP’s deferred accounting request has changed from $4
- $6 million in its initial petition, to $2.9 million in its reply comments, which is a significantly
smaller amount. The Department does not agree with MP that the decision as to whether
the 2016 storm damage is significant and warrants deferred accounting should be based on
simply comparing the incremental 2016 storm costs to MP’s distribution O&M budget in
isolation. Instead the decision as to whether deferred accounting is necessary should be
based on the significance or materiality of the 2016 storm damage of $2.9 million in the
context of the Company’s total O&M expense or total revenue requirements. In that context,
the incremental 2016 storm costs amount to approximately one-half of one percent of total
0O&M cost, or less than one-half of one percent of total revenue requirements.

On page 2 and in its Appendix on page 6-7 of its Reply comments, MP seems to draw a
distinction between Xcel Energy, which has a storm reserve account, and MP who does not
have a storm reserve account, which requires the Company to absorb incremental costs into
its annual budget. The Department notes that the existence of a storm reserve account
simply means that Xcel Energy has more detailed tracking of storm costs than MP. For
budgeting purposes both Xcel Energy and MP would consider past O0&M costs, which include
storm damage costs, in determining future O&M budgets for setting rates. The existence of
a storm reserve account allows a utility to more accurately track the proportion of O&M
costs that were related to storms. The Department would also evaluate past O&M actual
costs, which includes storm damage costs, in determine O&M cost levels in rate cases. As a

1 See MP’s Attachment E, Incremental Storm Costs Estimate Spreadsheet, in the Company’s Reply Comments.
2 See MP’s response to DOC Information Request No. 13.
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result, Department does not consider MP to be at a disadvantage for overall rate recovery of
storm damages due to its lack of a storm reserve account, as suggested by MP.

Finally, the Department notes that MP recently filed a rate with a forecasted 2017 test year.
Since MP is allowed to pick either a historical or forecasted test year, the Department is
concerned with MP’s two deferred accounting requests3 which basically push historical
costs into the forecasted 2017 test year. The Department notes that this incorrect blending
of forecasted and historical costs by MP results in 2016 and 2017 costs included in a single
test-year, resulting in overstated rates.

Although the Department continues to recommend denial of MP’s requested deferred
accounting for 2016 incremental storm damage costs, consistent with the Department’s
initial comments, if the Commission were to approve deferred accounting the Commission
should limit the deferred amount to the costs related to Contractor/Professional Service of
$1,981,5094 (which is likely the incremental costs tied to the Mutual Aid request by MP)
and apply the 96.555 percent Minnesota Jurisdictional allocator to any deferred accounting
amount granted by the Commission.

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

Sincerely,

/S/ NANCY A. CAMPBELL
Financial Analyst

NAC/It

3 The instant proceeding and Docket No. EO15/M-16-876.
4 See MP’s Attachment E, “Account 4100 Contractor/Professional Services” in the Company’s Reply
Comments.
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