m COMMERCE
DEPARTMENT
December 7, 2017

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. G011/D-17-442

Dear Mr. Wolf:

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

A Request by Minnesota Energy Resources Corporation (MERC or the Company) for
Approval of its 2017 Five-Year Review of Depreciation Certification

The petition was filed on May 31, 2017. The petitioner is:

AmberS. Lee

Regulatory and Legislative Affairs Manager
Minnesota Energy Resources Corporation
Suite 200

1995 Rahncliff Court

Eagan, MN 55122

Based on its review, the Department concludes that the proposed average service lives, net
salvage values, and resulting depreciation rates are supported by the record and appear to be
reasonable. The Department recommends that the Minnesota Public Utilities Commission
(Commission) approve MERC’s proposal.

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

Sincerely,

/s/ DALE V. LUSTI
Financial Analyst

DVL/It
Attachment
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DEPARTMENT

Before the Minnesota Public Utilities Commission

Comments of the Minnesota Department of Commerce
Division of Energy Resources

Docket No. G011/D-17-442

. SUMMARY OF MERC’S PETITION

On May 31, 2017, Minnesota Energy Resources Corporation (MERC or the Company) filed a
Petition requesting the Minnesota Public Utilities Commission’s (Commission) approval and
certification of its proposed changes to depreciation rates and methods, effective January 1,
2017. This filing is required by Minn. Stat. §216B.11 and Minn. R. 7825.0500 through
7825.0900 and is MERC's third five-year depreciation review of depreciation statistics for
Transmission, Distribution, and General plant.? MERC’s depreciation studies were conducted
by Gannett Fleming Valuation and Rate Consultants, LLC (consultant). The current lives and
depreciation rates effective January 1, 2016, were approved by the Commission in the annual
remaining life update filed in Docket No. G011/D-16-490 (Docket 16-490).

1. DEPARTMENT ANALYSIS

The Commission requires utilities to file five-year depreciation studies to provide a more in-
depth analysis of the lives and salvage values of plant in service. As discussed below, the
Minnesota Department of Commerce, Division of Energy Resources (Department) examined the
Petition for reasonableness of the proposed changes to plant lives and salvages. Average
Service Lives (ASL) along with survivor curves are the underlying parameters used in a
depreciation study which determine the average remaining lives (RL) that are used along with
the net salvage value (SV) to calculate depreciation accrual rates. These underlying parameters
are typically addressed only in five-year depreciation studies but may be addressed in annual
filings as needed.? According to the consultant, the scope of the depreciation study included: 3

1 MERC's first five-year depreciation study was filed in Docket No. G007,011/D-08-614 (Docket No. 08-614).
MERC’s second five-year depreciation study was filed in Docket No. G007,011/D-12-533 (Docket No. 12-533).
2 Remaining life studies, done in the intervening years, adjust the remaining lives for the passage of time, as well as
for the previous year’s addition and retirement activity.
3 petition, Part I-2.
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The service life and net salvage estimates resulting from the study
were based on informed judgment which incorporated analyses of
historical plant retirement data as recorded through 2016, a review
of Company practice and outlook as they relate to plant operation
and retirement, and consideration of current practice in the gas
industry, including knowledge of service lives and net salvage
estimates used for other gas companies.

The Department’s analysis includes the following sections:

e depreciation filing requirements;
e depreciation proposals including:

0 changes to average service lives and salvages,

0 use of functional composite depreciation rates, and

0 the effect of MERC’s proposals on depreciation expense;
e historical reserve ratios.

A. FILING REQUIREMENTS
Minnesota Rule 7825.0700 requires the following depreciation schedules and documentation:

e plantin service;

e analysis of depreciation reserve;

e summary of annual depreciation accruals;

e accounts studied and results;

e major future additions or retirements; and

e any additional documentation necessary to support findings of the study.

The Department’s review confirms that MERC substantially complied with the filing
requirements in Minnesota Rule 7825.0700. Regarding future additions or retirements, MERC
stated that “Depreciation studies rely on historical activity to develop depreciation parameters.
Future activity does not modify historical results but rather assists in the application of
judgement when selecting final depreciation parameters.”* In response to Department
Information Request No. 1, MERC described its plans to extend plant lives for the five-year
period 2017 to 2022.°> The Company stated the following:

4 petition, pages 11-12.
5 Attachment 1 includes MERC’s responses to all of the Department Information Requests.
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MERC continues to experience an increased level of investment
particularly in distribution mains, services, and station accounts
resulting in increased plant additions as a result of regular system
improvements. Additionally, MERC will experience increased
investment as a result of the approval of the Rochester Natural Gas
Extension Project under Dockets G-011/M-15-895 and G-011/M-
16-315. Depreciation studies rely on historical activity to develop
depreciation parameters. Forecasted activity does not modify
historical results but rather assists in the application of judgement
when selecting final depreciation parameters.

In response to Department Information Request No. 7, MERC explained that its ongoing plan
for the Minnesota Office of Pipeline Safety’s (MNOPS) Legacy Pipeline Replacement Program
would not affect the ASLs proposed in 2017. The Company stated:

... MERC has been working on a legacy pipe replacement program
to eliminate the pipe material with the highest risk for leaks,
reaching the end of its useful life or is no longer able to be repaired
due to obsolescence. MERC completed it[s] bare steel program in
2015. This program targeted known bare steel pipe. As MERC finds
any additional bare steel, the replacement projects are added to
the next year’s capital replacement project. In addition, as the
existence of other obsolete materials becomes known, MERC adds
the replacement of these materials to its capital plan for the
upcoming year.

MERC'’s bare main replacement program as well as replacement of
other materials is not expected to affect the average service life as
these ongoing replacements do not represent a significant portion
of MERC's total infrastructure.

B. DEPRECIATION PROPOSALS

1.  Proposed Implementation Date

MERC requested that the depreciation rates be approved as of January 1, 2017.°

6 Petition’s Summary of Filing.
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The Department notes that depreciation rates are generally approved retroactive to the
beginning of the year in which the depreciation filing was made. Therefore, the Department
recommends that the Commission approve MERC'’s proposal as of January 1, 2017 with the
next annual remaining life update due June 1, 2018.

2. Proposed Changes to ASLs and SVs

The Department compared MERC’s approved ASLs and net SVs to proposed ASLs (Department
Attachment 2) and net SVs (Department Attachment 3). As provided in MERC’s Petition,
Department Attachment 4 shows MERC’s proposed change in depreciation expense.” Below,
the Department discusses the changes proposed to ASLs and SVs in Transmission, Distribution
and General plant.

a) Transmission Plant
1) Mains

The $104,734 annual depreciation accrual decrease in Mains (Account 367.10) is a result of
MERC'’s proposed average service life increase (from 50 to 65 years) and decreased negative
net salvage (from -45% to -30%).

Salvage value is the value an asset will have after it has been fully depreciated. A positive net
salvage might indicate, for example, that an asset could be sold for scrap. When the cost of
removal exceeds gross salvage, a negative net salvage occurs. A decrease in negative SV
decreases depreciation expense while an increase in negative SV increases depreciation
expense.

The Department concludes that the proposed changes to ASL and SV in Account 367.10 are
reasonable.

2)  Measuring and Regulating Station Equipment (M&R)
The $45,848 annual depreciation accrual increase in M&R (Account 369.30) is a result of
MERC’s proposed average service life decrease (from 45 to 30 years), increased negative net

salvage (from -5% to -30%) and a lower reserve-to-plant ratio.

The Department concludes that the proposed changes to ASL and SV in Account 369.30 are
reasonable.

7 Petition, Part VI-9, Table 3.
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b)  Distribution Plant

The largest change in depreciation accrual is in the Distribution Plant. The net dollar impact is a
decrease in annual depreciation expense of $1,292,318.8 The majority of the depreciation
expense changes are in the following accounts:

e Services (Account 380.00) decrease of $783,732;

e Mains (Account 376.00) decrease of $641,642;

e MA&R Station Equipment (Account 378.00) increase of $152,711;

e MA&R Station Equipment — City Gate (Account 379.00) increase of $138,429; and
e Meters (Account 381.00) decrease of $115,512.

Below, the Department discusses each of these proposals.
1)  Services

The $783,732 annual depreciation accrual decrease in Services (Account 380.00) is primarily
due to a longer life estimate (from 50 years to 56 years).

Based on its analysis, the Department concludes that a five-year increase in life appears
reasonable since the statistical analysis supports an ASL of 56 years.

2)  Mains

The $641,642 annual depreciation accrual decrease in Mains (Account 376.00) is a result of
MERC’s proposed decreased negative net salvage (from -45% to -30%). This decrease in net
salvage mirrors that proposed for Transmission Plant Mains. The Department concludes that
the decrease is reasonable.

3) M&R Station Equipment

The $152,711 annual depreciation accrual increase in M&R Station Equipment (Account 378.00)
is a result of MERC’s proposed shorter life estimate (from 44 to 35 years), an increased negative
net salvage estimate (from -10% to -35%) and a lower reserve-to-plant ratio as of December
31, 2016.° For these reasons, the Department concludes that the proposed changes are
reasonable.

8 See Department Attachment 4 for the proposed accrual increases and decreases.
% See Department Attachment 5 for the detailed calculation.
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4)  ME&R City Gate Equipment

The $138,429 annual depreciation accrual increase in M&R Station Equipment — City Gate
(Account 379.00) is a result of MERC's proposed shorter life estimate (from 40 to 35 years), an
increased negative net salvage estimate (from -10% to -35%) and a lower reserve to plant ratio
as of December 31, 2016.%0

Based on MERC'’s explanation of the changes in life estimate and salvage value, the Department
concludes the proposed change is reasonable.

5)  Meters

The $115,512 annual depreciation accrual decrease in M&R Station Equipment (Account
381.00) is primarily due to a longer remaining life as of December 31, 2016. The remaining life
is longer as a result of the age of surviving assets and the change in type curve from an S2 to an
S1.

Based on MERC's studies, the Department agrees that the proposal is reasonable.
c¢) General Plant
1) Transportation Equipment and Trailers

For General Plant, the net $109,868 depreciation expense increase is largely related to
Transportation Equipment (Account 392.10 includes cars, trucks, and cargo vans and Account
392.20 includes trailers). MERC proposed no change to the ASL of Account 392.10, but did
propose a decrease in salvage value from 25% to 20%. For Account 392.20, MERC proposed an
increase to the ASL from 15 years to 16 years and a decrease in salvage value from 30% to 15%.

The Department is not opposed to the reduced ASL change for Account 392.2 or the reduced
positive salvage value changes for both 392.1 and 392.2, which are based on the salvage value
study.

2)  Structures and Improvements
For Structures and Improvements (Account 390.00), MERC proposed to increase the ASL for

Buildings Minor from 42 to 45 years, and to modify the proposed salvage value from -5% to
-10% for both Buildings Major and Minor.

10 1bid.
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The Department is not opposed to this ASL change since the statistical analysis supports 42
years for minor buildings.

The Department does not oppose the proposed SV change.
3)  Proposal to Continue Use of Functional Composite Depreciation Rates

In MERC’s most recent 5-Year Study in Docket No. G007,011/D-12-533, the Commission
approved MERC’s proposal to use composite depreciations rates as follows:

The Commission hereby approves MERC’'s proposal to use
functional depreciation rates for asset classes that arise in the
future for which no depreciation rate is currently approved or for
asset classes that are fully depreciated but may have future
investment. The rates may be used only until MERC files its next
five-year depreciation study, or upon separate filing by MERC
requesting certification of a new rate.!

MERC in the current study proposes to continue using functional composite depreciation rates
in the manner described above in the Commission’s Order.

MERC'’s proposed composite rates for transmission and distribution plant will change from
2.91% to 2.35% and from 2.43% to 2.13% respectively; and for general plant will change from
4.78% to 5.38%.12

It is reasonable to continue to use the functional composite depreciation methodology as
previously approved by the Commission in the previous 5-Year Study, as updated with data in
the current 5-Year Study.

4)  Effect of Proposal on Depreciation Expense

The estimated 2017 effect of MERC’s proposed rates compared to the approved rates based on
the gas plant in service as of December 31, 2016, is as follows:

Using December 31, 2016, depreciable balances, the effect of the
recommended depreciation rates on annual depreciation expense
is a decrease of approximately $1,241,337 as compared to current

11 July 29, 2013 ORDER CERTIFYING DEPRECIATION RATES AND METHODS WITH MODIFICATION, REQUIRING
FILING, Page 6, Ordering Paragraph 5.
12 petition, page 8.
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rates approved in the 2016 Annual Remaining Update in Docket No.
G011/D-16-490.13

As indicated above, the Department examined each of MERC’s proposals for reasonableness.
C. HISTORICAL RESERVE RATIOS

In prior depreciation studies, the Commission requested a history of the utility’s reserve ratios.
The plant balances and reserve ratios for the last five years are presented below:

MERC-Total

Yr. End Plant Reserve Reserve
Year Balance Balance Ratio
2016 $457,139,354 $181,931,990 39.80%
2015 $433,003,662 $179,903,012 41.55%
2014 $387,595,237 $163,946,597 42.30%
2013 $364,122,740 $157,655,080 43.30%
2012 $348,303,769 $154,415,261 44.33%

The above reserve ratios!4 indicate the percentage of plant depreciated or expensed by the end
of each calendar year. The numbers indicate that MERC has been adding more plant than
retiring plant over time. As of the end of 2016, approximately 39.80 percent of MERC’s plant
was expensed.

1l. DEPARTMENT CONCLUSION AND RECOMMENDATION

Based on its review, the Department notes that the proposed average service lives, net salvage
values, and resulting depreciation rates are supported by the record and appear to be
reasonable. The Department notes that the Commission’s determination in depreciation
proceedings are for accounting purposes only and are not a determination for purposes of
rates. Due to MERC’s pending rate case (G011/GR-17-563) that appears to be largely capital
driven, the Department plans to review depreciation lives related to capital investments in the
rate case. The Department recommends that the Commission:

e require the next five-year study due by June 1, 2022;
e approve MERC’s proposed lives and net salvages;

13 petition, pages 6-7.
14 As detailed in Department Attachment 6.
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approve MERC's proposal to continue the use of functional composite depreciation

rates:

0 for asset classes that arise in the future for which no depreciation rate is
currently approved, or

0 for asset classes that are fully depreciated but may have future investment;

Such composite rates should be used only until MERC’s next depreciation study, or

upon separate filing by MERC requesting certification of a new depreciation rate.
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From: Stastny, Kristin <KStastny@Briggs.com>

Sent: Monday, October 09, 2017 4:50 PM

To: MN_COMM_Utility Discovery; Lusti, Dale (COMM)

Ce: Lee, Amber S; Seth S. DeMerritt - WEC Energy Group Inc.
(ssdemerritt@integrysgroup.com); Wuyts, Tina E

Subject: MERC's Responses to Department Information Request Nos. 1-8, Docket No.
G011/D-17-442

Attachments: MERC Response to DOC IR No. 5 Docket 17-442.pdf; MERC Response to DOCIR No. 6

Docket 17-442.pdf; MERC Response to DOC IR No. 7 Docket 17-442.pdf; MERC
Response to DOC IR No. 8 Docket 17-442.pdf; MERC Response to DOCIR No. 1 Docket
17-442 pdf; MERC Response to DOC IR No. 2 Docket 17-442.pdf; MERC Response to
DOC IR No. 3 Docket 17-442.pdf; MERC Response to DOC IR No. 4 Docket 17-442.pdf

Good afternoon,

Attached, please find Minnesota Energy Resources Corporation’s responses to the Department’s information request
Nos. 1-8 in the above-referenced docket.

Kristin Stastny
Shareholder

Briggs and Morgan, P.A.
Direct: 612.977.8656
Mobile: 612.875.2804
Fax: 612.977.8650
KStastny@briggs.com

2200 IDS Center | 80 South 8th Street | Minneapolis, MN 55402 | briggs.com

CONFIDENTIALITY NOTICE: The information contained in this e-mail communication and any attached
documentation may be privileged, confidential or otherwise protected from disclosure and is intended only for
the use of the designated recipient(s). It is not intended for transmission to, or receipt by, any unauthorized
person. The use, distribution, transmittal or re-transmittal by an unintended recipient of this communication is
strictly prohibited without our express approval in writing or by e-mail. If you are not the intended recipient of
this e-mail, please delete it from your system without copying it and notify the above sender so that our e-mail
address may be corrected. Receipt by anyone other than the intended recipient is not a waiver of any attorney-

client or work-product privilege.
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Email Address(es):
Phone Number(s):

Docket No. G011/D-17-442
Department Attachment 1

Minnesota Department of Commerce
Page 2 of 12

Division of Energy Resources
Information Request

G007/D-17-442 CINonpublic  XIPublic
Tina E. Wuyts, MERC Date of Request: 9/29/2017
Financial Response Due:  10/9/2017

Dale V. Lusti
dale.lusti@state.mn.us
651-539-1829

Request Number:

Topic:

Request:

1
Planned Plant Life Extensions

For each year, 2017 to 2022, describe MERC's plans to extend plant lives including:

a) the location of the plant;

b} the reasons for extension;

c) the estimated costs of the upgrades;

d) the reasons for extending the life; and

e) all other useful information about the planned life extension.

MERC Response:

MERC continues to experience an increased level of investment particularly in distribution mains,
services, and station accounts resulting in increased plant additions as a result of regular system
improvements. Additionally, MERC will experience increased investment as a result of the approval of
the Rochester Natural Gas Extension Project under Dockets G-011/M-15-895 and G-011/M-16-315.
Depreciation studies rely on historical activity to develop depreciation parameters. Forecasted activity
does not modify historical results but rather assists in the application of judgement when selecting final
depreciation parameters.

To be completed by responder

Response Date: October 9, 2017

Response by: Gary Simons

Email Address:  GWSimons@integrysgroup.com
Phone Number: 651-322-8925
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Information Request

G007/D-17-442
Tina E. Wuyts, MERC
Financial

Docket Number:
Requested From:
Type of Inquiry:

Dale V. Lusti
dale.lusti@state.mn.us
651-539-1829

Requested by:
Email Address(es):
Phone Number(s):

Docket No. G011/D-17-442
Department Attachment 1
Page 3 of 12

CINonpublic XPublic
Date of Request: 9/29/2017
Response Due:

10/9/2017

Request Number: 2
Topic: Reserve ratios

Request:

Please provide a history of the utility’s reserve ratios in a table that identifies the Year end Plant Balance,
Reserve Balances and Reserve Ratios for the years 2012, 2013, 2014, 2015 and 2016.

MERC Response:

The reserve ratios for the years 2012 through 2016 are depicted below.

Depreciable Reserve Reserve
Year Plant Balance Ratio
2016 457.0 181.9 39.80%
2015 432.8 179.9 41.57%
2014 387.4 163.9 42.31%
2013 364.5 157.7 43.26%
2012 348.1 154.4 44.36%

To be completed by responder

Response Date: October 9, 2017

Response by: Tina Wuyts

Email Address: TEWuyts@integrysgroup.com
Phone Number: 920-433-4951
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Information Request
Docket Number: G007/D-17-442 [INonpublic X Public
Requested From: Tina E. Wuyts, MERC Date of Request: 9/29/2017
Type of inquiry: Financial Response Due:  10/9/2017
Requested by: Dale V. Lusti
Email Address(es):  dale.lusti@state.mn.us
Phone Number{s): = 651-539-1829
Request Number: 3
Topic: Plant Activity for 2015
Reference(s): 2017 Five Year review of Depreciation, Exhibit 3
Request:
A. Please provide an explanation for the Transfers & Adjustments identified on Exhibit 3 for 2015.
B. Please fully explain whether Transfers & Adjustments referenced above, will significantly affect

the average service lives, net salvage rates and annual accrual proposed for 2017.
MERC Response:

A. The net Transfers and Adjustments amount of $17,689,774 reflects the assets recorded at cost
from MERC’s acquisition of Interstate Power and Light’s (“IPL”) Minnesota natural gas
distribution assets. As outlined in MERC's Petition, subsequent to its last depreciation study,
MERC received Commission approval to purchase IPL’s natural gas distribution property in
Docket No. G001,011/PA-14-107. The plant assets were acquired by MERC in 2015 and have
been incorporated into the results of this depreciation study.

B. Based on the age of the assets acquired from IPL and the level of accumulated depreciation as a
percentage of plant in service, the acquisition had little impact to the life and salvage
characteristics or annual accrual on an account basis.

To be completed by responder

Response Date: October 9, 2017

Response by: John Spanos — Gannett Fleming Valuation and Rate Consultants, LLC {contact information via
MERC — Tina Wuyts)

Email Address:  TEWuyts@integrysgroup.com

Phone Number: 920-433-4951
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Information Request 5

Docket Number: G007/D-17-442 CINonpublic XPublic
Requested From: Tina E. Wuyts, MERC Date of Request: 9/29/2017
Type of Inquiry: Financial Response Due:  10/9/2017
Requested by: Dale V. Lusti

Email Address(es):  dale.lusti@state.mn.us
Phone Number(s):  651-539-1829

Request Number: 4
Topic: Plant Activity for 2016
Reference(s): 2017 Five Year review of Depreciation, Exhibit 3

Request:

A. Please provide an explanation for the Transfers & Adjustments identified on Exhibit 3 for 2016.

B. Please fully explain whether Transfers & Adjustments referenced above, will significantly affect
the average service lives, net salvage rates and annual accrual proposed for 2017.

MERC Response:

A, The net Transfers and Adjustments amount of $11,296,092 reflects the transfer of MERC's share
of the Improved Customer Experience (ICE) software from the service company to MERC.

B. Capitalized software costs are amortized on a straight-line basis following the Company’s
Software Capitalization Policy. In addition, a 15-year life for the core ICE platform and a 3-year
life for non-core ICE auxiliary software products that support the core platform was agreed upon
between MERC and the Department and approved in Docket No. GO11/GR-15-736.

To be completed by responder

Response Date: October 9, 2017

Response by: Tina Wuyts

Email Address:  TEWuyts@integrysgroup.com
Phone Number: 920-433-4951
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Information Request
Docket Number: G007/D-17-442 [CINonpublic XPublic
Requested From: Tina E. Wuyts, MERC Date of Request: 9/29/2017
Type of Inquiry: Financial Response Due:  10/9/2017
Requested by: Dale V. Lusti
Email Address(es):  dale.lusti@state.mn.us
Phone Number(s): = 651-539-1829
Request Number: 5
Topic: Analysis of Depreciation Reserve for 2015
Reference(s): 2017 Five Year Review of Depreciation, Exhibit 4
Request:
A. Please provide an explanation for the Transfers & Adjustments identified on Exhibit 4 for 2015.
B. Please fully explain whether Transfers & Adjustments referenced above, will significantly affect

the average service lives, net salvage rates and annual accrual proposed for 2017.

MERC Response:

A, The net Transfers and Adjustments amount of $8,830,505 reflects the accumulation depreciation
reserve of the assets acquired from Interstate Power and Light (“IPL”). As outlined in MERC's
Petition, subsequent to its last depreciation study, MERC received Commission approval to
purchase IPL’s natural gas distribution property in Docket No. G001,011/PA-14-107. The plant
assets were acquired by MERC in 2015 and have been incorporated into the results of this
depreciation study.

B. Based on the age of the assets acquired from IPL and the level of accumulated depreciation as a
percentage of plant in service, the acquisition had little impact to the life and salvage
characteristics or annual accrual on an account basis.

To be completed by responder

Response Date: October 9, 2017

Response by: John Spanos — Gannett Fleming Valuation and Rate Consultants, LLC (contact information via
MERC — Tina Wuyts)

Email Address: TEWuyts@integrysgroup.com

Phone Number: 920-433-4951



Docket Number:
Requested From:
Type of Inquiry:

Requested by:

Email Address(es):
Phone Number(s):

Docket No. G011/D-17-442
Department Attachment 1
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Division of Energy Resources |
Information Request

G007/D-17-442 CINonpublic XPublic

Tina E. Wuyts, MERC Date of Request: 9/29/2017
Financial Response Due:  10/9/2017
Dale V. Lusti

dale.lusti@state.mn.us
651-539-1829

Request Number:

Topic:
Reference(s):

Request:

6
Analysis of Depreciation Reserve for 2016
2017 Five Year Review of Depreciation, Exhibit 4

A. Please provide an explanation for the Transfers & Adjustments identified on Exhibit 4 for 2016.

B. Please fully explain whether Transfers & Adjustments referenced above, will significantly affect
the average service lives, net salvage rates and annual accrual proposed for 2017.

MERC Response:

A. The net Transfers and Adjustments amount of $967,295 is comprised of $977,195 for MERC's
share of the transfer of the Improved Customer Experience (ICE) software from the service
company and (5$9,900) representing a gain on the sale of land.

B. Capitalized software costs are amortized on a straight-line basis following the Company’s
Software Capitalization Policy. In addition, a 15-year life for the core ICE platform and a 3-year
life for non-core ICE auxiliary software products that support the core platform was agreed upon
between MERC and the Department and approved in Docket No. GO11/GR-15-736. The gain on the
sale of land has no impact on depreciation.

To be completed by responder

Response Date: October 9, 2017

Response by: Tina Wuyts

Email Address:  TEWuyts@integrysgroup.com
Phone Number: 920-433-4951
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Division of Energy Resources !

Information Request

Page 8 of 12

G007/D-17-442 [JNonpublic XPublic
Tina E. Wuyts, MERC Date of Request: 9/29/2017
Financial Response Due:  10/9/2017

Dale V. Lusti
dale.lusti@state.mn.us
651-539-1829

Request Number:

Topic:

Request:

7
Minnesota Office of Pipeline Safety (MNOPS) Legacy Pipeline Replacement
Program

A. Please fully explain MERC's plans for MNOPS Legacy Pipeline Replacement Program by year including
but not limited to the number of miles or valves to replace and estimated costs for each of the
following replacements:

a) steel services;

b) copper services;

c) steel mains;

d) copper risers;

e) castiron mains;

f) emergency valves;

g) transmission pipelines; and

h) all other legacy replacements not included above.

B. Please fully explain whether MERC’s plans will significantly affect the average service lives or net
salvage rates proposed for 2017.

MERC Response:

A. MERC's operations and engineering staff inquired and determined that MNOPS does not have a
formal requirement of program at this time. This was discussed with the Commission by MNOPS to
prepare it for additional costs that utilities would need to be able to recover based on expected
changes to regulations in the future.

To be completed by responder

Response Date: October 9, 2017

Response by: Gary Simons

Email Address: gwsimons@integrysgroup.com
Phone Number: 651-322-8925
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However, MERC has been working on a legacy pipe replacement program to eliminate the pipe
material with the highest risk for leaks, reaching the end of its useful life, or which is no longer able
to be repaired due to obsolescence. MERC completed it bare steel program in 2015. This program
targeted known bare steel pipe. As MERC finds any additional bare steel, the replacement projects
are added to the next year’s capital replacement project. In addition, as the existence of other
obsolete materials becomes known, MERC adds the replacement of these materials to its capital
plan for the upcoming year.

B. MERC’s bare steel replacement program as well as replacement of other materials is not expected to
affect the average service life, as these ongoing replacements do not represent a significant portion
of MERCs total infrastructure.

To be completed by responder

Response Date: October 9, 2017

Response by: Gary Simons

Email Address:  gwsimons@integrysgroup.com
Phone Number: 651-322-8925
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Request Number: 8
Topic: Change in Depreciation Rates

Request:

Please identify the most significant reason(s) for the change in depreciation rates from the currently
approved to the proposed rates for the following accounts:

e Account 367.10 Mains;

e Account 369.30 Measuring & Regulating Station Equipment;

e Account 375.00 Structures & Improvements;

e Account 376.00 Mains;

e Account 378.00 Measuring & Regulating Station Equipment;

¢ Account 379.00 Measuring & Regulating Station Equipment — City Gate;
e Account 380.00 Services;

e Account 381.00 Meters;

e Account 381.20 Meters — AMR;

e Account 383.00 House Regulators; and

e Account 385.00 Measuring & Regulating Station Equipment — Industrial.

MERC Response:

Depreciation rates are affected by many factors. These factors include the depreciation methods
and procedures; plant activity such as additions and retirements; surviving plant balances as of
the test year; the plant to reserve ratio; and the life and salvage parameters. The depreciation
method and procedure are the same for the current and proposed depreciation rates. The
attached schedule sets forth a comparison of the currently approved rates vs. proposed

To be completed by responder

Response Date: October 9, 2017

Response by: lohn Spanos — Gannett Fleming Valuation and Rate Consultants, LLC {contact information via
MERC - Tina Wuyts)

Email Address: TEWuyts@integrysgroup.com

Phone Number: 920-433-4951
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depreciation rates for the above accounts. Additionally, Table 4 in Exhibit 1 of MERC's
depreciation study filing provides a comparison of currently approved vs. proposed survivor
curves and net salvage percent.

The specific causes of the changed rates are as follows:

e Account 367.10 Mains
The decrease in annual accrual rate is primarily due to the increased average service life and

less negative net salvage.

e Account 369.30 Measuring & Regulating Station Equipment;
The increase in the annual accrual rate is due to a shorter life estimate, a more negative net
salvage estimate and a significantly lower reserve to plant ratio.

¢ Account 375.00 Structures & Improvements
The increase in annual accrual rate is due to a combination of a shorter life estimate, more
negative net salvage estimate and shorter resulting remaining life to recover a higher
percentage of plant.

e Account 376.00 Mains
The decrease in annual accrual rate is due to a less negative net salvage estimate and a higher
reserve to plant ratio as of December 31, 2016.

e Account 378.00 Measuring & Regulating Station Equipment
The increase in annual accrual rate is due to a shorter life estimate, a more negative net

salvage estimate and a lower reserve to plant ratio.

e Account 379.00 Measuring & Regulating Station Equipment — City Gate

To be completed by responder

Response Date: October9, 2017

Response by: John Spanos — Gannett Fleming Valuation and Rate Consultants, LLC (contact information via
MERC — Tina Wuyts)

Email Address: TEWuyts@integrysgroup.com

Phone Number: 920-433-4951
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The increase in annual accrual rate is primarily due to a more negative net salvage estimate
and resulting lower reserve to plant ratio as of December 31, 2016.

o Account 380.00 Services
The decrease in annual accrual rate is primarily due to a longer life estimate.

e Account 381.00 Meters
The decrease in annual accrual rate is primarily due to a longer remaining life as of December
31, 2016. The remaining life is longer as a result of the age of surviving assets and the change
in type curve from an S2 to S1.

e Account 381.20 Meters — AMR
The decrease in annual accrual rate is the result of the use of a survivor curve.

e Account 383.00 House Regulators
The decrease in annual accrual rate is due to a longer life estimate and a higher reserve to
plant ratio.

e Account 385.00 Measuring & Regulating Station Equipment — Industrial
The decrease in annual accrual rate is primarily due to a longer life estimate.

To be completed by responder

Response Date: October 9, 2017

Response by: John Spanos — Gannett Fleming Valuation and Rate Consultants, LLC (contact information via
MERC — Tina Wuyts)
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Currently

Account Approved Proposed
Number Description - ASL ASL
TRANSMISSION PLANT
367.10 Mains 50.00 65.00
369.30 - M & R Station Equipment 45.00 30.00
DISTRIBUTION PLANT
374.10 Rights of Way 25.00 25.00
375.00 Structures & Improvements 38.00 35.00
376.00 Mains 65.00 65.00
378.00 M & R Station Equipment 44.00 35.00
379.00 M & R Station Equipment — City Gate 40.00 35.00
380.00 Services 50.00 56.00
381.00 Meters & Installations 38.00 38.00
381.20 Meters — AMR 15.00 15.00
383.00 House Regulators 44.00 44.00
385.00 M & R Station Equipment — Industrial 36.00 36.00
GENERAL PLANT
390.00 Structures & Improvements

Buildings Major 55.00 55.00

Buildings Minor 42.00 45.00
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392.10 Transportation Equipment 8.00 8.00
392.20 Trailers - 15.00 16.00
396.00 Power Operated Equipment ' 14.00 18.00
AMORTIZABLE PLANT

391.10 Office Furniture & Equipment 5.00 5.00
391.20 Computer Equipment 20.00 - 20.00
393.00 Stores Equipment 5.00 5.00
394.00 Tools, Shop & Garage Equipmenf 5.00 5.00
395.00 Laboratory Equipment 5.00 5.00
397.10 Communication Equipment 5.00 5.00

398.00 Miscellaneous Equipment 5.00 5.00
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DEPRECIABLE GAS PLANT
Currently

Account Approved Proposed
Number Description Salvage Salvage
TRANSMISSION PLANT
367.10 Mains -45% -30%
369.30 M & R Station Equipment -5% -30%
DISTRIBUTION PLANT
374.10 Rights of Way 0% 0%
375.00 Structures & Improvements -5% -10%
376.00 Mains -45% -30%
378.00 M & R Station Equipment -10% -15%
379.00 M & R Station Equipment — City Gate -15% -40%
380.00 Services -60% -55%
381.00 Meters & Installations -1% -1%
381.20 Meters — AMR -1% 0%
383.00 House Regulators -5% -5%
385.00 M & R Station Equipment — Industrial -5% -10%
GENERAL PLANT
390.00 Structures & Improvements

Buildings Major -5% -10%

Buildings Minor -5% -10%
392.10 Transportation Equipment 25% 20%
392.20 Trailers 30% 15%
396.00 Power Operated Equipment 10% 10%
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MINNESOTA ENERGY RESOURCES CORPORATION
Reserve Analysis

Total

Less:

Amortized GP
Intangible Plant
Acct 389 Land
Acct 390.1 Leased

Total

Less:

Amortized GP
Intangible Plant
Acct 389 Land
Acct 390.1 Leased

Total

Less:

Amortized GP
Intangible Plant
Acct 389 Land
Acct 390.1 Leased

Total

Less:

Amortized GP
Intangible Plant
Acct 389 Land
Acct 390.1 Leased

Total

Less:

Amortized GP
Intangible Plant
Acct 389 Land
Acct 390.1 Leased

For the Years 2012 through 2016
Per MERC Exhibits 3 and 4 to Part IX of the Petition

Docket No. G011/D-17-442
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Pagelof1
2016
Reserve
Plant 1/ Reserve 2/ Ratio 3/
(a) (b) (c)
480,336,347 189,440,352
6,371,828 2,250,198
15,410,626 5,112,408
1,252,260 -
162,279 145,756
457,139,354 181,931,990 39.80%
2015
445,064,270 186,672,020
6,669,350 2,683,983.00
4,114,534 3,977,729.00
1,118,700 -
158,024 107,296.00
433,003,662 179,903,012 41.55%
2014
398,296,241 170,166,844
5,310,867 2,300,226.00
4,144,534 3,904,755.00
1,118,700 -
126,903 15,266.00
387,595,237 163,946,597 42.30%
2013
374,536,256 163,591,356
4,918,313 2,091,341.00
3,946,751 3,844,935.00
1,022,213 -
526,239 -
364,122,740 157,655,080 43.30%
2012
358,050,437 160,106,331
4,842,782 1,870,266
3,946,751 3,820,804
957,135 -
348,303,769 154,415,261 44.33%

1/ Petition, Part IX, Exhibit 3.
2/ Petition, Part IX, Exhibit 4.

3/ Columns (b} / (a).
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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
mail, e-mail, or by depositing a true and correct copy thereof properly
enveloped with postage paid in the United States Mail at St. Paul, Minnesota.

Minnesota Department of Commerce
Comments
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Dated this 7t day of December 2017

/s/Sharon Ferguson
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