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INTRODUCTION 

 The Office of the Attorney General—Residential Utilities and Antitrust Division 

(“OAG”) respectfully submits the following Comments in response to Minnesota Energy 

Resources Corporation’s (“MERC” or the “Company”) depreciation petition (“Petition”) filed on 

May 31, 2019.  The Petition updates the depreciation parameters previously approved by the 

Minnesota Public Utilities Commission (“Commission”) in 20181 and would increase the annual 

depreciation accrual by $310,583.2  These Comments address two concerns.  First, the 

Company’s proposal to use the 75-R2.5 interim survivor curve for the major grouping in FERC 

Account 390 - Structures and Improvements3 is not supported by the analysis provided by the 

Company and could result in an under-collection of depreciation reserve from ratepayers while 

the assets are in-service.  Second, the Company’s proposed one-percent rule to determine when 

buildings will be depreciated individually in the major grouping, as opposed to being included in 

group depreciation in the minor grouping, is the wrong criteria to use, as this determination 

                                                 
1 In the Matter of the Petition of Minnesota Energy Resources Corporation for Approval of its 2017 Five-Year 
Review of Depreciation Certification, Docket G-011/D-17-442, ORDER (May 4, 2018). 
2 Petition at Attachment 1. 
3 Petition at Attachment 3. 
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should be based on an asset’s individual characteristics and not solely on its cost in relation to 

other assets.4 

BACKGROUND 
 

 In MERC’s last rate case, both the OAG and the Department argued that MERC’s group 

accounting was inappropriate for large assets (such as office buildings).  Both parties were 

concerned that the old Rosemount building had been taken out of service, but had not been fully 

depreciated.  The Company proposed to take the old Rosemount building out of service (thereby 

removing it from the rate base) by making an adjustment to the test year for an equal amount of 

plant and depreciation reserve, rather than making an adjustment for the full plant amount and 

only the amount of depreciation reserve that had been collected from ratepayers while the plant 

was used and useful.  The effect of that test year adjustment, and associated accounting journal 

entry, was that depreciation reserve from other assets in the group that are still in-service was 

used to cover the depreciation reserves that were not yet recovered from ratepayers because the 

building was taken out of service before it was fully depreciated.  In an attempt to remedy this 

concern, the OAG and the Department both recommended that the Commission order a reduction 

to the Company’s rate base.  While the Commission did not order such an adjustment, it did 

order the Company “propose accounting practices and adjustments that would separately 

depreciate [large assets], or to explain why no change from its current accounting practice is 

warranted or appropriate.”5  

The Company’s proposal in this depreciation proceeding is specific to office buildings 

within FERC Account 390 – Structures and Improvements and did not address how the proposal 

                                                 
4 Id. 
5 In the Matter of the Application of Minnesota Energy Resources Corporation for Authority to Increase Rates for 
Natural Gas Utility Service in Minnesota, Docket No. G-011/GR-17-563, FINDINGS OF FACT, CONCLUSIONS, AND 
ORDER at 19-20 (December 26, 2018). 
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could be applied to other large assets.  The Company now proposes to separate its new 

Rosemount headquarters building and its Rochester Service Center from group depreciation in 

FERC Account 390 – Structures and Improvements, and to depreciate these two assets 

individually.  This methodology will allow the Company to more accurately calculate the 

depreciation rate for each building, and to collect sufficient depreciation reserves from ratepayers 

while the buildings are used and useful, rather than relying on the use of depreciation reserves 

from assets within the group to recover depreciation reserve shortfalls for assets that are no 

longer used and useful.   

Since the Company only addresses assets in FERC Account 390 – Structures and 

Improvements, the Commission should require the Company to look at other existing large 

transmission or distribution assets, as well as any future large or unique assets to see if this 

separate depreciation methodology would apply.- 

ANALYSIS 

I. THE COMPANY SHOULD USE AN INTERIM SURVIVOR CURVE THAT YIELDS A SHORTER 
REMAINING LIFE FOR ASSETS IN THE MAJOR GROUPING.  

 
While the Company appropriately proposes to depreciate the Rochester and Rosemount 

Service Centers individually, it has selected the wrong interim survivor curve to determine the 

depreciation rate for each of the two buildings. 

Survivor curves, otherwise known as Iowa Type Curves, illustrate the average service life 

of an asset, which is the estimated number of years an asset is expected to provide service.  The 

curve line represents the retirement dispersion or the scattering of retirements by age of each of 

the individual building components.  The survivor curve is used to calculate “the average life of 
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the group, the remaining life expectancy, the probable life, and the frequency curve.”6  The 

Company has selected the 75-R2.5 survivor curve for the major grouping of FERC Account 390 

– Structures and Improvements and stated that it is using “informed judgement” as the 

supporting factor for this selection.7   

This proposal is unreasonable because the Company’s analysis does not support a 

survivor curve that is different from the survivor curve used in the last depreciation filing for the 

major grouping of FERC Account 390 – Structures and Improvements.  That survivor curve was 

selected based on a historical analysis of the amount of plant retirements for each age interval in 

a given time period.8  The Company’s historical analysis for the major grouping for FERC 

Account 390 is the same as it has provided in this proceeding.9  Although the Company uses the 

same data points, it has proposed two different survivor curves that impact the remaining life 

calculation differently in each case.  The Company used the survivor curve 55-R3 in its last 

depreciation proceeding.10  It is now requesting to use the survivor curve 75-R2.5 in the instant 

proceeding.  The effect of this is that the remaining life and associated depreciation rate will now 

be based on a survivor curve that predicts less of the individual building components will be 

retired at the end of the building’s 55-year life span.  This slows down the recovery of the 

building from ratepayers during the life of the building, and decreases depreciation expense in 

the instant proceeding.11 

                                                 
6 In the Matter of the Application of Minnesota Energy Resources Request for Certification of Depreciation Rates, 
Docket No. G-007/D-12-533, PETITION at Exhibit 3, page II-3 (May 31, 2012). 
7 MERC Response to DOC Information Request 4 (attached as Exhibit A). 
8 In the Matter of the Application of Minnesota Energy Resources Corporation for Approval of its 2017 Five-Year 
Review of Depreciation Certification, Docket No. G-011/D-17-442, PETITION at Exhibit 1 (May 31, 2017). 
9 Exhibit B. 
10 In the Matter of the Application of Minnesota Energy Resources Corporation for Approval of its 2017 Five-Year 
Review of Depreciation Certification, Docket No. G-011/D-17-442, PETITION at Exhibit 1 (May 31, 2017). 
11 Petition at Attachment 1, Statement 2A. 
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The Company’s proposal has the potential to harm ratepayers because it creates a 

discrepancy between the theoretical reserve and the actual reserve collected from ratepayers.  

This difference is called the theoretical reserve imbalance and is a benchmark on how the current 

depreciation parameters (service life and net salvage estimates, which were approved at the last 

depreciation certification) compare to the actual reserves collected from ratepayers.  This 

imbalance suggests that previous depreciation parameters were inaccurate, and that the 

depreciation expense collected from ratepayers in the past has been too low.  While this 

imbalance exists temporarily at the specific point in time that it is calculated, there was also a 

theoretical reserve imbalance in the previous 2017 depreciation proceeding.  The long term effect 

of not collecting sufficient reserves from ratepayers while an asset (in this case a building) is 

used and useful is that it can lead to stranded costs when the building is taken out of service 

(whether that occurs at the end of its useful life or earlier).  The outcome would likely be the 

same as in the Company’s last rate case.  In that proceeding, the old Rosemount headquarters 

building required reserves from other assets that are still in-service to be transferred out in order 

to cover reserve shortfalls.  This causes intergenerational inequities and results in ratepayers 

paying for an asset that is no longer used and useful.      

The Company’s proposal to use survivor curve 75-R2.5 is not appropriate because the 

current survivor curve of 55-R3 follows a shorter remaining life, and therefore exacerbates the 

existing theoretical reserve imbalances.  The Company should use a shorter remaining life for the 

major grouping in FERC Account 390 – Structures and Improvements, such as the curve used for 

the minor grouping of 45-R2.  This would be reasonable because the selection of the survivor 

curves and resulting depreciation rates do not need to (and should not be) based strictly on 

statistical modeling.  The selection process should take into consideration recent Company 

behavior, industry practices, and informed judgment.   
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In addition the theoretical reserve imbalance in the major grouping of FERC Account 390 

– Structures and Improvements, there are theoretical reserve imbalances in the minor grouping of 

the same FERC account.12  As with the major grouping, this imbalance is the result of the 

survivor curves that were previously selected and used lower depreciation rates than they should 

have.  Since the Company previously used a group depreciation rate for all assets in FERC 

Account 390 – Structures and Improvements, this composite depreciation rate is one of the 

factors that caused this imbalance.  This is because a composite depreciation rate calculated 

using the depreciation rates from each of the different curves for both the minor and major 

groupings has led to a weighted average depreciation rate that is lower than it would be if the 

groupings were depreciated separately.       

Alternatively, if the Commission does not require the Company to use the shorter 

remaining life from the 45-R2 survivor curve, it should, require the Company to use the same 

survivor curve of 55-R3 that was approved for the major grouping in its most recent depreciation 

filing.   

II. THE COMPANY SHOULD NOT USE AN ARBITRARY ONE-PERCENT THRESHOLD WHEN 
DETERMINING WHETHER TO USE INDIVIDUAL OR GROUP ACCOUNTING. 

The Company’s proposal to use a one-percent threshold calculation for assets in FERC 

Account 390 – Structures and Improvements in order to decide if a building should be 

depreciated individually or under group depreciation is unreasonable.  This is because the 

Company’s proposed screening methodology to determine whether an asset should be 

depreciated individually or under group depreciation should not be based solely on the monetary 

relation to other existing assets, but rather should consider the asset itself, its value, and its 

characteristics.   

                                                 
12 Exhibit C. 
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As proposed, the Company will continue to depreciate the Albert Lea and Cloquet 

Service Centers under group depreciation.  As noted earlier, a theoretical reserve imbalance in 

the minor grouping suggests that the collection of depreciation reserve from ratepayers has been 

lower than it should have been in the past.  This is a detriment to ratepayers in the long run for 

the same reasons discussed earlier.  Since these two buildings are older in age, and likely closer 

to being replaced than the Rochester or Rosemount Service Centers, these buildings should be 

depreciated individually so that any shortfall identified in this time period can be recovered from 

ratepayers while the buildings are still used and useful.   

At a minimum, the Company’s threshold of one-percent of the total depreciable net plant 

value should not be dispositive as to whether or not an asset is depreciated individually.  This 

one-percent threshold should not preclude any regulatory agency or other stakeholder from 

reviewing or making any determination that a building asset should be depreciated individually.  

The Company has stated in its filing that asset characteristics vary and that these characteristics 

influence the selection of a survivor curve and the resulting depreciation rate.  Thus, a fixed 

threshold should not be used to determine whether a building is depreciated individually or not.     

The Commission should reject the Company’s proposed one-percent limit for 

depreciating buildings individually, and require the Company to identify new buildings put into 

service that exceed a book value of $1,000,000 in its future depreciation filings, so that a review 

and determination of the depreciation method can be made.  This would include existing assets 

with a book value under $1,000,000, but that incur new capital improvement costs that increase 

the asset’s book value to over $1,000,000.     

SUMMARY 

Based on the foregoing analysis and recommendations, the Commission should take the 

following actions: 
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1. Require the Company to look at other existing large transmission or distribution 

assets, as well as any future large or unique assets to determine if the separate 

depreciation methodology would apply. 

2. Require the Company to use a shorter remaining life for the major grouping in FERC 

Account 390 – Structures and Improvements, such as the curve used for the minor 

grouping of 45-R2. 

3. Reject the Company’s proposed rule for depreciating buildings individually, and 

require the Company to identify new or existing buildings that exceed a total book 

value of $1,000,000 in its future depreciation filings. 

Dated:  August 9, 2019 Respectfully submitted, 
 

KEITH ELLISON 
Attorney General 
State of Minnesota 
 
s/ Shoua Lee  
SHOUA LEE 
Financial Analyst 
 
s/ Joseph C. Meyer 
JOSEPH C. MEYER 
Assistant Attorney General 
Atty. Reg. No. 0396814 
 
445 Minnesota Street, Suite 1400 
St. Paul, Minnesota 55101-2131 
(651) 757-1433 (Voice) 
(651) 296-9663 (Fax) 
joseph.meyer@ag.state.mn.us 
 
OFFICE OF THE ATTORNEY GENERAL—
RESIDENTIAL UTILITIES AND ANTITRUST 
DIVISION 



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G011/D-19-377 ☐Nonpublic   ☒Public 
Requested From: Minnesota Energy Resources Corp. Date of Request:  June 17, 2019 
Type of Inquiry: Financial Response Due:   June 27, 2019 

Requested by: Craig Addonizio 
Email Address(es): craig.addonizio@state.mn.us 
Phone Number(s): 651-539-1818

To be completed by responder 

Response Date: June 27, 2019 
Response by:  John Spanos – Gannett Fleming Valuation and Rate Consultants, LLC (contact information via 
MERC – Tina Wuyts) 
Email Address: tina.wuyts@wecenergygroup.com 
Phone Number: 920-433-4951

Request Number: 4

Topic: Account 390 Major Grouping Interim Retirement Curve 
Reference(s): Petition, Attachment 3, page 7 

Request: 

a. The Company’s Petition states that proposed interim survivor curve of 75-R2.5 was “determined
through historical analysis and informed judgement.”  Please provide all historical analysis used
to support the selection of this curve.

b. Does the selection of the 75-R2.5 survivor curve imply that the components of these buildings
are expected to have an average service life of 75 years, and are therefore expected to outlive,
on average, the building itself (which is assumed to have a 55-year life)?  If so, please explain why
this is not contradictory.

Response: 

a. The historical analysis referenced in that statement was represented in the Depreciation Study
presented in Docket No. G-011/D-17-442.  In the case of the major grouping, there were no
recorded retirements in the first eight years of activity for the Rochester Service Center and the
Rosemount Service Center had not been placed in service.  The major grouping in this Docket is
now introducing the use of a life span coupled with an interim survivor curve. Based on the
above, a 75-R2.5 interim survivor curve was selected to depict estimated future retirement
activity with a planned end of life. The primary factor for the 75-R2.5 interim survivor curve is
informed judgment.  The informed judgment includes understanding the type facility, plans for

Exhibit A-1



Minnesota Department of Commerce 
Division of Energy Resources 

Information Request 

Docket Number: G011/D-19-377 ☐Nonpublic   ☒Public 
Requested From: Minnesota Energy Resources Corp. Date of Request:  June 17, 2019 
Type of Inquiry: Financial Response Due:   June 27, 2019 

Requested by: Craig Addonizio 
Email Address(es): craig.addonizio@state.mn.us 
Phone Number(s): 651-539-1818

To be completed by responder 

Response Date: June 27, 2019 
Response by:  John Spanos – Gannett Fleming Valuation and Rate Consultants, LLC (contact information via 
MERC – Tina Wuyts) 
Email Address: tina.wuyts@wecenergygroup.com 
Phone Number: 920-433-4951

outlook of the facilities and estimates of others in the industry for similar structures.  As noted in 
Attachment 3 of MERC’s 2019 Annual Review of Depreciation Rates, the 75-R2.5 represents an 
interim survivor curve used in conjunction with a 55 year life span. This is shown in the attached 
file. 

b. The life characteristic of a large service center has two components.  One is the physical life of
the components of the building while in service from year to year.  The other component is the
end of life when the structure is economically in need of replacement due to functionality,
condition, etc.  The 75-R2.5 survivor curve represents the physical life characteristics for the 55
years until the rehabilitation or closure of the building is expected.  Therefore, the 75-R2.5
survivor curve does not imply that the components of the building will outlive the building itself.
The two life components are not directly related.

Exhibit A-2
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August 9, 2019 

 
 
 
Mr. Daniel Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 Seventh Place East, Suite 350 
St. Paul, MN  55101-2147 
 

Re: In the Matter of the Minnesota Energy Resources Corporation Annual Review 
of Depreciation Rates for 2019 
Docket No. G011/D-19-377 
 

Dear Mr. Wolf: 
 
 Enclosed and e-filed in the above-referenced matter please find Comments of the Office 
of the Attorney General–Residential Utilities and Antitrust Division. 
 
 By copy of this letter all parties have been served.  An affidavit of service is enclosed. 
 

Sincerely, 
 
 
s/ Joseph C. Meyer 
JOSEPH C. MEYER 
Assistant Attorney General 
 
(651) 757-1433 (Voice) 
(651) 296-9663 (Fax) 
joseph.meyer@ag.state.mn.us 
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AFFIDAVIT OF SERVICE 

 
 

Re: In the Matter of the Minnesota Energy Resources Corporation Annual Review of 
Depreciation Rates for 2019 
Docket No. G011/D-19-377 

 
STATE OF MINNESOTA ) 
 ) ss. 
COUNTY OF RAMSEY ) 
 
 I, DEANNA DONNELLY, hereby state that on the 9th day of August, 2019, I efiled with 

eDockets Comments of the Office of the Attorney General–Residential Utilities and Antitrust 

Division, and served the same upon all parties listed on the attached services list via electronic 

submission and/or United States Mail with postage prepaid, and deposited the same in a U.S. 

Post Office mail receptacle in the City of St. Paul, Minnesota.   

 
See Attached Service List 
 

 
 
s/ Deanna Donnelly     

 DEANNA DONNELLY 
 
 
Subscribed and sworn to before me 
this 9th day of August, 2019. 
 
s/ Patricia Jotblad    
Notary Public 
My Commission expires:  January 31, 2020. 
 
 
 








