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The Department recommends that the Minnesota Public Utilities Commission (Commission) accept
Minnesota Power’s filing as complete and refer this matter to the Office of Administrative Hearings.
The Department is available to answer any questions that the Commission may have in this matter.

Sincerely,

/s/ NANCY CAMPBELL /s/ GEMMA MILTICH
Financial Analyst Coordinator Financial Analyst, CPA
NC/GM/ja
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Division of Energy Resources

Docket No. E015/GR-19-442

. INTRODUCTION

On November 1, 2019, Minnesota Power (the Company) filed a general rate case, seeking to increase
rates by $65.9 million, or approximately 10.59 percent annually, effective January 1, 2020.

On November 5, 2019, the Minnesota Public Utilities Commission (Commission) issued a notice in the
instant docket, requesting that potentially interested parties submit comment on whether Minnesota
Power’s general rate case application (Application) complies with the filing requirements in Minnesota
Statutes §216B.16, Minnesota Rules, Parts 7825.3100 to 7825.4400, and the relevant Commission
orders. The Commission also asked parties to address whether this matter should be sent to the Office
of Administrative Hearings for a contested case hearing and, if so, what the scope of the hearing
should be.

The Minnesota Department of Commerce, Division of Energy Resources (Department) submits the
following comments, pursuant to the Commission’s November 5, 2019 notice.

1. DEPARTMENT ANALYSIS

The Department reviewed the contents of the Application to verify Minnesota Power’s compliance
with:

e Statutory requirements (Minnesota Statutes §216B.16);

e Commission’s rules governing filing requirements for rate changes (Minnesota Rules, parts
7825.3100 through 7825.4400);

e Commission policy statements,® with the caveat that a full analysis of compliance with certain
Policy Statements will require factual analysis in the rate case;

e Commission orders pursuant to Minnesota Power’s most recent general rate case in Docket No.
E015/GR-16-664; and

e Commission orders in various dockets prior to or subsequent to Minnesota Power’s most
recent general rate case.

1 0n June 14, 1982, the Commission issued policy statements on rate cases to assist utilities by providing advanced
guidance on the likely treatment of specific issues.
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A. FILING COMPLETENESS AND SCOPE OF ISSUES TO BE ADDRESSED

Minnesota Power provided a list of regulatory requirements in Volume 1, Part 2 of its Application,
identifying where in the Application the Company addressed the relevant statutes and rules,
Commission policy statements, and prior Commission orders. Through its review, the Department
noted that Minnesota Power did not file its complete Schedule H? in the eDockets filing system.
Instead, the Company posted certain components of Schedule H on the Minnesota Power website and
provided a link to the relevant webpage in Volume 3, Part 4 of the instant filing. The Department
informed the Company that its Application may be considered incomplete without having the
complete Schedule H filed in eDockets. Specifically, the Department notes that Minnesota Statutes §
216.17, subdivision 3 states the following:

As of January 1, 2008, any telephone company or telecommunications
carrier subject to chapter 237; any public utility, cooperative association,
or municipal utility subject to chapter 216B; and state agencies, shall file
documents with the commission via the commission's electronic filing
system. The executive secretary may approve an exemption from this
requirement if an affected company or agency is unable to submit filings
via the commission's electronic filing system. All parties, participants, or
other interested persons shall submit filings to the commission via the
commission's electronic filing system whenever practicable, but may also
file by personal delivery or by mail.

As previously noted, Minnesota Power filed a link to Schedule H information in eDockets on November
1, so the Commission may determine that the case was technically complete as of November 1.

Nonetheless, it is important that the information be filed in the record rather than links to information,
to ensure that the information in the link is available in the future and has not been changed over time.

In response to and on the same day as the Department’s contact with Minnesota Power, on November
7, 2019, Minnesota Power filed in the eDockets system the Company’s complete Schedule H. The
Department concludes that Minnesota’s filing complies with the filing requirements.

The Department emphasizes that its review at this stage of the proceeding pertains only to whether
the Company’s Application discussed the issues in the listed previously, not as to whether Minnesota
Power met its burden of proof to show that its proposals are reasonable.? Such analysis is the focus of

2 \V/olume 3, Part 4 of Docket No. E015/GR-19-442 contains Minnesota Power’s Schedule H Index and the Summary Schedule
H-1. The Company’s Schedule H contains information pursuant to §216B.16, subdivision 17, regarding Travel,
Entertainment and Employee Expenses.
3 In his February 2, 2015 Findings of Fact, Conclusions of Law and Order in Docket E002/CI-13-754, Administrative Law Judge
Steve Mihalchick stated in part that:

A utility is not protected by any presumption of recovery simply by filing a request to increase rates. In

order to recover any costs, the utility must produce sufficient evidence to prove that the rates it has
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the investigatory period in the initial stage of the proceeding, based on the merits of the Application.
Therefore, issues can be and will be further developed through information requests. Accordingly, the
Department recommends that the Commission accept the Application as complete as of November 1,
2019, when Minnesota Power filed its rate case, or as of November 7, 2019, when the Company filed
its complete Schedule H information. The Department further recommends that the Commission refer
this matter to the Office of Administrative Hearings for a contested case proceeding.

Regarding scope, the Department recommends that the Commission request that the following issues
be addressed, along with any particular issues the Commission would like to see developed in this
proceeding:

e |s the test year revenue increase sought by the Company reasonable, or will it result in
unreasonable and excessive earnings?

e Isthe rate design proposed by the Company reasonable?

e Are the Company’s proposed capital structure, cost of capital, and return on equity reasonable?

e Did the Company demonstrate that its proposed base rates appropriately exclude Fuel Clause
Adjustment-related costs, as required by the Commission’s November 5, 2019 Order in Docket
No. E999/CI-03-8027

B. INTERIM RATE ADJUSTMENT

The Department offers brief comments on Minnesota Power’s interim rate adjustment for a Large
Market Wholesale Contract. The Department notes that the Company recorded an adjustment to
remove four months’ worth of asset-based margins (revenues less expenses) for a contract that ends
on April 30, 2020, four months into the 2020 test year. Minnesota Power’s adjustment removes $8.3
million (Minnesota Jurisdictional basis) in net revenues from the income statement and increases rate
base by $1.2 million for the Minnesota jurisdiction (due to the associated accumulated deferred
income taxes related to use of production tax credits), as shown in Volume |, Direct Schedules B-3 (IR)
and B-7 (IR). The Department noted that both adjustments increase revenue requirements and
increase interim rates by approximately $8.5 million on a revenue requirement basis.*

While the Department typically does not weigh in as to interim rates, in this case the Department
believes that interim rates should reflect the status quo and not include Minnesota Power’s
adjustments for its Large Market Wholesale Contract, which increases the Company’s revenue
requirements and interim rate request, prior to all parties having an opportunity to review these
adjustments. For example, although this specific Minnesota Power contract ends on April 30, 2020
(four months into the test year), there may be new contracts or additional asset-based margins
through the Midcontinent Independent System Operator’s energy market that may replace some or all

requested are reasonable. If the utility fails to do so, then the costs must be disallowed; equally, if a public
agency or other intervenor demonstrates that costs are unreasonable or imprudent, then they must be
disallowed as well.

4 $8.48 million = $8.3 million plus (roughly 15% of $1.2 million).
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of these contract margins. Thus, the Department concludes that the four months of contract net
revenues and related ADIT adjustment should remain in interim rates, with a final determination made
for final rates.

As a result, the Department recommends that the Commission deny Minnesota Power’s proposed
adjustments to interim rates for a contract that ends on April 30, 2020, of approximately $8.5 million
on a revenue requirement basis. The Department also recommends that the Commission add this
issue to the list of issues to be addressed by interested parties, to determine how this issue of Large
Market Wholesale Contract and possible replacement revenues affect final rates.

1l. CONCLUSION AND RECOMMENDATIONS
The Department recommends that the Commission:

e Accept Minnesota Power’s rate case filing in the present docket as complete as of November 1
or November 7, 2019;

e Refer this matter to the Office of Administrative Hearings; and

e Deny Minnesota Power’s proposed adjustments to interim rates for a contract that ends on
April 30, 2020, of approximately $8.5 million on a revenue requirement basis.

The Department also recommends that the Commission request that the following issues be
addressed, along with any particular issues the Commission would like to see developed in this
proceeding:

e |s the test year revenue increase sought by the Company reasonable, or will it result in
unreasonable and excessive earnings?

e Is the rate design proposed by the Company reasonable?

e Are the Company’s proposed capital structure, cost of capital, and return on equity reasonable?

e Did the Company demonstrate that its proposed base rates appropriately exclude Fuel Clause
Adjustment-related costs, as required by the Commission’s November 5, 2019 Order in Docket
No. E999/CI-03-8027?

e How does the issue of Large Market Wholesale Contract and possible replacement revenues
affect final rates?

/ia
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Smith & Frederick 442
St. Paul,
MN
55102
Daniel P Wolf dan.wolf@state.mn.us Public Utilities Commission |121 7th Place East Electronic Service Yes OFF_SL_19-442_GR-19-
Suite 350 442
St. Paul,
MN
551012147
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First Name

Last Name

Email

Company Name

Address

Delivery Method

View Trade Secret

Service List Name

Scott

Zahorik

scott.zahorik@aeoa.org

Arrowhead Economic
Opportunity Agency

702 S. 3rd Avenue

Virginia,
MN
55792

Electronic Service

No

OFF_SL_19-442_GR-19-
442
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