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DEPARTMENT
Before the Minnesota Public Utilities Commission

Comments of the Minnesota Commerce Department
Division of Energy Resources

Docket No. G0O11/D-20-515

I. INTRODUCTION

On June 1, 2020, Minnesota Energy Resources Corporation (MERC or the Company) filed a petition
(Petition) with the Minnesota Public Utilities Commission (Commission) requesting approval of its
proposed depreciation rates effective January 1, 2020. MERC’s Petition is an update to its most recent
comprehensive five-year depreciation study, filed in Docket No. G011/D-17-442 (the 2017 Depreciation
Docket). For all property accounts except account 390, Structures and Improvements, the average
service lives and salvage rates proposed in the Petition are unchanged from those approved in the
2017 Depreciation Docket, and remaining lives have been updated to reflect the passage of time and
plant activity (i.e. additions, retirements, transfers, etc.). The depreciation parameters and rates for
account 390 reflect changes ordered by the Commission in MERC’s prior depreciation docket, Docket
No. G011/D-19-377 (the 2019 Depreciation Docket), as described in greater detail below.

As indicated in Attachment 1 to MERC’s Petition, the application of the proposed depreciation rates to
plant and reserve balances as of December 31, 2019 would result in estimated annual depreciation
expense of $13.9 million, or $0.1 million higher than depreciation expense would be under current
depreciation rates. The proposed depreciation parameters would yield a total utility depreciation
accrual rate of 2.37 percent, or two basis points higher than the total utility accrual rate yielded by the
currently approved depreciation parameters (2.35 percent).

In addition, in April of this year, MERC informally proposed to the Minnesota Department of Commerce,
Division of Energy Resources (Department) that, due to the amount of time that has elapsed since the
Company filed its Petition, it be allowed to skip its annual depreciation filing for 2021, and file a five-year
study in 2022, as required by the Commission’s January 8, 2020 Order (January Order) in the 2019
Depreciation Docket. The Department discusses the Company’s proposal in greater detail below.

Il. DEPARTMENT ANALYSIS

The Department examined MERC's Petition for compliance with filing requirements and previous
Commission Orders, as well as for the reasonableness of the proposed remaining lives, salvage rates,
and depreciation rates.
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A. COMPLIANCE WITH FILING REQUIREMENTS AND PRIOR COMMISSION ORDERS
1. Compliance with Minnesota Rules

Minnesota Rules, parts 7825.0500-7825.0900 require public utilities to seek Commission certification
of their depreciation rates and methods. Utilities must use straight-line depreciation unless the utility
can justify a different method. Additionally, utilities must review their depreciation rates annually to
determine if they are generally appropriate and must file depreciation studies at least once every five
years. Once certified by order, depreciation rates remain in effect until the next certification.

MERC employs a straight-line depreciation method and files annual depreciation studies with the
Commission, and thus complies with those requirements. Additionally, in 2019, MERC appears to have
used the depreciation rates from the 2019 Depreciation Docket to calculate depreciation expense for
most plant accounts. However, during its review, the Department noted that the depreciation rates
implied by the 2019 depreciation accruals and plant balances for accounts 381 and 383 differed from
those approved in the 2019 Depreciation Docket.*

In its response to Department Information Request (IR) No. 2, MERC provided a schedule that
recreates its actual monthly depreciation accruals for accounts 381 and 383.2 The schedule shows that
MERC effectively calculates two separate depreciation rates for its plant accounts. The first
depreciation rate specifically accounts for the portion or depreciation expense associated with the
original cost of the plant in the account. MERC refers to this rate as the “life depreciation rate.” The
second depreciation rate reflects the cost of removal component of depreciation expense. MERC
refers to this rate as the “cost of removal rate.” The sum of the life and cost of removal rates equals
the depreciation rate approved by the Commission for each account in the 2019 Depreciation Docket.
MERC applies the two depreciation rates to each accounts’ monthly plant balances to derive total
monthly depreciation expense. However, for accounts 381 and 383, in each month, after applying the
life and cost of removal rates, MERC includes an additional adjustment to depreciation expense that
exactly offsets the cost of removal component of depreciation expense, leaving only the life
depreciation expense.? As a result, the final monthly depreciation accruals for the two accounts do not
reflect the depreciation rates approved in the 2019 Depreciation Docket.

MERC explained via email that in its depreciation petitions, it calculates a single depreciation rate for
each plant account that reflects both life depreciation and cost of removal. In its actual monthly
depreciation calculations, however, it separates life depreciation from cost of removal, and calculates

1 During its review, the Department also noted that the depreciation rates reported in the Petition as being applied during
2019 to the subaccounts of Plant Account 390, Structures and Improvements, differed significantly from the depreciation
rates approved in the 2019 Depreciation Docket. However, the Company explained the differences between the approved
and actual depreciation rates in its response to Department IR No. 3. Based on the Company’s explanation, the Department
concludes that MERC’s 2019 deprecation accruals for Plant Account 390 were reasonable. See Department Attachment 1.

2 See Department Attachment 2.

3 See column K of the schedule MERC provided in its response to Department IR 2, included with these comments as
Department Attachment 2.
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separate depreciation rates and accrues separate reserve balances for each component of depreciation
expense. MERC further explained that for accounts 381 and 383, the cost of removal reserve
requirement has been met. In other words, with respect to the cost of removal component, the
accounts are fully depreciated. As a result, in its actual monthly depreciation calculations, MERC made
the adjustments referenced above intentionally to zero out the cost of removal component of
depreciation expense.

The Department has concerns with this apparent mismatch between the Company’s depreciation rate
calculations as presented in its depreciation petitions, and the calculations MERC uses to calculate and
accrue its actual depreciation expense. As is the case here, the difference resulted in MERC not
applying approved depreciation rates for accounts 381 and 383 in 2019. In 2019, the impact on
depreciation expense was small (approximately $30,000 total across both accounts), but in the right
circumstances, this mismatch could have more significant impacts.

Due to the small dollar amounts involved in 2019, the likelihood that any impacts in 2020 and 2021 will
be similarly small, and MERC’s confirmation that accounts 381 and 383 were the only accounts in
which this issue occurred, the Department concludes that no correction or specific action by the
Commission is necessary at this time. However, the Department recommends that the Commission
require MERC, in its next depreciation filing, to provide a discussion of the difference between the way
it calculates depreciation rates in its depreciation petitions and how it applies those rates in calculating
its actual depreciation expense, and whether these practices result in reasonable and correct
depreciation accruals.

2. Compliance with Prior Commission Orders

The Commission’s January 8, 2020 Order (January Order) in Docket No. G011/D-19-377 (the 2019
Depreciation Docket) required MERC to file its next annual depreciation petition by June 1, 2020, and
its next five-year study by June 1, 2022. MERC's Petition was filed on June 1, 2020, and therefore
complied with this requirement.

The Commission’s January Order also required the Company to depreciate its Rosemount, Rochester,
Cloquet, and Albert Lea Service Centers individually within account 390, and depreciate the other 18
buildings in account 390 as members of the minor buildings subaccount, using the depreciation
parameters set forth in the 2019 Depreciation Docket. The Department reviewed MERC'’s Petition and
concludes that the Company complied with this requirement.

In addition, the Commission’s January Order required the Company, in future depreciation filings, to
identify new or existing buildings that exceed a threshold total book value so that those buildings can
be considered for individual depreciation, rather than being included in the Minor buildings group
subaccount of Plant Account 390. In its Petition, the Company stated that it did not identify any
buildings that meet this requirement. Therefore, the Department concludes that the Company
complied with this requirement.

B. REASONABLENESS OF PROPOSED REMAINING LIVES, SALVAGE RATES, AND IMPACT ON

RESULTING DEPRECIATION RATES
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1. Proposed Lives and Salvage Rates for all Property Accounts Except Account 390, Structures
and Improvements

The average service lives, survivor curves, and salvage rates MERC used in its Petition to develop its
proposed depreciation rates were established in the 2017 Depreciation Docket (for all property
accounts other than account 390) or in the 2019 Depreciation Docket (for account 390). The
Department concludes that those depreciation parameters continue to be reasonable.

Generally, a plant account’s remaining life is a function of its average service life, assumed survivor
curve, and the age of property in the account, which is tracked by vintage. Thus, even when an
account’s assumed average service life does not change, plant additions can lengthen the account’s
remaining life, as the new property will be expected to survive longer than older property in the
account. Similarly, retirements of older property in an account can also lengthen the account’s
remaining life, as the weighted average age of the property in the account would decrease. Barring a
change in the age-makeup of property in an account, its remaining life would be expected to decrease
by approximately one year from one depreciation study to the next if the account’s average service life
does not change. 4

In its Petition, MERC proposed updated remaining lives that reflect the passage of time as well as plant
activity (additions and retirements) in its accounts. The Department reviewed MERC’s proposed
remaining lives and concludes for all property accounts other than Account 390 that they are
reasonable. The Department also concludes that MERC’s proposed depreciation rates, which are in
part a function of the accounts’ remaining lives, are also reasonable.

C. PROPOSAL TO SKIP 2021 DEPRECIATION STUDY

As noted above, MERC informally proposed to the Department that the Company be allowed to skip its
planned 2021 depreciation filing and have its next five-year study, currently due by June 1, 2022, be its
next depreciation filing.> The Company stated that due to the amount of time that has elapsed since it
filed its Petition, and the limited amount of time between the date of the Commission’s order in this
Docket and the due date of its 2022 depreciation study, a 2021 depreciation filing will have limited
value.

The Department notes that if MERC were to make a depreciation filing this year, the average service
lives and salvage rates of its plant accounts would almost certainly be unchanged from those included
in the Petition. As described above, due to the passage of time and plant activity, the remaining lives
of the accounts are likely to change, and as a result the accounts’ depreciation rates are likely to
change. However, absent significant additions or retirements, any such changes to depreciation rates
are likely to be small. While the Department strongly prefers that depreciation rates determined using

4 Due to the probabilistic nature of the remaining life calculation, the remaining life of an account that has had no additions,
retirements, transfers, etc., would actually be expected to decline by slightly less than one year.
5 See Order Point 2 of the Commission’s January Order.
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a remaining life methodology be updated every year, the Department agrees that given passage of
time in this instance, it would be reasonable for MERC to skip its 2021 depreciation filing as long there
was no plant activity in 2020 that would be expected to result in changes in depreciation rates, and
that failure to implement those rates may negatively impact ratepayers.

In its response to Department IR No. 1, MERC provided updated schedules showing its plant and
reserve activity during 2020, similar to schedules 1A and 1B of its Petition.® As shown in those
schedules, MERC’s 2020 beginning total gas plant balance $614.0 million, and the Company recorded
plant additions totaling $95.8 million during the year, and retirements of $3.8 million. While the
additions are significant in amount relative to the beginning plant balance, the Department notes that
these additions would lengthen the remaining lives of the affected accounts, which would in turn lower
the depreciation rates for the accounts. Lower depreciation rates would result in lower depreciation
expense. Therefore, the Department concludes that if the Commission were to allow MERC to skip its
2021 filing, MERC’s 2021 depreciation expense is likely to be higher than it otherwise would have been,
and ratepayers would not be harmed. Because of this, the Department recommends that the
Commission approve MERC’s request to skip its 2021 depreciation filing, and instead let the Company’s
next five-year study, due by June 1, 2022, be its next depreciation filing.

IIl. CONCLUSION AND RECOMMENDATIONS

After review, the Department recommends that the Commission:

1. Approve the depreciation parameters and rates proposed in MERC's Petition, effective
January 1, 2020;

2. Allow MERC to use the depreciation rates proposed in its Petition for 2020 in 2020 and
2021; and

3. Require MERC to its next five-year depreciation study by June 1, 2022.

4. Require MERC, in its next depreciation filing, to provide a discussion of the difference
between the way it calculates depreciation rates in its depreciation petitions and how it applies
those rates in calculating its actual depreciation expense, and whether these practices result in
reasonable and correct depreciation accruals.

/ar

6 See Department Attachment No. 3.
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Minnesota Department of Commerce
85 7th Place East | Suite 280 | St. Paul, MN 55101
Information Request

Docket Number: G011/D-20-515 XINonpublic X Public
Requested From: Joylyn Hoffman Malueg Date of Request: 5/3/21
Minnesota Energy Resources Corporation Response Due: 5/13/21

Type of Inquiry: Financial

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): Craig Addonizio

Email Address(es): craig.addonizio@state.mn.us

Phone Number(s): 651-539-1818

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket
number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

Request Number: 3

Topic: 2019 accruals for account 390

Reference(s): Sept. 15 Petition, Attachment A; Oct. 30 Reply Comments, Attachment B
Request:

a. In Docket No. G011/D-19-377, in response to Department Information Request No. 2, MERC provided a
manual recalculation of monthly depreciation expense during 2018 for all of its plant accounts. Please
provide the same calculations for 2019 depreciation expense for each of the subaccounts within plant
account 39000, as shown in the table below.

Approved
2019 Ending 2019 2019 Accrual
Plant Balance Accrual Implied Rate
Account 39000 (Stmt. 1C, (Stmt. 1C, Accrual (Stmt. 1C,
Subaccount Col. D) Col.)) Rate Col. K) Difference
A B C=B/A D E=D-A
Minor 6,609,175.96  435,863.03 6.59% 2.74% 3.85%
Albert Lea 1,345,133.86 2,360.60 0.18% 2.15% -1.97%
Cloquet 3,174,517.11 78,754.47 2.48% 4.46% -1.98%
Rochester 3,405,757.82 11,269.88 0.33% 2.32% -1.99%
Rosemount 7,302,605.66 12,131.45 0.17% 2.15% -1.98%

(continued on next page)

To be completed by responder

Response Date: May 13, 2021

Response by: Tina Wuyts

Email Address: tina.wuyts@wecenergygroup.com
Phone Number: 920-433-4951
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Minnesota Department of Commerce
85 7th Place East | Suite 280 | St. Paul, MN 55101
Information Request

Docket Number: G011/D-20-515 XINonpublic X Public
Requested From: Joylyn Hoffman Malueg Date of Request: 5/3/21
Minnesota Energy Resources Corporation Response Due: 5/13/21

Type of Inquiry: Financial

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): Craig Addonizio

Email Address(es): craig.addonizio@state.mn.us

Phone Number(s): 651-539-1818

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket
number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

b. Please explain why the 2019 implied accrual rates (shown in column C of the table above) do not match
the approved accrual rates, as shown in column D (which match the accrual rates shown in the Table on
page 5 of the Department’s October 4, 2019 Response Comments in Docket No. G011/D-19-377).

c. Given the differences between the approved and implied accrual rates shown in column E in the table
above, please explain why MERC’s 2019 depreciation accruals were reasonable for Account 39000 as a
whole, as well as each of its subaccounts.

MERC Response:

a. Please refer to the attached file for the 2019 actual depreciation expense calculations for plant account
39000. MERC uses the company’s capital asset management system to calculate monthly depreciation
expense. However, the file provided includes a manual recalculation of the 2019 depreciation expense.
MERC notes that the December 2019 depreciation expense includes adjustments for new depreciation
rates approved in Docket No. G-011/D-19-377, which had a retroactive effective date of January 2019.

b. In Docket No. G-011/D-19-377, the Commission ordered MERC to depreciate the Rosemount, Rochester,
Cloquet, and Albert Lea Service Centers individually. As these buildings were historically grouped
together, asset and reserve transfers were completed in MERC's asset management system to maintain
these buildings in separate depreciation groups. The assets were transferred to the new depreciation
groups in November 2019. The depreciation reserve amount transferred in that transaction included the
January through October 2019 depreciation expense, which was initially incurred at the minor building
depreciation group. The amounts in the chart below represent the January through October 2019
depreciation expense that was incurred at the minor depreciation group and subsequently moved to the

To be completed by responder

Response Date: May 13, 2021

Response by: Tina Wuyts

Email Address: tina.wuyts@wecenergygroup.com
Phone Number: 920-433-4951
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Minnesota Department of Commerce
85 7th Place East | Suite 280 | St. Paul, MN 55101
Information Request

Docket Number: G011/D-20-515
Requested From: Joylyn Hoffman Malueg
Minnesota Energy Resources Corporation

Nonpublic Public
Date of Request: 5/3/21
Response Due: 5/13/21

Type of Inquiry: Financial

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): Craig Addonizio

Email Address(es): craig.addonizio@state.mn.us

Phone Number(s): 651-539-1818

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket

number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

individual depreciation groups via a reserve transfer. These amounts are part of the 2019 Transfers &
Adjustments on Statement 1B, Column I. The depreciation reserves at the end of December 2019
appropriately reflect the reserves for each of the building depreciation groups.

2019 Accrual 2018 Accrual Adjustment
(5tmt. 1C, Col. 1) (Part of T&A on Stmt. 1B, Col 1) 2019 Adjusted Accrual
Minor 435,863.03 (290,030.30) 145,832.53
Albert Lea 2,360.60 26,494.88 28,855.48
Clogquet 78,754.47 62,546.71 141,301.18
Rochester 11,269.88 64,019.95 75,289.83
Rosemount 12,131.45 136,968.95 1439,100.40

c. Please see MERC's response to part b. above.

To be completed by responder

Response Date: May 13, 2021
Response by: Tina Wuyts

Email Address: tina.wuyts@wecenergygroup.com

Phone Number: 920-433-4951
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Minnesota Energy Resources Corporation Response Due: 5/13/21

Type of Inquiry: Financial

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): Craig Addonizio

Email Address(es): craig.addonizio@state.mn.us

Phone Number(s): 651-539-1818

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket
number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

Request Number: 2

Topic: 2019 accruals for plant accounts 38100, 38300, and 39216
Reference(s): Petition, Attachments 1B and 1C

Request:

In Docket No. G011/D-19-377, in response to Department Information Request No. 2, MERC provided a manual
recalculation of monthly depreciation expense during 2018 for all of its plant accounts. Please provide the same
calculations for 2019 depreciation expense for plant accounts 38100, 38300, and 39216.

MERC Response:

Please refer to the attached file for the 2019 actual depreciation expense calculations for plant accounts 38100,
38300, and 39216. MERC uses the company’s capital asset management system to calculate monthly depreciation
expense. However, the file provided includes a manual recalculation of the 2019 depreciation expense. MERC
notes that the December 2019 depreciation expense includes adjustments for new depreciation rates approved in
Docket No. G-011/D-19-377, which had a retroactive effective date of January 2019.

To be completed by responder

Response Date: May 13, 2021

Response by: Tina Wuyts

Email Address: tina.wuyts@wecenergygroup.com
Phone Number: 920-433-4951
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Minnesota Department of Commerce
85 7th Place East | Suite 280 | St. Paul, MN 55101
Information Request

Docket Number: G011/D-20-515 XINonpublic X Public
Requested From: Joylyn Hoffman Malueg Date of Request: 5/3/21
Minnesota Energy Resources Corporation Response Due: 5/13/21

Type of Inquiry: Financial

SEND RESPONSE VIA EMAIL TO: Utility.Discovery@state.mn.us as well as the assigned analyst(s).
Assigned Analyst(s): Craig Addonizio

Email Address(es): craig.addonizio@state.mn.us

Phone Number(s): 651-539-1818

ADDITIONAL INSTRUCTIONS:

Each response must be submitted as a text searchable PDF, unless otherwise directed. Please include the docket
number, request number, and respondent name and title on the answers. If your response contains Trade Secret data,
please include a public copy.

Request Number: 1

Topic: Dec. 31, 2020 Plant and Reserve Activity
Reference(s): Petition, Attachments 1A and 1B
Request:

Please provide updated versions of Attachments 1A and 1B showing plant and depreciation reserve activity during
2020.

MERC Response:

Please refer to the attached file for the 2020 plant and depreciation reserve activity. Please also see MERC’s June
1, 2020 Initial Filing petition at page 4, which provides a narrative on any major future additions or retirements to
plant that may have a material effect on the current certification results.

To be completed by responder

Response Date: May 13, 2021

Response by: Tina Wuyts

Email Address: tina.wuyts@wecenergygroup.com
Phone Number: 920-433-4951
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paid in the United States Mail at St. Paul, Minnesota.

MINNESOTA DEPARTMENT OF COMMERCE — COMMENTS

Docket No. G011/D-20-515

Dated this 7t" day of June 2021

/s/Marcella Emeott
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