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L TheAls

mmm&m&mt‘ormmmﬂheboa:dapphmﬁonofﬁwavemgc
- owverall increase to the Residential, General Service, LE&P, LP, Municipal Pumping, and

' Lighting chasses. He concluded that none of the proposals for large increases to the :

Rmmcmtmmm«mmﬁmmmmmmdmwiom

Muorcover, be decidied that concen for the econumic situation of the LP customers should not
m&mmﬁxmm&mxﬂm andLL&Pclasscs

Am&ght!cﬂulmmmummmmmmmdemdmm '
respoasibifity for the Residential class based solely on cost.  He found that the underrecovery
of revenve fiom the Residential class is a product of prior Commission decisions. ‘In past
&mhmwmmmhﬂnUcMmmﬂmtmmthc
mmdmmm :

WMMMMMIMWWMMPfWMGm Service class
would bave a negative impact on the small business customers in MP's service area. He
MM&:Mhmssmmmavmympoﬂamm:ofme economy in
noctheastern Mimnesota. o

--ThcAUWﬂmﬂrmdoﬂhemMampomhvcewnommmNmm for LP

customers in the near future. In addition, the ALJ noted that the Commission has waysto
mmma&wmmaamm '

The ALY mmndadﬂn( the additional revenues fromNauonal be distributed using thc

same 2pportionment methodology descn’bed above, an even across the board application to all
clasees

C. - Cn.nm'nsien Action on Residential Class Revenue Allocation
L. Semmary of Commission Action

The Commission finds that the facts of this case support and require shifting responsibility for
more of the Company’s reverue requirement to the res*dential class. The Commission will
authorize a2 21% residential rate increase, phased-in over three years to mitigate its impact.
The first year increase will be 13.5% over pre-rate case rates.'”” The second and third year.
increases will be 3.75% over pre-rate case rates. The first and largest increase will apply only
1o usage amounts exceeding the "lifeline” usage level of 350 kWh.

This increase is lower than the proposals submitted by the Company, the Department, and the
large volume customers and higher than the proposals submitted by the RUD-OAG and the
Senior Federation. The Commission believes this increase represents the most equitable and
workable balance of the cost and non-cost factors that govern rate design.

> The first year increase can be larger because the potential for rate shock has been
reduced by customers’ paying higher rates during the interim rate period.
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This action does not reflect a fundamental rethinking of the role of cost and non-cost factors
in rate design, a retreat from the Commission’s longstanding commitment to affordable
residential mtes. or any other major policy reversal. It reflects the careful application of
traditional rate design principles. the Commission's expertise, and its best judgment to the .
t’am of this case.

T!ns dsecxmn is explained more fully below.

2. ‘The Costs of Scnring the Residential C!ass Have Increased and
Are A.symmetriul with Ruidential Rates

Cost studies are imprecise lools. and the nctual costs of serving any customer class can be
debated interminably. In this case, however, no one disputes the point that residential rates do
not recover the costs of serving residential customers. The disputes center around the amount
of the shnrtfaﬂ and how the Commission should treat the shortfall in designing rates.

TbcCompanvsmstsmd:esshow!hMan825%mcreasewou!dbereqmredtobnng
residential rates to cost; the Department’s cost studies show that a2 100% increase would be
required.”! Current residential rates average 5.388 cents per kWh; a reasonable

| ammmofﬁtavetagecostoﬁhmkﬁowatthouns9ﬁ7cents

: Tt!: gap bctm:en lhc msxdennal class s conm'bunon to the revenue requlrement and the

om'bmmnsoxo!hcrclassshasgmwnsmoetheCompanyslastmtccase becausethecosts -

of serving residential customers have increased.  Since 1988 the Company has increased its
investment in its teadennal distribution system by some 60%, or $13.5 million. Rate base
has otherwise generally declined. Similarly, the Company has upgraded 1ts customer _

mmnngmmngexpemesmthatamaby 80%

In short, the cost increases driving this rate case are la:gs:ly attnbutable to servmg residential
customers. This fact, while not determinative, is an important consideration in allocating
revenue responsibility among the customer classes.

3. Large Customers Cannet Pick up the Slack

It is axiomatic that non-cost factors play an important and often decisive role in rate design.
Ability to pay, ability to pass on and diffuse costs, ability to deduct costs from taxes, rate
stability, efficient use of resources, and impact on conservation are typical non-cost factors the
Commission considers in designing rates.

The RUD-OAG and the Senior Federation argue that non-cost factors justify or require
assigning the residential class responsibility’ for no more than a pro rata share of the revenue
increase awarded in this case. They believe large volume customers, especially Large Power

" The difference is due mamly to dszerences in prolected revente requirement, not cost
allocation petween customer classes.
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' eustometb. can abeorb cost increases more read:ly than residential customers and that their
contribution to the costs of pmwdmg residential service should increase to the extent
necessary to hold residential rate increases to a pro rata share of the total rate increase. The:
Commission disagrees.

There are limits to the ability of large volume customers, especially Large Power customers, L
to absorb rate increases. The Commission belicves pro rata increases would stretch if not
exceed those limits.

The taconite producers, who with the wood and paper products industry account for 54% of

‘Minnesota Fower’s revenues, have introduced persuasive evidence that intense global

competition has severely reduced their ability to pass on and diffuse utility cost increases.

Although there is widespread optimism that the industry’s low point is behind it, capacity

remains 35% below levels prevailing 15 years ago. Furthermore, taconite production is such

an energy-intensive process (electricity constitutes 16% of productxon costs) that mcreased
energy costs can jeopardnze 1nd1v1dual producers survwal :

Potlaxeh, a large wood and paper products producer, mtroduced persuasnve evldence that tight
profit margins in that industry force continual rethinking of all components of produetlon
costs. This rethmkmg has aiready led Potlatch to produce 70% of its own energy :

In short, this Commnssxon s abxhty to place more respons;bthty for total system costs on large
ratepayers is at or near its limits." Self-generation is clearly a realistic alternative to
purchasing power for price-sensitive customers heavily dependent on electnc1ty Self-

* generation harms the system and all rcmammg customers-by shifting to remamlng customers
the portion of fixed costs formerly bome by the self-generator. -

Even worse than self-generauon, however, is plant closure. Energy costs can significantly
affect profits in energy intensive industries such as taconite production and can contribute to
business failure. This is worse than self-generation because not just the utility system, but the
community itself is deeply and adversely affected. :

The Commission concludes that under current conditions it would be imprudent and
counterproductive to increase rates for large customers to the extent necessary to limit the
residential rate increase to a pro rata share of the overall increase.

4. The Authorized Inerease is .iust and Reasonable

The Commission is keenly aware of the economic distress many of the Company’s residential
customers face and knows that that distress is more prevalent and intractable in northeastern

'* By this the Commission does not imply it would impose those costs on large customers
if it could. If the ability to shift costs were there, the Commission would have to carefully
consider fairness, efficient use of resources, conservanon effects, and all othcr cost and non-
cost faCtOl’S before reachmg a decision.
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pmpusals for lugher increases represented major departurcs from Commission precedent and
mailor policy reversals. He would perhaps place the increase approved here in that category as
well,

While the Commission appreciates this close attention to earlier Orders and articulated policy,
the Commission does not read previous Minnesota Power Orders as the Administrative Law

Judge does. The two 1988 Orders. for instance, were clearly grounded in the unique facts of
that case - the Company had come in for a rate increase and had received a decrease instead.

" The Commission expressed concern about the apparent iimbalance between the costs of

providing rts:dcnual scn':ce and resxdenual rates in the ﬁrst Order. but concluded as follows:

The Resxdentml class appenrs to be the customer group most below cost based
solely on the results of the cost of service studies. However, the Commission
has already found that the class cost of service study ovcrst'ates_the‘ Residential,
and other non-LP class, revenue responsibilities due to changes in LP usage
patterns.. The Commission finds the unrehablht) of the cost study results
discussed previously, coupled with non-cost factorssuch as the’ economic’
sttuation of Residential customers in MP’s service area; ‘make it reasonable to
_mamtam the Residential class revenues at the level ex1st1ng before the rate case

In the Matter of the Petition of Minnesota Power"& Light Comggn_g, dbla
Minnesota Fower. for Authority to Change Its Schedule of Rates for Retail
Electric Service in the State of Minnesota, Docket No. E--15/GR-87-223,
FINDINGS OF FACT, CONCLUSIONS OF LAW, AND ORDER

| (Mamh 1, 1988) at 91.

Significantly, however, that Order rejected requests to lower residential rates and granted
requests to lower Large Power and Lighting rates. Then, on reconsideration the Commission
increased residential rates by 1% overall, when faced with the need to make up an additional
$2,636,529 revenue deﬁcxency 7o .

These Orders by no means established a conscious policy to go to extraordinary lengths, then
or in the firture, to shield residential customers in this economically distressed area from rate
increases. In fact, residential ratemaking issues were not treated in detail in either Order.

Finally, it is important to remember that no rate case issues are more intimately bound to
particular facts, more legislative in nature, and less amenable to resolution by precedent, than
rate design decisions. The 1988 rate design decisions were tied to the facts of that rate case,
just as the rate design decisions made here are tied to the facts of this rate case. There, as
here, no long term policy on residential rates was considered practical or desirable.

' ORDER AFTER RECONSIDERATION AND REHEARING (May 16, 1988).
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mmmmmd@@mdywxandmpredwmbkom time. The
Commission must preserve its abthty to deai fairly and effectively with the situation each rate
Kase presents. :

D. cmm»mnummcmnmumm |

.mCmmmMMdnﬁcuofthumwﬂnWmmonomwowmn
increase™, to the General Service, Municipal Pumping and Lighting classes. These classes,
except for the Lighting class, are cusrently paying rates of retum above the system average
rate of return.  For this resson, the Commission will authorize a 6.5% rate increase, which
,mmmemmdmmmmwmmcm

Smthehl&?mdﬂc@mmmcharﬂesofmwcﬂabovcthe system
average, the Commission finds it appropriate to authorize a lower increase for these two
classes. In addition, the Commission finds it approprizte to distribute revenues resulting from
d:eplmd-ininum!oﬂrkcsiduuialdmbmktoﬂmLPmLL&Pclasscsasactcdit.-

Ahhoughﬂmem&xxmmﬂmmdmgmdmg&achmlch&mtcofremmforme
Lighting class, the Commission recognizes that both cost studies indicate that this class is
paying below the system average rate of retumn.  For this reason, the Commission finds it

~ appropriate to authorize the overall increase for this class. The Commission encourages the
Cnmpmyto(k\':bpmwmhgnmgasxomcrcostaﬂomwn method to be included
mnsxmmm. OEANE .

TheCnnmypoposadanmmofzo l3%forthcf)ualfml Rﬁ:dcnnal classand an
increzse of 45.63% for the Dual Fuel Commercial class. LLPG objected that there was
isufficient cost information in the record to support the proposed changes. The Commission
finds that these increases are intended to reflect current costs and market conditions and that
contrary to LLPG’s assertion, there is sufficient cost information in the record to support the
proposed increases. There was no other objection to the Company’s proposals Therefore,
the Commission finds lhese increases to be apptomate

E. Allocation of National Revenues

The Commission finds it appropriate that all classes share fairly in the revenues derived from
the National reopening. For this reason, the Commission authorizes that the non-test year
National revenues be apportioned to all non-interruptibie classes on a proportional basis as
recommended by the Department..

*The overall increase granted by the Commission in this case is about 6.4%.
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F. Resideatial Class Rate Design |
L Cem&lﬂlon of Residential Rate Areas
- Mium Power’s Pmpoui

hilg pmpoud to consolidate Residential Rate Ams L 11, and 111 into a single residential rate.
area. MP testified that the current mate levels vary slightly by rate area. It also testified that
the climination of the three distinct rate areas would s:mphfy the residential rate and reducu |
administrative costs of applying the rate. '

b 'Tbebcpcrhmnt

mwmm the(.‘ompmysptoposed consolidation of the three
residential rate aveas be rejected.  Department witness John Kundert testified that the
Company bad mot performed a cost study that indicates whether the costs of serving the
&ﬁummmmﬂnmmmmmhdamn wonldmduce costs.

!c.-_- The ALY
"T&Al.lmahebqummsmommcndanon. HemncludedthatMPhadnot

| 'mndeduwdmumﬁﬁmgﬂﬂ&cmﬂofmmgtheﬂuwrﬂemm&csame,oztﬁat

d.. CoumnAchna

The Commission adopts the Company’s pmposal to consohdatc the lhree resxdennal rate areas.
The Conanission expects that the consolidation will promote efficiency and reduce costs. It

_ notes that the record does not demonstrate quantifiable cost savings from the consolidation.
However, the Commission finds that it is reasonable to assume that some cost savings and
cenainly increased eﬁicmmes will occur as a result of the consolidation.

To the extent that the existing classification into three rate areas is arbmary and does not
reflect cost, the Commission finds the existing separation to be unfair. The Commission notes
that the sitnation in wiich two customers live next to each other but pay different rates often
causes confusion. The consolidation will eliminate any such confusion. '

2 Residential Customer Charge
a Minnesota Power’s Proposal
The Company proposed to increase the existing residential customer charge from $4.12 in

Rate Areal, $4.17 in Rate Area 11, and $4.22 in Rate Area Ili, to $5.00 for the consolidated
residential rate area. The customer charge would continue to include the first 50 kWh-of
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usage. Because the Comuany s CCOSS shows that the current customer charges underrecover

customer-related costs, thc Company proposed an increase in the customer charge that is
larger than the increase to other energy blocks..

The Company also proposed that the entire amount of any phased-m increase be applied to
the customer charge. Under the Company’s proposal the residential customer charge would
go up by $1.34 in 1996 and by the same amount in 1997. This 1mphes a customer charge of
35.00 in 1995, $6.34 in 1996, and 8708 in 1997.

: b. 'I‘he Department
lnitially, the Department recommended that more of the proposed rate increase be applied to
the customer charge (than proposed by the Company), since the Department’s CCOSS
indicates a residential customer cost of $34.32. However, in its Imtlal Bnef the Department
tecommended adophon of the Company s proposal

c. Semors

" The Seniors proposed that MP’s minimum bill, which included the customer charge, be

maintained at a low level and that any revenue to be recovered be recovered through the

energy charges. The Seniors proposed that thc customer charge not be mcrcased to more than |

$500evenaﬂeraphascd—mmcmse ,
d.  TheALJ

The ALJ found that the Company’s ptoposed rate structure for residential rates should be
revised. He recommended that it be revised so as to lessen the impact on low income

ratepayers and to more reasonably share the increase with those residential ratepayers who are
more able to pay. ‘

He concluded that MP’s proposal for residential rate design places most of thé increase on the
front end charge, the customer charge and lifeline block. This structure affects low income
ratepayers more adversely than other residential ratepayers.

The ALJ found, as part of any future rate case filing containing large. increases for residential
customers, that the Company should file a plan for reducing the impact of the increase on low
income resndcnt]al customers.

e, Commission Action

The.Commission will adopt the Company’s proposal to increase the customer charge to $5.00
as part of the initial increase to residential rates. However, the Commission will not adopt the
Company’s proposal to apply the phased-in increase to the customer charge. Instead, the
Commission will apply the phased-in increases in 1996 and 1997 to the energy raie blocks
and not to the customer charge. .
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There are several reasons for this. First is the confusion and annoyance expressed by %

residential ratepayers at the prospect of a higher customer charge The Commission finds that
readenual mtcs should be understandablc and credible to those who pay them.

‘Second, the rceord of tl'ns case clcarly demonstrates that increases to the customer charge
create significant billing impacts on low use customers. The record also demonstrates that
low income customers are least able to absorb a large rate increase. In addition, inreases to
the customer charge, as proposed by the Company and the Department, would have a

. signifi cant brllmg rmpact on all customers tnkmg seMee at the hfelme rate level.

- Third, clmrges unrelated to usage conﬂ:ct wrth conservation mcentwes and the Commlssron is
unwrllmg to send this anti-conservation srgnal to the residential class

' None of the reasons for increasing the customer charge, better resource al!ocatlon through
more accurate price signals, greater revenue stability, fairer distribution of fixed costs, reach a
level of i mportance that justifies the adopuon ofa conﬁxsmg rate structure or one that wﬂl
create rate’ shock for !ow use customers

In sum, the Commrsron believes a $5.00 customer charge compares well across the country,
and recognizes the economic srtuatron of MP’s resrdentral ratepayers

3. Rsrdentlal Encrgy Charge
‘2.  Minnesota Power’s Proposal o

The Company proposed to maintain a lifelirre rate feature in its residential rate. MP’s lifeline
rate applies to all residential customers and it ensures that an essential level of usage is
provided at an affordable level. MP’s residential rate dcsrgn also contains a declining tail
block.

MP proposed an increase of 12% to the lifeline energy block, an increase of about 20% to the
energy block for usage between 350 and 700 kWh (i.c. thc mid block), and, an increase of
about 15% for the tail block.

b. The Departnient

The Department testified that it has consistently recommended elimination of block rate
structures because these rate structures have no cost basis. However, it noted that flattening
the Company’s block structure while imposing a large overali increase could have extreme
billing impacts on low-use customers. Consequently, the Department proposed maintaining
the Company’s block rate structure. However, it recommended that MP move toward
reducing and ultimately eliminating its block rate design in future rate cases.

c. Seniors
The Seniors proposed that the Company’s customer charge remain at a jow level and that any

revenue to be recovered be recovered through the energy charges, first to the tail block-and
then tc the mid block. This proposal results in flattening the rate for vsage above 350 kWh.

76



WPD-6
Cited Documents
Page 1935 of 2288

- The Seniors maintained that this rate design would help those most in need of help, and lets

those who can most afford it to pay. According to the Seniors, this rate design proposal:
(1) avoids disproportionately harsh billing unpacts to low use customers; (2) promotes the
conservation of energy; (3) promotes economic efficiency; nn_d (4) promotes continuity in

rates.

The Seniors noted, by Janvary 1997, under MP’s proposal for residential rates, the lifeline
rate would increase by 33%. The customer charge would increase by 88%. The Seniors
argued that the Commission lock closely at how customers are effected at the various  usage
levels and not let to look at an average ratcpayer '

The Seniors introduced Exhzblt 104 into the record of the case. This Exhibit shows that low-

use customers generally have less income and have small households. It maintained that kWh

usagc is not only related to income, but to household size as well. For this reason, the
argsed the greatest impact of MP’s proposal is on small, low-mcome households.

d Comnmmon Aetmn o

The Commmon supports the Company s proposal to maintain the lifeline rate feature of the
residential rate. It also ﬁndsthat,gwcn&erecord in this case, increases as large as 33% are
too dramatic for customers at this usage level (i.c. befow 350 kWh). 'For these reasons, the -
Commission will adopt the proposal by the Seniors to apply the mmal increase, first to the
tai} block, and next to usage above 350 kWh. The phased-in i increase will be apphed in equal

'pementagemcrmtoallthreerateblocks

The Commlsszon s mtent isto apply the mmal and phased in increases to the three rate blocks
in a way that will preserve the lifeline rate structure, - The Commission is conczrned that
customers at the lifeline usage level (i.e. 350 kWh and below) be protected from dramatic rate
- - . . . " : ) .

‘The Commission notes, however, that it does not have information on billing impacts of this

decision (given the revenue deficiency level authorized in this case). To the extent that
billing impacts are too dramatic at any usage level, the Commission may modify the way in

which the initial and phased-m increases are applied to the three rate blocks.

4. Customer Assistance Program for Low Income Customers
a. Seniors’ Proposal

The Seniors witness Pam Marshall proposed a comprehensive customer assistance program to
assist low income residential customers.. She argued that Minn. Stat. 216B.16, subd. 14,
passed in the 1994 legislative session, provides that the Commissic. may establish programs
for low income residential ratepayers in order to ensure affordable reliable and contmuous
service to low income utility customers.
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The Seniors’ ptopnzsnl for 2 customer assistance program included six components
affordability; arrcarage forgiveness; shut-off protection; targeted conservation; coordination
with Energy Assistance Program providers; and, the use of fuel funds for customers in a
uuhtv—rc!ami emergency.

The &:mots argued that customcr assistance programs have been proven to reduce collection
and write-off costs as well as other costs. They proposed that the Commission order MP to
sudyaﬁofﬂwpomnnalmngmhapmgmmhasmoffcrandto design a program using

b. 75 Minnmh Powcr

In :cspomtothe Scmors ptopoal foracmom amstanceprogram Company witness
AllmflamonaxgwdtlntMPsmdcnhal serwcewasalreadypncedatlessthamts full cost

_ofswme. -

For this reason, the Company opposod ﬁxrlher d:scounts to resxden’ual service. Howevcr,

" witmess Harmon testified that the Company was willing to- work with Commission and

Department staff, and other interested parties to develop an assistance program, the cost of
wbwhoouﬁbeoﬁ'sctbymducedcrcdztandcollecuoncosts. ‘He also testified that .
conservation program development, under the provisions of the. CIP legtslanon targetmg low
mnnems,slmuldbedonemsepmateCIP pmceedmgs. n o Ui

o. - The Depzrtment

Departiment witness John Kundert testified that the Company’s proposed rate increases and
rate design may have a unbalanced effect on low use, fow income customers. For this reason,
he proposed that the Company be required to review its ex1stmg low income programs to see -
if these programs could be used to reduce rate 1mpacts for low income customers.

Witness Kmdcn specifically noted that the Department is opposed to low income rates for
residential customers. He argued that the redistribution of income is a function best left to the
social welfare system. He also noted that the Department believes that arrearage forgiveness
send an inappropriate signal to low income ratepayers and that the Commission’s cold weather
rule already provides shut-off protection during cold weather season. He also suggested that

 targeted consorvatioo be discussed as part of the Company’s CIP program.

Department witness Kundert suggested that a fuel fund based on voluntary contributions might
be a reasonable addition to the Company’s customer assistance program.

: d. Commission Actioﬁ

The Commission finds that a fuller review of all the potential components of a customer

- assistance program, as discussed in the record of the case, would be of benefit to MP and to

all its customers. For this reason, the Commission will require the Company to work with the
Commission, Department and RUD-OAG staff, and interested parties to discuss and/or
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dcwhpammmmgrm fur Jow income tesidential customers.
This work group, among other things, should review: the six components of a customer
assistanoe program as proposed by the Seniors, the existing and potential CIP programs for
! mmmmmm&ummm ﬁmdasproposedbythe
Dem

mcmmmlhathc_smuﬁfnddmwﬂmm%minom
states have reduced collection and write-off costs as well as other costs. Moreover, the
Smmm&mu&mcmhmdwowmnggcfmgwmpmgrams
. have the potential to reduce rather than to create additional costs for the Company. The

: Cnmnwwmm&emkmmuﬁmmﬁemofpﬂmndcwnwngs

hm&mwmm&wﬂmwmaﬂﬂmmgmmsmdcrcm

that target low income customers. The Commission is concerned about the comparatively

mﬂpuhmnfﬁ?ﬁmbt!mmdumdmlow-mmcnsmmsgwmﬂmrnmbem
FSSION nahommumdhythelowpmumpanonmtcsthatthe&mpanyhas

admmd in lls low-—mme :wdcnnal CIP programs asdemonsuated by RUD-OAG Exhibit
"3k :

"Ithommonwiﬂexpeaamtﬁomthewmkgrotlpmhmamsonablepenod of timé
!mmhm-ﬂm.!mcmlm o . _ ;

s : Rtsuleutn! Dne! Fuel Intemptible Service

Hn:CompmposedtommethemforﬁnsmcebyZO%andtorewsethcmterrupt
 provision to allow testing for Mid-Continent Area P__t}wer Pool (M_APP) certification.

The Seuior Federation argued that the dual fuel rate was actually apromotxonal rate and
simﬂdthuefmbemmsadhvmeﬂmthem%pmposedby

The Depanmmtdidmtopposethc Company’s proposal.
- The Commission finds that the Company’s proposals to increase the rate for Residential Dual
Fuel Interruptible service by approximately 20% and to change the interrupt provision to
allow for MAPP certification are reasonable and appropriate.
" G.  General Service Rate Design
i. Cousolidation of General Service Rate Areas
a.  Minnesota Power’s Pfoposal
MP proposed to consolidate General Service Rate Areas I, I1, and 1l into a single General
Service Rate Area. The Company proposed the consolidation for the same reasons it
proposed consolidation of the residential rate areas: current rate levels vary slightly by rate

area; consolidation will simplify the general service rate; and, consolidation will reduce the -
admimistrative cost of applying the rate.
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mwmmmmmmsmmmmmmmmm
wrvice mbe areas be rejected for the same reason it recommended rejection of the proposal to

consotidiste the reshdential rote ancs. Accmﬁngtotheﬁcpatmt thcrusnospec:ﬂc cost
mmwumm '

S 'I‘IRAL.I

MWWMWSW&WMWWWTMMM
Suvmﬁxﬂnmmhmmdﬂnm fonheRcsndenual Service.

' "d. Cﬂmm

TheCmmuhptstthompmyspmposaltomhdatedwﬂueeGeneral Service Rate
Areas. As in the case of the residential rate areas, the Commission expects that the :
consotidasion will promote efficiency and reduce costs. it notes that the record does not
‘demonstrate quantifiable cost savings from the consolidation. - However, the Commission finds
nmmbhmm&ammammdmnlymmdcﬂ'cxmmsml! oceur

Tomucmrm&mmmmmmmarwsmarbmaryanddoesnct .
reflect cost, the Conmnission finds the existing separation to be unfair. ‘The Commission notes
M&mebmhmmsopammnmmmhmherbmpay
differem: rtes often creates confusion. '!'hecormhdanon ofgencral service rate areas wxll .

' ehmmthsbrpeofumﬁmon

Z Geuenl Service and Large Lnght and Power Interruptible Rxder

The Compan pmpmad a new lntemlpu“ble Rider as an altematxve to its Commercial Dual
Fuei Interruptible sexvice for customers with loads over 200 kW. The Company proposed to .
se:xhediswuﬂat%pemenlofamstomersmomhly bill.

The _Depanmm testified the Rider was appropriate but argued that a 20% discount or
approximaicly a $3.50 per kW was not cost-effective. It asserted that an 11% discount or
approximately $2.50 per kW was more appropriate.

The ALJ found the Rider, as proposed by the Company. to be reasonable and appropriate.

The Commission supports the Company’s efforts to offer service options to its customers.
However, the Commission agrees with the Department that the discount for taking service
under this Rider should be cost-b2sed. Therefore, the Commission finds it appropriate to
authorize the Company to offer the General Service and Large Light and Power Interruptible
Rider with an 11% discount.
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B Cemmercial and Industrial Service Rate Design

The Company proposed to increase the rate for this service by approximately 45%, to change
the interrupt provision for this service to allow for MAPP certification, to close the service to
_ MMMWMmmmmmMOWZMkWaSOf
December 3%, 1999, TbeCmnpanymﬁedﬂmntsemmdmthdmpotcnual for revenue
mﬁmm&hbﬁam%ﬁk\‘ﬂa&emwm@tbﬁmemmvcstmsclf
gcncrm o _

: b._‘ TleDeputuent
mww&mysmmmﬂchmgemthc interrupt

provision. However, the Department opposed the Company’s reco.nmendation to close the
service 0 pew customers and to eliminate the sevvice for loads over 200 kW as of

- December 31, 1999. TheDepmmenIargmdtlnuhtCompanysoomemsaboutreVenue
cmmﬂbcaddusmdbychmgmgthcmtcforttnsscmccmhcrmanehmmatmgnt It
Wdﬁ&smusﬁnmmmofm B o

The LLPG opposed the Company’s proposal, arguing that the record lacked sufficient cost
information to support the proposed increase of 45%. The LLPG asscerted that eliminating
this rate fer customers with loads over 200 kW is unduly dis criminatory and is also
preferential to customers under 200 kW. The LLPG supported the Department’s argument
that the service should not be closed because it is still meeting the needs of customers.

d. The ALJ

The ALJ found the Company's proposals for Dual Fuel Interruptible service to be reasonable
and appropriate. The ALJ agreed with the LLPG that the Company had not provided
sufficient cost information to support the proposed changes. However, the ALJ adopted the
Company’s argement com:emmg revenue erosion and recommended that the Commission

adopt MP’s pmposals.

e. Commission Action
The Commission finds there 1s sufficient cost inférmation in the record to support the
Company’s proposed rate increase for Commercial Dual Fuel interruptible service.  The

Company tesnﬂed that an increase well in excess of 45% would be required to make this rate
cost-based. \
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mcmwmmnmmwmammmm revenue erosion should be
uddressxd by changing the rate and not by eliminating the service. The Commission finds this
mmkm&ghmﬁaﬁmmwmﬂopcn. '

No party opposed the (‘ompoay s ptopmcd change to the intetrupt provasnon to allow for
MAPP certification. Thercfore, the Commission fmds the pmposcd nhangc to lhc mtcmxpt

mmhbcmmbhuﬂapm&

wmmmm

| wmmﬂm
TheCeamyongxmll) Wml&wrﬂcofl(}zm\% Tthepartmcnt
objected to the rate, arguing that the Company should set the energy charge based on its
average imcremental epergy cost. - During the case, the Company updated its class cost of

service study and desermined an energy unit cost of 1.32 cents’kWh. TheDcpanment \
mdm&cw@dmchargead&mednscom

TthlemddteCoumysupdamdemrgycharge.

TheCmmmmadoptsthcwdmedLngychmgeoﬂB ccntslkWhasrcasonableand" e

2 uige rm Service Nén-C_ontracf Rate

" The issue before the Commission is whether to allow the Company to reinstate its Non-
Coutract rate and the companion Rider for Revenue Credit.

a Minnesotz Power’s Pro;iosal

The Company proposed to reinstate the Large Power Non-Contract Rate Service schedule
38/78 that was approved in 1987 and expired in April 1991. This schedule would be made
available to customers with load requirements of * MW or more, who are unable to enter
into long-term contractual commitments for service under the standard Large Power Service
Schedule 54}74. _

1he rates proposed for Non-Contract service, as proposed, are based upon the rates approved
by the Commission for standard Large Power Service. The Demand Charge and the Scrvice
Voltage Adjustment for Non-Contract service is set at 120% of the charges approved for
standard Large Power Service. The Company suggested that the 20% adder is included as a
risk premium for prov:dmg t!us type of service.

The Company aiso proposed to reinstate the Rider for Revenue Credit to provxdc a mechanism

o flow the revenues resulting from the 20% adder back to ali retaxi customers (except Non-
Contract) on the Company’s system.
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b. Tlo Dcputmt

The Dtmnmmppomd lhe(‘umpony sptoposal arguing that a 20% premium is
appropeiate for LP customers. unwilling to make long-term contmct comm:tmems

e Putlhteh and Eveleth
Potlatch and Eveleth argued that the 20% adder was not cost justified and, as proposed, exacts
wo high a penalty to customers unwilling or unable to eater into Iong-tcrm take-or-pay
COmmItments. Evckth m'gned further that equity was bemg sacrificed in order to reduce the
risk o MP. ' |

. The ALJ
The ALJ found the Company s proposal to be msonabée and appropnate and recommended
adoption by the Commission.

e CommmnonAchon :

T&CommmagecsmthﬂnmparmmmdmeAUandfmdsthatthe Company’s

‘proposal 1o reinstate. the Non-Contract rate and the Rider for Revenue Credit reasonable and

Wuﬁ m!l anﬁumze tbe Compemy to re:mtate the Rate and R:dcr

The Commm believes ‘the Non—Contract rate is an appropnatc alternative rate for LP
custospers who decline to commit to the standard long-term contracts. The Commission finds
that there are costs to MP’s other ratepayers associated with tue "bsence of Iong-term
commitments from large customers, such as perceived risk by 1avstors and the additional
uncertainty to long-term planning. The Commission concludes that MP’s proposed Non-
Contract rate, including the 20% demand charge premium, and the companion Rider for
Revenue Credit should be approved.

3. La_rgé Power Excess Demand Disc_onnt

The isste before the Commission is whether to eliminate the excess demand charge discount
~ for demand in excess of contract demand.

a.” = The Department
The Department recommended the elimination of the excess demand discount. The discount
is currently a standard feature of the LP rate which gives a reduced demand charge (a $5.00
per kW discount) for demarnd taken in excess of a customer’s contract demand.

The Department argued the initial justification for the excess demand discount, namely that
the Company no longer has excess capacity and no longer needs to market capacity, is no
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topger valid.  The demand discount prices short-term power cheaper than long-term power,
thereby encouraging LP customers to postpone long-term power commitments. The
Depanmm suggestad M eliminating th. d:scoum weuld also climinate an mappropnate
price signal.

Finally, the Department recommended that the Compa‘xiy be allowed to continue to offer
excess demand but without the discount, anx use the revenues gcncrated to lower the demand
charg: for m-tmn contract demmd.

b ancsou Power |
MP opposed the Dcpnmncm 3 mcommmdanon, argmng that the dnscount is a necessary tool
for meeting customers’ needs, for encouraging sales to utilize existing capacity, and for

providing flexibility to customers’ production requirements. The Company also argued that
thcdmuftbedmnnwmﬂdagmfcanﬂy reducecfxcas power sales.
« LP1 nd Pathtch

TheLledPodakhalsoothhcchmmanonoﬁheexccssdemand dxscount. These
parties indicated that no Large Power. customers supported the Department’ sproposal and that

-d:emmtnnpmtwasmcwdtoﬂwhrge?owerciass. ‘These parties also argued that the -

excess dumd discount ptwents customers fmm takmg advamage of margmal producnon
decisions. |

r-':'nﬂmm:e, LPI and Potla:lch indicated that cuStomers -have-relied*upon the discount in

planning their operations and establishing long-term contract levels of demand. MP has used
the discount to help it obtain LP contract extensions and renewals and should be allowed to
continue to do so.

Finally, the LPI and Potlatch agreed with the Company and argued that the excess demand
discount is critical to meeting industrial customers future competitive requirements and should
remain available to encourage sales to utilize existing capacity, encourage incremental taconite
and wood products production in Minnesota, and provide flexibility to customers to adjust to

changed productior requirements.
d.  The ALY

The ALJ found that it was reasonable and appropriate to continue the Excess Demand
Discount. He indicated that the discount continues to be necessary for the following purposes:
{o encourage sales to utilize existing generating capacuy, to encourage incremental taconite
and wood products production in Minnesota, and to provxde flexibility to customers to adjust
to cbanged production requirements. -
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[ Cmﬁsha Action

The Commission spproved the offering of the excess dmmxd discount in the Company s 1987
rate case, finding that I!x discount and its residual bcne:ﬁts made sound economic sense.

The Btmmze a:gned that the éxcess demand c!mgc discount encourages customers to delay
ot avoid long-term commitments. The LP1 and Potlatch, on the other hand, argued that the
discount is sppropriately used by MP to obtain contract extensions and renewals. The

- Commission agrees with both of these arguments and finds that the additional benefits of
offering th:d’mntmt, as identified by ! lhe Company the LP! and Poﬂatch. provxde good

Tkmmwmwgammwmodmon nfoppoﬂumnes to

sell their product are available without penalizing the user with a permanent upward ratchet in

contract demand.  The change in MP’s capacity situatiion suggests that the excess demand
discount makes less economic sense now than when it was first approved by the Commission

- in 1987, However, if the excess demand discount remains available, LP customers maintain

production flexibility, MP is still afforded the opportunity to obtain revenues from utility plant

that may otherwise remain idle, and additional variable and fixed costs are recovered that

: meodnnmbcbmnebyMPornsmhcrmpaym

Simihr to the Department, the Commission has a long standing policy of encouraging Large
Power castomers to make long-term commitments with MP. However, the Commission finds
rothing i the record of this case which seriously negates the economic benefits the Company
and itc ratepayers receive from offering the excess demand discount. Therefore, the
Commission adopts the Company and the ALY’s position here and rejects the Department s
recammdanontodunmatetheexoesdemanddlscoum

4. Real Time Energy Pricing for Large Power Customers

The issue before the Commission is whether to require the Company to study real-time energy
pricing and provide a report to the Commission one year from the date of the Order in this
case. . :

The Department recommended that MP be required to study the use of real-time energy :
pricing o be implemented as quickly as practicable. The Department originally proposed that

a report be submitted to the Commission within six months of the Order in this proceeding,
but later agreed that a one year time frame was appropriate. -

Potlatch supported the Departiment’s recommendation to study real-time energy pricing and
the submission of a report o the Commission within one year. Potlatch also requested that
the Commuission require the Company to allow for meamngful participation by interested
customers.
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The Compaay agreed that the Department's proposal for = study of real-time energy pricing
wmwﬁuw&camy&ﬁmﬁmkw@m&i&n{&wuﬁnwm Commission.

YheCmmM&chmmmmm&mmymdy real-
tmwmuﬁkamnmmﬁuhngsmththeCommmonmthmomywof
mma&mmmmwkmmw |

ltu&etmmm$mmthume®mrmudyworhcmdymth its LP
customers in Jesigning and implementing services for that class, Nevertheless, the
Commission will require the Company to facilitate meaningful customer parnupauon in the
process of the real-time energy study as requested by Potlatch.

'S, Large Power Unwsed Demand Charge

mmm'hmuwm zo‘mod:ﬁrﬁzé'bnllmgdcmand ratchet for cor;traét
mdmmofmdbmmgdemmdwmaﬁmwkw month reduction
m&wwm&m ‘ :

R X -L?l‘sl'ropod
.mmmmrdm&hmm&mﬂm#mmmmcLPmﬂmd -
mmdedlﬂdndmgcfmdcmndthﬂnsmlaﬂuallyusedbutforwhxchthecustomer
roust make payment under the 106% demand ratchet. - The LPI suggested that the contract
demand in excess of mcasored demand be billed at $4.50 per kW month less than the standard

LP demend charpe. TthA.SOperkWmmhcﬁsomnnxsbascduponﬂacLPI’scalculatmn of
the amount t!m LP umamsm payng to suimdize current below-cost resxdentxal rates. :

mmmmmwmmmmmwmmthesub&dym
ra&knmlm ltmmdﬂmnhlsmopo@hasno zmpactonanyotherraieclass

b. Minnesota Power

The Company opposed the LPI proposal, arguing that it would result in considerable risk of

revenue instabality and unrecovered fixed costs for the Company. MP further contended that
the LPI's proposal does not recognize the billing and operational flexibility the Company has
already incorporated mto LP contracts. The Company noted that the 100% billing demand
ratchet was designed so that MP”s fixed costs remain the same whether customers are

operating or noL
c. The Department

The Department also opposed the LPI proposal arguing that the demand ratchet is an
‘important revenue-stabilizing tool and is an integral part of MP’s strategy to insulate itself and
its ratepayers from the business fluctuations of its LP customers. MP should not be expected
1o transfer the business risks of some of its customers to other ratepayers.
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d The ALJ

Tix ALJ found that the LPE proposal would introduce considerable risk of rcvenuc mstﬂbnlity
anud mewmd fixed custs for MP and, therefore, muld bc rejected.

| . CunniminaAcﬁon

MCMWMMGEMAUmeWOdeM The LPI
proposal would introduce substantial risk to MP due to revenue instability and unrecovered
foeed costs.  The demand charge billing ratchet was designed to recognize the fact that MP's
ﬁmdmmm&mmdﬁmsof%cﬁmmopemtmgormt

mgmmmmmm@dmmmmmﬁ in the recovery of
fived costs to the Company. The Commission also finds that the Company has made

significant efforts to provide customers with billing and operational flexibility and believes it
uwmm&Mr&dmoﬁmMMmtheotherratepayers

& We!’h:gel’uernemnd

.ThcmﬁrﬁchnwmmemmwhodofmmmngLPdcmand should
be modified. - Under the Company’s current LP rate, mxasmeddcmmdtsestabhshedbased
uwnﬁnhghmlimm&mﬂataﬂynmdmmgthcmomh '

u'._ I.Pl’sl'mpml_ L

Th:mmmd!hmawcmmsdcmndbem&anddurmgthe 15 minute penod of
the customer”s greatest use during the peak period of the month. The LPI suggested that this
type of measurement would recognize the fact that it costs the Company almost nothing when
mdividual customer peak demands occur during off-peak periods.

b. .Minnmta Power

The Company opposed the LPI’s recommendation, arguing that the LPI proposal would result
ir reduced billing demand for LP customers since the highest off-peak loads would not be
considered for biling purposes. The Company further argued that the LPI recommendation
would present further risk to the Company that customers would shift substantial amounts of
load to off-peak periods which would further reduce billing demand and result in reduced
revenues.

The Department also opposed the LPI prdposﬂ_ to modify the way in which LP demand is
measured. The Department argued that the propesal would promote revenue instability and
would allow LP customers to avoid contributing to the recovery of MP’s fixed costs by

shifting their consumptiion to off-peak periods. The Department urged the Commlssxon not to
allow risk to be inappropriately shified to MP and its ratepayers
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“The ALJ recommended that the LPT proposal to modify the way measured demand is |
determined be rejected.  He concluded that the proposa! would result in reduced billing
demand for LP customers and would present further risk that customer operations would shift

mmmmmmmmmﬁm&mmmnm

| "d. Comnisaioa Ac!hn

MCmmmw:ththememy theDepanmcnt,and!heAL.!and finds the LPI
proposal to modify the way measured demand is determined to be inappropriate. The LPI
proposal, while it would reduce LP customer bills, would likely mcremnsktotheCompany

aud its other ratepayers by promoting revenue instability, providing an inappropriate incentive
mshﬁloduﬂ‘-pd.nsﬁmgmmedm E‘orﬁmemns,theComm:ssmn

mmmm
7. lnge Pm Coutract Terms and Extensions

Thcm&rlh:CunmmzswhﬁhcrwmdmethemmaItamofﬂmLPmﬁ'fmm 10
yeas to ﬁveymsgndbredmthemof_cancdlaﬁonpmodﬁom four vears to one year.

LPPs Pmpoul'

TbchﬂpnmdmmtheLPmﬁ‘mreqmmafmyearmmltmnandaoncyear
cancellation period. In support of its proposal the LPI argued that the reasons for previously
regeining lengthy contract terms are no longer valid. The LPI noted that in the 1970°s MP
mwmwmmnmwcm These facilities are now used to
serve a wide array of customer loads and, therefore, there is no Jusnﬁcauon for requiring

long-term commitments.

b Eveleth’s Proposal
Ex*eiéth pruposed o reduce the cancellation nouccrto' one year and to make LP.lnterruptible
power available to customers without requiring contract extensions. Eveleth argued that the
cost to tacomite customers of 2 10 y&rcommnment is prohibitive.
Eveleth further argued that MP’s requiremnent of lengthy contract exicnsions to qualify for
irterruptible load has a negative effect on the taconite customers that are most vulnerable to
the market forces of the taconite industry.

c. Minnesota Pofver

The Company opposed the proposals by the LPI and Eveleth to change the contract terms for
LP service. It argued the four year notice of cancellation provision is critical to the
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w;mmmm::mmcmseﬂm In addition, the
provision serves as a guide by which financial markets assess the Company's future re\ enues
-amd financial swability. Any reduction of the contract terms would increase the Company's
mwwmmhwm@mwmmm with corresponding higher rates.

ThanMMﬂaMz&emMrmmmmmforshoﬂam
mam&twwmwhodommngmﬁmmmm mvestmcm:n

d.__'l‘llew

mwmmwmmﬂ«meucmgﬁ The
Department asserted that economic conditions have not changed such that long-term take-or-
pay commitments are now unnecessary. The Company continues to incur significant fixed
costs. A reduction in the contract terms for LP service would only serve to inappropriately
sbxﬁrlskﬁml.?mwwm:um:paym

Tbemwdnuhemkmmewmmberqected He

L Cmn Aeuon-

' TkCommﬁmbﬁmﬁnpmmlsmmdtmthecomtﬁmsforLargePowcr service
are inappropriate and should be rejected  The Commission agrees with the Department that
economic conditions have not changed sufficiently to justify altering the terms of service.
Reducing the contract terms would inappropriately shift risk from the LP class to the
Company and its other ratepayers. This shift in risk would result in higher return on equlty

mqmmmwnhconeqxoﬁnglyhlghcrm:s.

The Commission also ﬁndsthatthe four year cancellation provision is important to the
'Cmmysabihtymmmhnloadfm%tosdl powermthebulk power market, and to
p!mforﬂsfnttn'emocneeds. o

- Eveleth pmpoecd that the Company be reqm:cd to prowde LP customers mtenupnble power
without requiring lengthy contract extensions. The Commission finds this recommcndatxon to

be inappropnate.

' The Commission mtes that the interruptible service the Company provides its LP customers is
urique among Minnesota wtilities and requires even longer term commitments from
participating customers. The Companv offers interruptible service with a $5.00 per kW

- month discount and attempts to offset the cost of the discount by selling the power made
~ available in the bulk povser market.
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Absent long-term cotmmitments from participating customers, all of the costs 8fd AR 2%
associated with interruptible service would be shified to MP and nsratcpaymandcould not
justify the present level of the discount. The requirement of long-term commitments offsets
what is, in the short run, a discount fevel that is not cust-based. For this reason, the
Commission rejects Eveloth’s proposal.

Wﬂmwm
W&ﬂhm

The Cmpmy ptoptmd 2 Rm!enml Controllcd Acccss Semce tariff for controllcd-storage
Mm&hmhﬂmghadsmeddunngﬂnumepmod 11 p.m. to 7 a.m. and
supplied through one meter. The tariff consists of a monthly service charge and an energy

" | | _

The Department recommended the Commission approve the proposed tariff. No party

opposed the Compaay’s proposal. The Commission ﬁnds it reasonable to authorize the
Coamy to offer this service.

'2.‘ _ Gmnl&-nnelmes
| = GmnlSﬂw:eR:teBcs:gn s |
TthanﬂSummﬁsm'ai!aﬂcmmmdmﬂaIMOmswhosemtaIeIMc :

mmmﬂsaesmpﬁedﬁxmghoncmaerandwhosemmmwermquuemernsarc lcsstiﬁn
10,000 kWL - mwm&qmmiymcemeedsmk“’h,orwhoseconnected loads

exceed 10 kW, are required to have a demand meter. For customers without a meter, the .

GamzlSaﬂcemﬁ'uﬂwesawsmmerclmgeandanenergycharge For customers with a
demand meter, the tanff includes customer, demand 4nd energy charges.

The Company proposed higher percentage increases for the customer and demand charges
than the energy charge. The Department supported the Company’s proposed allocation of the
increase among the customer, demand, and energy charges. No other party addressed this

The Commission will not adopt the Company’s proposal to increase the customer and dernand
chargesbyagma:crpemmlageﬂmn&menergycharge for this service. Instead, the
Commission finds it appropriate to require MP to increase the customer and demand charges’
by the same or no greater percentage than the energy charge.

In general. where appropriate, the Commission prefers to increase energy charges rather than
fixed charzes. By placing an increase in an energy charge rather than a fixed charge,

- customers are more likely to see differences in their bills based on variable energy
‘consumption.
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mCme»mmmmrhxghmw tomoreclose!y
rack a differential in costs that results from serving customers at higher voltage levels. ‘The
present rate has a discount of $0.50 per kW for customers receiving service above 13,000
volts, UmkrtthnmmspwpomLGmalSawcecu&mmmvmgmcebetwcen
13,000 and 115,000 volts will receive a $1.00 per kW discount, while those receiving service
atarmilSMW(mW)wﬂlrcw\'e&ccqmvalemofaSZOOpcrkW
tﬁmnm

NWWMMWMfWMMcemOmupmmxd
by the Company was cost justified. No party opposed the Company’s proposal. The
Cmmnﬁmknmmbkmmbmmthcamnymmﬂmdmoumsformgh

Guen! Saviu- Pmm- Faclor Adjnstmt

TthmwpmpnsedphcmgahmtontbexljmmWfochwalScwmc
customers having 2 poor power factor. Under present rates, there is no limiting provision. -
The proposed adjustment provision restricts the adjustment factor applied to the customer’s
billing demand to shighily less than two.: Thmsvmnldpmwdeﬁeneml&mcecustomersmth
ammﬂemﬂyﬁrmmm o '

Th:anmmdMalumtontheadjmtnmlforpoorpowcrfactorsunposesamore
reasonable penalty on customers and recommended approval of the provision. No party
opposed the Company”s proposal. The Commission finds i it rmsonablctoauthonzv the

Company to apply such an adjustment provision.
& General Service Non-Maetered Rider

The Company proposed a General Service non-metered rider applicable to any General
Sewxoemwhoseopammlsmtpmcucalmmeterattbepomtofsewme Under this
proposal, customers would pay the standard General Service customer and energy charges.
Monthly usage is estimated for five, different non-metered customers. Billing to non-metered
customers are based on those usage characterizations.

The Depamm concluded the estimated charges for the service were reasonable and
recommended adoption. No party opposed the Company’s pro, =sal. The Commission finds
it reasopable to anthorize the Company to offer this rider as described above,

e. General Service Controlled Access Electric Service
The Company proposed a Genera! Service Controlled Access ciectric Service tariff. It will be
available tor controlled-storage space-heating and/or water heating loads that are served daily

between 11 p.m. and 7 a.m_ and supplied through one meter. The proposed tariff consists of
2 customer charge and an energy charge.
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The Depantment noted thot the Company supplied adequate cost information to support the
proposed service and recommended aporoval. No party opposed the Company’s proposal,
l’bxt Cmm ﬁws it mmmble to umm thc Cempany to offer thns service as

wmmm«mm

mmmmmmum

mwwmmwawmmmmmmmmm electric rcqmremenls -
are supplicd at one point and. whose total power requirements are less than 10,000 kW. . The
il includes a minimum demand charge, incremental dcmmdcharges for addmonal blllmg
dcmndmlﬂﬂkw mdcnetgyclmgm |

The Company proposed greater percentage increases for the customer and demand charges
than the energy charge for thi service. Specifically, the Company proposed to increase the
cmnma@ge ﬁmsmoo o 395000 for Large Light and Power schedules S5 and 75.

memmmﬁedﬂmnscoasmdym&Mthc ~ustomer and demand charges
for this service are currently priced below cost.  The Department supported the Company’s
Wmmthﬁemmdmaandmmmmccuﬁomcr and demand charges

by ah:ghapumnﬂgcmmlhanthcmergycharge

-No party opposad the Company s proposal. The Conmnssxon fmds it reasonable to authorize

the Company to increase its customer, demand and energy charges for t!us service as proposed
above. _

b.' Largt Light and Power Discount for I-hgh Voltage Service

The Company proposed a discount for high voltage service for the Large Light and Power
tariff that mirrors its proposal for the General Service tariff.

The Department testified that the high voltage discount proposed by the Company is cost
justified and recommended approval. No party opposed the Company’s proposal.  The
Commission finds it rcasonable to authonize the Company to offer this discount.

c. Large Light and Power Factor Adjustment

" The Company propo&d a limit to ad}ust billing demand for poor power factors for LL&P

customers that nnrmrs its proposal for the General Service tariff.

The Deparument testified that the Company’s proposc: for a limit to adjustments for poor
power factors provides a more reasonable penalty for these customers. It recommended
approval of the proposal. The Commissior: finds it reasonable to authorize the Company to
ad; st LL&P Service billing demand for poor power factors as proposed.
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& Rider for Schools Associated with Large

The Rider foc Schools applies to LL&P Service Schedules 55 and 75 for schools, which are
part of the clementary and secondary school system. Under this Rider, the rate (and other
provistons) of “other applicable schedules™ apply. The Company proposed an increase to the
first 100 kW block of Demand Charge under this Rider. 1t also proposed the same limit on
ttxadjwfmmtr&cmw forthchncraE Scmce

Neo party opposad lhe Company’s proposal. The. Commnss:on f'mds it reasonable to authorize
the Compeny to mak: these changcs as proposed.

B c - Large l..ight and Power Semce Rcdnctwn
' in Demand Ratchet

In Rebutal testimony, the Company proposed a reduction in the LL&P Rate Schedules 55/75
demand ratchet from 90% to 75%. The Company asserted that the 75% ratchet level would
still maintsin reasonable incentive for. LL&P customers to operate at an efficient level. Yet,
this level of ratchet still provides an opportunity for customers to increase producuon ona

~ short-term basis in order to compae for spm-market or <hort-term sales

No pasty. ogpomd the Company s proposal Thc Comrmssxon ﬁnds it re .wnable to authonze -

tbcCompm) tnmdxmﬂxedemandmchetforthxsservme asproposcd
4 Municipal Pumping Service Issues
| a Mumpa! Pumpmg Serv;ce Rate Desngn
The Municipal Pumping Service is available to mumcxpalmes for the operation of water-
pumping and sewage-disposal facilities whose electric requirements are supplied at one point.

For customers without a demand meter, the tariff includes a customer charge and an energy
charpe. For customers with a demand meter, the tariff includes customer, demand and energy

 charges.

The Company proposed that the customer and demand charges be increased by a greater
percentage thar the energy charges. The Department noted that the Company’s cost study
indicated that the customer and demand charges are priced below cost. In an effort to move
these rates toward cost, the Department recommended that these rates receive a larger increase
than the energy rate.

The Commission will not adopt the Company’s proposal to increase the customer and demand
charges for this service by a greater percentage than the energy charge for this service.

. Instead, the Commission finds it appropriate to require the Company to increase the customer

and demand charges by the same or no greater percentage than the energy charge.
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in perwral, where appropriate, the Cnmnussxm prefers 1o increase energy charges rather than
lixed charges. By placing an increase in an energy charge rather than a fixed charge,
ciustomers are moee likely to see differences in the:r bills based on variable energy -

consumption.
b Munkzpal Pumping High Voltage Discount

The Company proposed a discount for high voltage service for Municipal Pumpmg Service
MmmmetﬁeGmﬂSmmmdLL&P tanl't's. '

The Dtpammnt recommended apptova! 0!' the Compmw s pmposal for a high voltage
discount. ‘It relied on the same reasoning given for its support of the discount for the Gencral
Service and LL&P tariffs. The Commmon ﬁnds xt reasonable to. authorize the Company to
offer tb: dnsnoml as pmpnscd. Co

c Mnmupal anpmg Ballmg Adjustment for Poor Power
Fal:tnn |

The Cmnpmy ptoposcd a lnmt to adjust bxllmg demand for poor power factors for Mumc:pal
anpmgmsﬂatmmsnspmposalfortheGencral SemceandLL&P tanffs

The Dcpanmem u:snﬁed lhat the Companv S pmposal f'or a hmxt 1o adjustments for poor
power factors provides a2 more reasonable penalty for these customers. It recommended
approval of the proposal. The Commission finds it reasonable to authorize the Company to
adjust Municipal Pumping Service billing demand for poor power factors as proposed.

"5_. L:ghtmgSemce

The Compan} s Lighting Service is available to customers for outdoor lighting purposes. The
Lighting Service tanff includes a flat monthly charge for each lamp.

The Company proposed several intra-class rate changes to this service. In addition, the
Company proposed a monthly estimated kWh usage amount to replace the current annual
average usage amount. The Company also proposed to consolidate tie current Area and
Outdoor Lighting Services into one schedule, and the Street Lighting, Ornamental Lighting,
Highway Lighting. and International Falls Street Lighting into a second schedule. Finally, the
Company proposed to discontinue the Tower Light and Traffic Controller rate under Highway

Lighting.

The Department recommended approval of all the Company’s proposed changes to this
service. The Department noted that the Company’s replacemeni-cost study indicates that the
moathly replacement-cost revenue requirement varies significantly by technology. The
Depurtment also testified that the intra-class changes are a justifiable effort to move these
rates closer to cost. It testified that the introduction of monthly usage Ievels will better match
usage lex els and costs.
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Uhe Departmuent also supported approval of the Company's proposed schedule consolidations
amd the discontinuance of the Tower Light and Traffic Controller rates under Highway
Lighting. It testified that both these proposed changes promote administrative case. It noted
that the Tower nghnmd"lmfﬁn Controller mteeshave rot been used for a numbcr of
years.

The Commission finds it reasonable to authorize the Company to make the proposed changes
to the Lighting Service. The Commission also {inds it rcasonable to authorize the Company

© apply the mmtkﬁcmydiocamd to lhc L:g,htmg class in a way that wxll bcttcr ahgn

rates with costs.

6. l.arge?wer&nut

The Company proposed changes to the Surclmge Provision of the LP schedule 54/74. No

party opposed the Company s proposed change to this provision. The Commission finds it
reasonable to authorize the Company to make the change.-

The Cmv also proposed changes to the Rider for Implementing Company’s "Best Efforts”
Marketing Policy for the LP class. No party opposed the Company’s changes 1o this Rider.
The Cmm ﬁnds 1! rasombk to amhonzc the Company to make the prOposed changes
to this Rader o _

The Company cxntmivloﬁi:rs a sezvice vohage 'adjuStznent as part of its LP "tanff No party
opposed the Company’s proposed adjustment. The Commission finds this provision is
- reasonzble and mll authorize thc Company to conunue this adjustment. :

1.' Rider for Fuel Adjustment

- The Rxder for Fuel Adjustment applxes to electric service under all the Compan) s retail rate
schedules (except Competitive Rate Schedules. Seasonal Residential Semce and Traffic and
Police ngm.l Rate Code 65).

“The Company }xuposed changes to the conditions in the Rider for Fuel Adjustment. It also
proposed to clude a new base cost of fuel of 1.018 cents per kWh. (This new base cost of
fuel was approved in Docket No. E-015/MR-94-2) ‘

No.party opposed these changes. The Commission finds it reasonable to authorize the
Company to make these changes. .

8. Technical Terms and Abbreviations
The Company proposed changes in its listing of Technical Terms and Abbreviations. No.

party opposed these changes. The Commisston finds it reasonable to authorize the Company
to make them. ' ,
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N¥IL OYERALL FINANCIAL SUMMARIES
| Ao mﬁ&mSmm

In its originat filing, the Company proposed a rate base of $483,657,724. Incorpornting the
abeve findings, the Commission concludes that the raie base for the test year is $485,896,166
{nchuding the etfects of SFAS 106 and the 1994 eftects of the National Stipulation) as shown
betow: ' '

Unlity Plant in Service $1,023,868,262
Lsst Accumulated Depreciation | ~ _-380.870.938
Net Unlity Plant in Service : 642,997,324
- Coostruction Work in Progress - 9,421,886
Werking Capital: . a | S
Cash 28,815,840
Materials and 'Supplies e 8,535,051
Foel ' ' _ 6,630,885
Prepayments | 7,682,243
~* Accnmulated Deferred Income Tax. ' -151,641,557
 Customer Advances and Deposits ~ -~ 2927839
Uramortized Rate Case Expense - : 398,588
Unamontized Transmission Charge ' - -10,190,779
Umnommi Lp Commct Paymmts ) | 806 204
Total Average Rate Base

S 485 896 166 :

: TEﬁ:Compatw pmmsed an operating income of $27,114,613 in the orginal filing.
Incorporating the above findings, the Commission concludes that the operating income for the
test year (including the effects of SFAS 106.and the 1994 effects of the National Snpulanon)

is $31,890,642 as shown below:

et o e e A A e oo __
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Operating Revenues
baltsnfﬁk:mmybymcms '
LP Intesruptible, Duat Fuel
Other Electric Revenues
Other Revenues

Total Operating Revenues

OpannngE.\pcascs o
OpemxmnsandMnmtcmnce
Dcprc:mmn
Amortization - -
Tm:ns(hhcr'l'banlnwm

- State Income Tax
Federal Income Tax = -
Provision for Deferred Tax (net)
lnvmmTamedlt .

Tothpaungxpm'

OpumlmBefm.AFUDC

C. Gross Rcvénné Deficiency
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$270,010,391
26,266,450
33,863,764

1,988,766
332,129,371

222,353,727
31,031,395
1,002,799
36,326,133
3,509,025
10,766,279
| 3,067,577
-1.350.982
300,660,7

3dessT2
a070

_'s 31,800,642

Based on the Commission findings and conclusions, the Mumesota jurisdictional gross
* revenue deficiency for final rates for the test year (including the effects of SFAS 106 and the
1994 effects of the National Stipulation) is $22,929,330 as shown below:

Rate Base
Rate of Return

Required Operating Income
" Test Year Net Operating Income

Operating Income Deficiency
Revenue Conversion Factor

Revenue Deficiency

$485,896,166
_9.33%
45,334,112
31,890,642

13,443,470
1.705611

$ 22,929,330

In the test year income statement, the Commission found revenues from sales of electricity by

rate class and dual fuel/LP interruptible of $296,276.841.

Increasing revenues by $22,929,330

resulis in total authorized Minnesota revenues in these categones of $319,206,171 for final

rates for the test year.
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As discussed in the National Stipulation section ot this Order, the stipulation reduces MP’s
revenue deficiency by 53,944,854 to $18.984.476. based on stipulated revenues of
398,025,022, Rates eﬂ'ectm: Junuary 1. 1995 should reflect the prov:s:ons of the National
\uwlﬂm

2

Minnesota Power is entitled to increase gross annual revenues from Minnesota sales of
electricity by rate chass and dual fuel/LP interruptible of $22,929,330 to produce
authorized revenues from these categories of $319.206.171. For rates effective
January 1, lmnnmm:smdmcdbyﬂMSﬁ resulhng from theNahonal
Sn;nm n thscussad hemn.

W:tbmmdnysnfthcdacoﬁhxsmder lheCompmy shall file wnththeCommnssmn
¥mdtthepamncntandscm:onlhcpmucsamzsedbasccostoffuelandsupportmg _

schuhlumcmpuﬂmgthechmgcsmadeberem. The Company shall also file a fuel

@mmhcmeﬁ'mmlhemne final rates become effective. The
Department shall review these ﬁlmgs in the same manner as any other automatic

adimmﬁlms&

' Within 30 days of the date of this Order, the Corpany shall calculats the amotint of

results sharing and incentive compensation included in test year expense which exceeds
the 15 percent of base compensation limit per individual employee discussed herein. .
The Company shall include the adjustment in establishing its authorized rate level and

- interim rate refund. ﬁlsmfommnonshaﬁbeﬂcdmlhﬂleCommxsmonandservcd

maﬂ;mﬁstoth:spmceedmg.

Within 30 days of the date of this Order, the Company shall file with the Commission
for its review and approval, and serve upon all parties to this proceedirg, a proposal to
make refimds, including interest calculated at the average prime rate, to affected
customers. The proposal shall reflect the difference between the revenue collected
during the interim rate period and the amount authonzed herein, taking into account

: thereﬁmdadjustmentsdmrssedhermn.

Within 60 davs after all administrative review of this Order has been exhausted, the
Company shall file with the Commission, and serve on all parties, a report of its actual
rate case expenditures in this docket.

MP is authorized to commence decommissioning cost recovery effective with the date
of implementation of final rates in this proceeding as discussed herein. MP shall
prepare a contingency plan in the event that Hibbard units 3 and 4 are restarted,

' including a comprehensive evaluation of the appropriate remaining life for these units.

MP shall address the contingency plan and decommlssxonmg issues in future
deprecunwn studies and filings. :
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Within 30 days of the date of thss Order, MP shall file with the Commassiorm7andss
serve on all parties, its cauculations of lost margm per kWh reflecting the rate changes
resulting fmm tlus proceeding. .

MP shall set its conservation 'pmgmn ad;usumht (CPA) at zero cffective wuﬁ the date

of implementation of final rates resulting from this proceeding. The CPA shall be
milccmdonupucmugeofm\cnuebemsmtherutm :

On or before Apnll 1995, andannually thereafter, MP shall file with the
Commission, and serve on all parties, its report of lost margins, CPA proposal, and
mhmmoflthledmbﬂme -

Thcmnoneqmty for MP is 11 GOpcn:enl. which combined with other
factors resuits in an overall rate of return of 9.33 percent calculated as shown
mlhcboéyofth:sOukr

" The Commission accepts and adopts the Snpulmmn for Order Reopemng the

RmdasﬁkdonSep(:mbcr9 1994

Within 30 days of the date of tlus Order, the Company shall file with the Commission
for review and approval, and serve on all parties to this proceeding, revised schedules

.- of rates and charpes reflecting the revenue requirement and the rate desxgn decisions
: mmmdhermn.alongmth:heproposedeffecane ,

. 'W"nhm l2monllsofthedaleoflhls()rder tthompanyshall ﬁlcwﬂhthe

Common,andserveuponalltheperhs totlnsproceedmg, a report on the study of -
real-time energy pricing. .

Parties sba!l have 15 days to commem on thc ﬁlmgs requlred in Ordenng Paragraphs
12and 13. o | o

On or before June 30, 1995 the Company shall file with the Commission, and serve
upon the Department, the RUD-OAG and the Senior Federation, a report summarizing
the progress of the low income customer assistance work group.

This Order shall become effective 1mmedlate]y
| BY ORDER OF THE COMMISSION

gm%w

Burl W. Haar
Executive _Secretary

(SEAL)
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STATE OF MINNESOTA

OFFICE OF THE ATTORNEY GENERAL

525 PARK STREET
MIKE HATCH SSTUl:fuslto MN 55103-2106
ATTORNEY GENERAL R E C E | VED TELEPHONE: (651) 297-1050
February 11, 2005 FrR 11 ¢
MN PUBLIC UTILITIES COMMISSION
Kathleen D. Sheehy
Administrative Law Judge RECE‘VED PU BLlC
Office of Administrative Hearings 005
100 Washington Square, Ste 1700 FEB 11 208
Minneapolis, MN 55401-2138
MN PUBLIC UTILITIES COMMSSION

RE: In the Matter of the Petition of Northern States Power Company dba Xcel Energy

Request for General Rate Increase

OAH Docket No. 3-2500-16292-4

MPUC Docket No. G002/GR-04-1511
Dear Judge Sheehy:
Enclosed for Filing in the above referenced docket, please find the Direct Testimony and Exhibits of

Sundra Bender, Jason Bonnett, Cynthia Fang, Marlon E. Griffing, Dale V. Lusti, Bryan J. Minder, Sachin
Shah, and Vincent Chavez on behalf of the Minnesota Department of Commerce.

For clarification, the following sets forth the specific identification of Public and Trade Secret versions by

witness:
Witness Public Volumes Trade Secret Volumes
Sundra Bender One public volume None
(Testimony & Exhibits)
|
Jason Bonnett One public volume None |
(Testimony & Exhibits)
Cynthia Fang One public volume None
(Testimony & Exhibits)
Marlon F. Griffing Two public volumes One Trade Secret volume
(Testimony & Exhibits) (Exhibits)
Dale V. Lusti One public volume None
(Testimony & Exhibits)
Bryan J. Minder Three public volumes None
(Volume 1-Testimony & Exhibits)
(Volume 1 — Exhibit No. 5)
(Volume 2-Testimony & Exhibits)
Sachin Shah Two public volumes None
(Testimony & Exhibits)
Vincent C. Chavez One public volume None
(Testimony & Exhibits)

Facsimile: (651) 297-2576 = TTY: (651) 282-2525 « Toll Free Lines: (800) 657-3787 (Voice), (800) 366-4812 (TTY) « www.ag.state.mn.us
5 An Equal Opportunity Employer Who Values Diversity & Printed on 50% recycled paper (15% post consumer content)
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-Kathleen D. Sheehy
February 11, 2005
Page 2

Also enclosed is an affidavit of service.

'Respc}:tﬁxlly submitted, /
L —

?AAA E. ANDERSON

SSISTANT ATTORNEY GENERAL
Office of the Attorney General

1400 NCL Tower

445 Minnesota Street

St. Paul, Minnesota 55101-2131

Telephone: 651-296-8703
COUNSEL OF THE MINNESOTA
DEPARTMENT OF COMMERCE

Enc.
C(w/enc.): All Parties of Record
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STATE OF MINNESOTA )
) ss
COUNTY OF RAMSEY )
AFFIDAVIT OF SERVICE

I, Sharon Ferguson, being first duly sworn, deposes and says that on the 11th day of
February, 2005, served the attached: Minnesota Department of Commerce Direct
Testimony & Exhibits of Sundra Bender, Jason Bonnett, Cynthia Fang, Marlon F,
Griffing, Dale V. Lusti, Bryan J. minder, Sachin Shah, and Vincent C. Chavez

MN DOC DOCKET NUMBER: G002/GR-04-1511

XX by depostiting in the United States Mail at the City of St. Paul,
a true and correct copy thereof, properly enveloped with
postage prepaid

XX Dby personal service
by express mail
by delivery service

to all persons on the attached service list or at the address indicated below:

(see attached service list)

ETH ANN MINOGUE
Notary Public Minnesota
My Commision .
Expires 1/31/2010

Subscribed and sworn to before me
This || dayof €eod. , 2005
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BuerHaar, Exec Sec - -

MN Public Utilities Commission
121 7® Place Ste 350
St Paul MN 55101-2147

Sharon Ferguson (4)

MN Dept of Commerce
85 7" Place E Ste 500

St Paul MN 55101-2198

Ronald M Giteck
Attorney General’s Office
900 NCL Tower

445 Minnesota St

St Paul MN 55101-2131

Curt Nelson

Attorney General’s Office-RUD
900 NCL Tower

445 Minnesota St

St Paul MN 55101

Karen Finstad Hammel
Attorney General’s Office
1400 NCL Tower

445 Minnesota St

St Paul MN 55101-2131

Kathleen D Sheehy
Administrative Law Judge

100 Washington Ave S Ste 1700
Minneapolis MN 55401

Richard J Johnson

Moss & Bamett

4800 Wells Fargo Center
90S7"S

Minneapolis MN 55402

James M Strommen Esq
Kennedy & Graven

4700 US Bank Plz

200 S 6™ St

Minneapolis MN 55402

Robert S Lee

Mackall Crounse & Moore PLC
1400 AT&T Tower

901 Marquette Ave
Minneapolis MN 55402

-~ -—JamesR-TFalcott- ————-

Senior Counsel

Northern Natural Gas Company
1111 S 103"S

Omaha NE 68124

Joseph V Plumbo
Business Manager
Local Union 23 IBEW
932 Payne Ave

St Paul MN 55101

Sandra L Hofstetter

Minnesota Chamber of Commerce
10157 Ivywood Ct

Eden Prairie MN 55347

Megan Hertzler

Senior Attorney

Xcel Energy

800 Nicollet Mall Ste 2900
Minneapolis MN 55402-2023
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