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June 3, 2013

Burl W. Haar

Executive Secretary

Minnesota Public Utilities Commission
121 7" Place East, Suite 350

St. Paul, Minnesota 55101-2147

RE: Response Comments of the Minnesota Department of Commerce, Division of Energy
Resources
Docket No. G007,011/AI-10-783

Dear Dr. Haar:

On July 12, 2010, Minnesota Energy Resources Corporation (MERC or the Company), a
subsidiary of Integrys Energy Group, Inc. (Integrys), filed a petition with the Minnesota Public
Utilities Commission (Commission) in the following matter:

Petition of Minnesota Energy Resources Corporation for Approval of an Affiliated
Interest Agreement (Agreement).

The proposed Agreement is between Integrys and all of the wholly owned regulated subsidiaries
of Integrys (including MERC), one partially owned regulated subsidiary of Integrys and all
wholly owned non-regulated subsidiaries of Integrys. If approved, the Agreement would
complement an affiliated interest agreement between the Integrys Business Support (IBS)
subsidiary and other Integrys subsidiaries approved in Docket No. G007,011/AI-07-779.

The Minnesota Department of Commerce, Division of Energy Resources (Department) is filing
these Response Comments in response to MERC filing a 2012 Market Study on May 13, 2013.

The Department recognizes that MERC has followed through on its commitment to file, in the
second quarter of 2013, transaction detail, cost studies and market studies, as appropriate,
supporting non-IBS, non-regulated transactions for calendar year 2012. The market study
provides more current information upon which to base an assessment of whether the costs
imposed under the existing agreement were reasonable. However, the Department emphasizes
that the market study does not eliminate the need for the Company to file the non-IBS cost study
that is part of the Agreement.

As the Department stated in its November 7, 2012 comments in this docket, the purpose of the
non-IBS cost study is to prevent MERC’s ratepayers from subsidizing unregulated enterprises of
MERC or other unregulated affiliates of Integrys covered by the Agreement. The Company’s
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proposal appropriately would use the higher of cost or market value when the regulated utility
provides service to a non-regulated affiliate and the lower of cost or market value when the
regulated utility receives service from a non-regulated affiliate. Therefore, the results of both a
cost study and a fair-market-value study are necessary if the Agreement is to function as
intended. If either study is not available, ratepayers may not receive all of the intended benefits
of the proposed Agreement.

When MERC next files a general rate case all of the Company’s cost allocations will be subject
to review by the Commission. In a rate case, MERC has the burden of proving that it has
followed cost allocation rules so as to protect ratepayers. If MERC has not filed a non-IBS cost
study when the Company files its next rate case, MERC risks having its proposed cost
allocations found invalid and its cost-recovery requests disallowed.

The Department’s intent in recommending that the Commission require MERC to file its non-
IBS cost study concurrent with or prior to the Company’s next rate case is to ensure that the
record before the Commission is adequate to support the Commission’s decision in the rate case.
Proposed cost-recovery levels in MERC’s next rate case must be supported by the record or,
absent support, must be decided in favor of ratepayers. Without a cost study in the record of
MERC’s next rate case, cost recovery under the Agreement would not be supported by the
record.

The Department’s position is unchanged from its December 24, 2012 comments in this docket
when it pointed out that MERC has choices as to whether to obtain Commission approval of a
cost study. As the Department stated on page 5 of the December 24, 2012 comments:

The Department acknowledges that MERC may choose to: 1) file
the non-IBS cost study prior to its next rate case, 2) file the non-
IBS study concurrent with the Company’s next rate case, or 3) bear
the risk that the record in MERC’s next rate case is not adequate to
support its case pertaining to non-IBS costs and revenues.

Thus, whatever MERC’s decision is regarding whether and when to seek Commission approval
of the non-IBS cost study, the burden of proof at the time of a rate case will be on MERC to
show the reasonableness of any proposal to recover costs of transactions conducted under this
affiliated-interest agreement.

The Department continues to recommend that the Commission approve the proposed Agreement
as approved by the Illinois Commerce Commission and the Public Service Commission of
Wisconsin, including the Addendum, provided that the Commission requires MERC to:

e file its non-IBS cost study concurrent with or prior to MERC’s next rate case; in any
event, MERC bears the burden of showing in its next rate case that its proposed
recovery of costs and revenues pertaining to non-IBS transactions is reasonable.
Further, MERC must file its non-IBS cost study no later than May 1, 2015;

¢ file with the Commission billing reports showing its charges, as a Providing Party, to
any Receiving Party to which it provided Services under the Agreement during the
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preceding calendar year and billing reports showing its payments, as a Receiving
Party, for Services received from Providing Parties under the Agreement during the
preceding calendar year by May 1 of each year;

¢ file the annual internal audit report in this docket with the Commission no later than
July 1 of each audit year;

e file the annual updates to the cost study in this docket with the Commission by May 1
of each applicable year;

¢ file subsequent cost studies in this docket with the Commission by May 1 of each
applicable year; and

¢ file a study with the Commission three years from the effective date of the Agreement
providing information sufficient to enable the Commission to determine whether the
Agreement should continue, be modified, or be discontinued.

The Department concludes that no additional filings are necessary in this docket. The
Department is available to answer any questions the Commission may have.

Sincerely,

/sl MARLON GRIFFING
Financial Analyst
651-297-3900

MGlja
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