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May 19, 2014 
 
 
Dr. Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 Seventh Place East, Suite 350 
St. Paul, Minnesota 55101 
 
RE: Reply Comments of the Minnesota Department of Commerce, Division of Energy 

Resources  
Docket No. E999/CI-11-852 

 
 
Dear Dr. Haar, 
 
On April 18, 2013, the Minnesota Public Utilities Commission (Commission) issued a Notice of 
Supplemental Comments on Cost Impact Reports in the following matter: 
 

Utility Renewable Energy Cost Impact Reports Required by Minnesota 
Statutes Section 216B.1691, Subd. 2e. 

 
Attached please find the reply comments of the Minnesota Department of Commerce, Division 
of Energy Resources (Department).  The Department is available to answer any questions the 
Commission may have. 
 
Sincerely, 
 
 
 
/s/ KATE O’CONNELL 
Manager, Energy Regulation and Planning 
 
KO/lt 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

DIVISION OF ENERGY RESOURCES 
 

DOCKET NO. E999/CI-11-852 
 
 
 
I. BACKGROUND INFORMATION 
 
 
On April 18, 2014, the Minnesota Public Utilities Commission (Commission) issued a Notice of 
Supplemental Comment Period on Cost Impact Reports seeking comment on two alternative 
templates for reporting the cost of Minnesota’s Renewable Energy Standard (RES) as required 
by Minn. Stat. §216B.1691, subd. 2e. 
 
Commenting parties included: 
 

• Xcel Energy (Xcel); 
• Otter Tail Power Corporation (OTP); 
• Minnesota Power (MP); 
• The Minnesota Large Industrial Group and Minnesota Chamber of Commerce, 

(collectively, Joint Business Intervenors or JBI); 
• Great River Energy (GRE); 
• Missouri River Energy Services (MRES); and 
• Wind on the Wires. 
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II. DEPARTMENT’S ANALYSIS 
 
The Department appreciates that Xcel proposed a template to allow parties to compare how 
different approaches could work.  As noted in earlier comments, there is a trade-off between 
accuracy and ease of analysis with various approaches.  Based on the feedback in parties’ 
comments, the Department continues to recommend adoption of its proposed RES cost reporting 
template (Template #2) as the appropriate balance between the Commission’s general guiding 
principles of  “providing a realistic representation of baseline, actual (to date) and future 
expected costs for achieving and maintaining standard compliance” with “supporting 
consistency, coordination and non-burdensome administration.”1  OTP and MP also supported 
the Department’s proposed reporting template; MRES did not explicitly support either reporting 
template, but did note concerns with the administrative burden involved in Xcel’s proposal. 
 
The Department addresses concerns raised by Xcel, the Joint Business Intervenors and 
Minnesota Power, below. 
 
A. XCEL ENERGY 
 
Xcel argues that using levelized cost estimates can mask the annual rate impact of renewable 
projects.  The Department notes that levelizing the costs over the life of the project provides an 
easy basis for comparison, and should not disadvantage utility-owned projects compared to 
renewable power obtained from purchased power agreements (PPAs).   
 
Both Xcel and the JBI maintain that the levelized cost of a natural gas fired combustion turbine 
(CT) or combined cycle (CC) unit is not the appropriate measure of the true avoided cost of 
renewables.  Both parties argue that renewable generation is displacing baseload coal generation 
or market purchases, and consequently, an assumption that gas-fired generation would have been 
added in the absence of renewable generation may not hold true.  
 
Given that coal resources have not been competitive alternatives in recent years, Minnesota 
utilities have two basic choices for meeting new energy needs – gas only, or gas and renewables.  
(Another option is hydropower, but these resources have generally been priced at the cost of gas 
facilities).  Thus, using the cost of additional coal-fired generation as a comparison would not be 
an appropriate basis for comparison since such an approach would tend to make more renewable 
resources appear to be competitive than is reasonable to conclude.  Instead, the goal of this 
analysis should be to compare the cost of renewable resources to what the utility would 
otherwise add to its system.  Additionally, it would not be reasonable to compare the cost of 
renewable power to a long-term reliance on the market, for two reasons.  First, because there is 
no regional entity to ensure that there will be adequate generation resources across the region to   

1 In the Matter of Utility Renewable energy Cost Impact Reports Required by Minnesota Statutes Section 
216B.1691, Subd. 2e, Notice of Comment Period on Cost Impact Reports, November 6, 2013, Docket No. E999/CI-
11-852. 
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serve the demand for power at peak periods, it is not reasonable to assume that it will always be 
possible to buy power in the wholesale market and have it delivered to load when needed.2  
Second, there is no long-term forecast of prices in the wholesale energy market and thus no 
viable price to use for comparison, particularly given that the market price changes significantly 
in the face of higher demand relative to the supply of power over time.3   
 
The Department continues to recommend using EIA levelized costs for either a CT or CC, in the 
absence of utility-specific cost information for these types of units.  To the extent that a utility 
has recent experience with the costs of either type of unit, such costs could be used; however, not 
every utility required to provide RES cost reporting may have this type of information available. 
 
B. JOINT BUSINESS INTERVENORS 
 
The JBI recommends adoption of Xcel’s proposed template with four changes to rectify what it 
concludes are limitations to the Strategist model, namely that it (1) assumes no transmission 
restraints and has little power flow modeling; (2) ignores the variability risk associated with 
renewable generation; (3) ignores fuel price variability; and (4) has difficulty reflecting existing 
regulations in the modeling assumptions.  To resolve these perceived limitations, the JBI 
recommend that utilities run the Promod model every fifth year, to provide additional analysis on 
transmission constraints, and use forecasted locational marginal prices (LMP) to estimate future 
avoided costs.   
 
Given the goals of this proceeding to simplify this analysis, JBI’s comments appear to be 
misplaced.  Certainly, JBI could make such a suggestion in a certificate of need proceeding for a 
specific project and utility, but it seems excessive to require such an analysis here, if the goal 
continues to be simplification.   
 
In addition, in its January 27, 2014 comments to the Commission in this docket, the Department 
addressed JBI’s concerns regarding power flow modeling and perceived volatility resulting from 
the addition of renewable resources to a utility’s generation portfolio.  As the Department noted 
in the January 2014 comments, attempting to model transmission costs of hypothetical future 
projects is not likely to provide reliable information upon which to base a decision about an 
appropriate least-cost resource mix.  The Department continues to conclude that the most 
appropriate way to address transmission costs is for utilities to use bidding processes in adding 
generation projects to reasonably ensure that they add the overall least-cost resources of any fuel 
type.  However, this issue would be better addressed in resource planning or a certificate of need 
proceeding. 

2 The responsibility to ensure that there are sufficient generation resources belongs with state commissions; entities 
such as the Midwest Reliability Organization and the MidContinent Independent System Operator are responsible 
for ensuring the reliability of the bulk transmission system only. 
3 Because of these reliability concerns and lack of realistic data on scarcity pricing, the Department has long 
advocated in resource planning against reliance on the market for energy and capacity needs beyond the short-term. 
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C. MINNESOTA POWER 
 
Minnesota Power recommends using a Levelized Avoided Energy Cost (LACE) model, available 
through the U. S. Energy Information Administration (EIA) as the appropriate cost comparison 
rather than the levelized cost of a CC or CT unit.  According to the EIA, LACE is a measure of 
what it would cost the grid to generate the electricity that is otherwise displaced by a new 
generation project.  The methodology for calculating the LACE is attached to these comments as 
Attachment A.   
 
LACE is calculated based on the weighted average of the marginal cost of electricity dispatch 
during the periods in which the project is assumed to operate weighted by the number of hours of 
assumed operation in each time period.  In other words, LACE is calculated based on actual or 
assumed market prices.  As a result, the Department does not believe LACE is an appropriate 
comparison for the cost of RES due to the reliability and pricing issues noted above.  
Consequently, the capital, fuel and operations and maintenance costs of alternative generation 
facilities such as a CC or CT unit are a more appropriate comparison of the longer-term cost of 
RES. 
 
 
III. DEPARTMENT RECOMMENDATION 
 
The Department recommends that the Commission adopt the Department’s proposed RES cost 
reporting methodology (Template #2) as the best means of meeting the Commission’s proposed 
guidelines for cost reporting. 
 
 
 
/lt 
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Company

200 First St SE
										
										Cedar Rapids,
										IA
										52401

Electronic Service No SPL_SL_11-
852_Interested Parties

Thomas J. Zaremba TZaremba@wheelerlaw.co
m

WHEELER, VAN SICKLE
& ANDERSON

Suite 801
										25 West Main Street
										Madison,
										WI
										537033398

Electronic Service No SPL_SL_11-
852_Interested Parties
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