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     April 28, 2014 
 
VIA ELECTRONIC FILING 
 
Dr. Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, MN 55101-2147 
 
 
Re: In the Matter of a Petition for Approval of an Electric Service  

Agreement Between Mesabi Nugget and Minnesota Power 
 Docket No. E015/M-14-155 
 

In the Matter of Minnesota Power’s Erie Mine Site Service Schedule 
Docket No. E015/M-14-166 

 
 
Dear Dr. Haar: 
 

Minnesota Power hereby electronically submits its Reply Comments in the 
above-referenced Dockets.  An Affidavit of Service is included. 
 
 Please contact me at the number above if you have any questions 
regarding this filing. 
 
     Yours truly, 

 
 
     David R. Moeller 
 
kl 
Attachments 
c: Service List 

30 west superior street / duluth, minnesota  55802-2093 / fax: 218-723-3955 /www.allete.com 
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STATE OF MINNESOTA 
BEFORE THE 

MINNESOTA PUBLIC UTILITIES COMMISSION 
 
 
********************************************************************************* 
 
In the Matter of a Petition for Approval Docket No. E015/M-14-155 
of an Electric Service Agreement Between  
Mesabi Nugget and Minnesota Power  
 
In the Matter of Minnesota Power’s Docket No. E015/M-014-166 
Erie Mine Site Service Schedule  
 Reply Comments 
 
********************************************************************************* 

 
 
On March 31, 2014, the Department of Commerce, Division of Energy Resources 

(“Department”) submitted comments regarding Minnesota Power’s two petitions in the above-

referenced Dockets regarding the new Mesabi Nugget Electric Service Agreement (“ESA”) and 

the related Erie Mine Site Service (“EMSS”) Schedule proposed tariff revisions.  The 

Department requested additional information from Minnesota Power in these Reply Comments 

for both petitions.  In addition, on April 15, 2014, Mesabi Nugget filed comments supporting the 

ESA and EMSS Schedule tariff changes and providing additional economic justifications. 

 

Minnesota Power addresses both Dockets in these Reply Comments to facilitate the 

Minnesota Public Utilities Commission’s (“Commission”) review of the Dockets and to further 

develop the record. 

 

EMSS Requested Information 

 

The Department requested Minnesota Power provide the entire original State Master 

Agreement and any modifications made to the State Master Agreement over time.  Attachment A 

is the entire State Master Agreement.  No modifications have been made to the agreement since 

it was executed and implemented by the parties.  It is Minnesota Power’s understanding that the 

four state agencies that signed the State Master Agreement will be sending a letter to the 
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Commission confirming that Minnesota Power’s proposal to eliminate the six-year maximum 

term to the availability section of the EMSS tariff is acceptable.1  Irrespective of these state 

agencies’ support for the tariff modifications and Mesabi Nugget, the applicable provision in the 

State Master Agreement to these Dockets was the requirement that Minnesota Power file with 

the Commission for a new tariff, which the Commission ultimately approved as the EMSS 

Schedule.   

 

The Department requested the basis for Minnesota Power’s conclusion that PolyMet is no 

longer eligible for service under the EMSS Schedule and documentation that PolyMet continues 

to decline service under the EMSS Schedule given Minnesota Power’s proposal to extend service 

until Minnesota Power retires Taconite Harbor.  Attachment B is a 2010 letter from PolyMet 

where PolyMet voluntarily discontinued taking EMSS effective July 1, 2010.  Under both the 

original EMSS Schedule and the proposed modifications, customers were required to commence 

service of at least 2,000 kW by January 1, 2008 and pay the applicable monthly billing demand 

charges for the entire term of their EMSS Schedule commitment.  Rather than pay for energy and 

capacity it was not utilizing when the timing of its planned operation changed, PolyMet decided 

to voluntarily discontinue service under the EMSS Schedule and therefore no longer meets the 

service requirements under the EMSS.   

 

Finally, while not part of the Department’s summary of recommendations, pages 6 and 7 

of the Department’s comments on the EMSS tariff address Minnesota Power’s fixed cost 

recovery benefits from Mesabi Nugget capacity revenue. The Department states that is “based on 

the assumption that Mesabi Nugget’s operations will cease prior to when MP retires Taconite 

Harbor”, and the Department recommends that Minnesota Power provide documentation of that 

assumption in Reply Comments.   In a phone conversation with the Department, Minnesota 

Power clarified that the Department’s concern here is related to the timing of the Company’s 

next rate case and whether the existing Mesabi Nugget ESA (which has a rolling four-year notice 

of cancellation) is still in effect then. If the test year for Minnesota Power’s next rate case 

includes Mesabi Nugget sales and revenues under the existing ESA at the same or higher level as 

                                                           
1 Minnesota Power does not believe consent is necessary from any of the public or private parties to the State 
Master Agreement, but has taken the affirmative step of securing the state agencies support.   
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the proposed Mesabi Nugget ESA, there will not be incremental benefits to other ratepayers 

associated with the proposed ESA.  Other ratepayers would benefit in a subsequent rate case that 

includes revenues beyond Mesabi Nugget’s existing contractual commitments.  

 

In its phone conversation with the Company, the Department also expressed concern 

regarding the continuation of the EMSS Schedule following the planned closure of Taconite 

Harbor Unit 3 in 2015 as set forth the Commission’s approval of Minnesota Power’s 2013 

Integrated Resource Plan.  After Taconite Harbor Unit 3 closes, there will no longer be surplus 

power that is “trapped” in the area due to transmission constraints.  Therefore, the Department 

requested that Minnesota Power provide its rationale for continuing to offer the EMSS Schedule 

beyond 2015.  Minnesota Power continues to believe that there is significant value in having 

Mesabi Nugget continue on the EMSS Schedule given both the historic basis for the 

development of the EMSS Schedule (primarily to mitigate the harsh economic impact of LTV’s 

closure) and that the Mesabi Nugget’s operations meet the criteria set forth in the EMSS 

Schedule, including being located at the former Erie Mine Site in Hoyt Lakes, taking service off 

Minnesota Power’s 138 kV transmission line, and taking at least 2,000 kW of service 

commencing January 1, 2008.   

 

Also, the public interest justification that Mesabi Nugget is a new type of customer load 

on Minnesota Power’s system still remains.  This justification was supported by the Department 

in its December 20, 2007 comments in Docket No. E015/M-07-1456: “In addition, Mesabi 

represents a new type of customer for MP, thus reducing ‘the relative impact on MP and its 

ratepayers of cyclical changes in the markets for other LP customers in the traditional taconite 

and pulp and paper products industries.’” Department Comments at page 11.  Furthermore, the 

EMSS Schedule’s application is tied to the entire Taconite Harbor generating station, not the 

closure of a specific unit and the energy charge specifically provides for pricing based on hours 

when two of the three Taconite Harbor units are available.  The unique circumstances that were 

the genesis for the EMSS Schedule still provide justification for continuing Mesabi Nugget’s 

ability to take service under the EMSS Schedule. 
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Mesabi Nugget ESA Requested Information 

 

The Department recommended that Minnesota Power provide justification for its EMSS 

tariff, along with providing the incremental monetary benefit to Minnesota Power’s customers of 

a commitment from Mesabi Nugget to take service from Minnesota Power for the period 2017 

through 2023.  As the Department noted in its comments, Mesabi Nugget’s current electric 

service agreement extends through 2017 with the four-year cancellation provision.  Minnesota 

Power’s contractual arrangements with its industrial customers have always created significant 

fixed cost recovery assurances upon which Minnesota Power and its ratepayers could depend.  

Having a commitment from Mesabi Nugget to take service from 2017 through 2023 continues 

and extends these fixed cost recovery assurances while also providing Mesabi Nugget with 

competitive electric service and operational flexibility under EMSS tariff or other applicable 

tariffs.  In the Petition, Minnesota Power estimated the minimum demand revenues over the 

entire term of the new ESA based on the current monthly demand charge in the Large Power 

Service Schedule of $216,276 per month for the first 10 MW of Firm Demand.  For 2017 

through 2023 at least this same minimum demand charges would be realized or at least $15.5 

million.  This number does not include other demand revenues and contributions to fixed cost 

recovery Mesabi Nugget would make beyond its current obligations.  In regards to the 

incremental monetary benefit to Minnesota Power’s customers, it should be noted that in 

addition to fixed cost recovery and other benefits that are currently reflected in base rates and 

would be reflected as part of any future rate case, having Mesabi Nugget on Minnesota Power’s 

system currently benefits all customers by allocating costs recovered under the Company’s Rider 

for Renewable Resources and Rider for Transmission Cost Recovery to a broader base of sales, 

thereby reducing the rates for all other customers.   

 

The Department also requested Minnesota Power should discuss the feasibility of using 

the Area Development rate Plan under Minn. Stat. § 216B.161 in this situation.  Under Minn. 

Stat. § 216B.161, subd. 3(3) the Area Development Rate is only available to “new or expanding 

manufacturing or wholesale trade customers.”  Mesabi Nugget confirmed in its April 15, 2014 

Comments that it does not currently expect to meet this statutory requirement.   Also, the EMSS 

tariff was tailored for the former Erie Mine site, and it was Mesabi Nugget and Minnesota 
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Power’s preference to extend the current rate that better applies to Mesabi Nugget’s load profile 

than would the Area Development Rate.  As proposed for 2014, the EMSS Schedule provides a 

more favorable rate for Mesabi Nugget compared to an Area Development Rate.  It is possible 

that future EMSS rate changes following changes in Taconite Harbor operations would make the 

EMSS Schedule less appealing to Mesabi Nugget.  If that occurs, Minnesota Power – as part of 

the contractual Annual Service Assessment provision -- will assist Mesabi Nugget in determining 

the most economical service schedule alternative from options for which it is eligible at that 

time.   

 

Minnesota Power believes these Reply Comments meet the recommendations and 

requests set forth in the Department’s two sets of comments and Minnesota Power respectfully 

requests that the Commission issue orders approving the Petitions in the respective Dockets.  

 
 
Dated: April 28, 2014     Respectfully submitted, 
 

       
       David R. Moeller 
       Senior Attorney 
       Minnesota Power 
       30 West Superior Street 
       Duluth, MN 55802 
       218-723-3963  
       dmoeller@allete.com 
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Affidavit of service.doc 

 
 
 
 
 
STATE OF MINNESOTA )    AFFIDAVIT OF SERVICE VIA 
 ) ss    ELECTRONIC FILING  
COUNTY OF ST. LOUIS  )    
 
 
----------------------------------------------------------------------------------------------------------- 
 
 
Kristie Lindstrom of the City of Duluth, County of St. Louis, State of Minnesota, says 
that on the 28th day of April, 2014, she served Minnesota Power’s Reply Comments in 
Docket Nos. E015/M-14-155 and E015/M-14-166 to the Minnesota Public Utilities 
Commission and the Energy Resources Division of the Minnesota Department of 
Commerce via electronic filing.  The remaining parties on the attached service list were 
served as so indicated on the list. 
 
 
      /s/ Kristie Lindstrom 
     __________________________ 
 
 
Subscribed and sworn to before 
me this 28th  day of April, 2014. 
 
 /s/ Mary K Johnson 
___________________________ 
Notary Public - Minnesota 
My Commission Expires January 31, 2016 
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