
    

 
 
January 19, 2018 
 
 
Daniel P. Wolf 
Executive Secretary 
Minnesota Public Utilities Commission 
121 East 7th Place, Suite 350 
St. Paul, MN  55101-2147 
 
RE: In the Matter of Establishing an Updated 2018 Estimate of the Costs of Future Carbon Dioxide 

Regulation on Electricity Generation under Minn. Stat. § 216H.06. 
 Docket No. E999/CI-07-1199 
 Docket No. E999/CI-17-53  
 
Dear Mr. Wolf: 
 
Attached are the Analysis and Recommendations of the Minnesota Pollution Control Agency and the 
Minnesota Department of Commerce, Division of Energy Resources (collectively, the Agencies) 
regarding the 2018 update to the range of cost estimates for the future cost of carbon dioxide (CO2) 
regulation on electricity generation, as required by Minn. State. § 216BH.06. 
 
As detailed in the attached Analysis and Recommendations, the Agencies recommend that the 
Minnesota Public Utilities Commission (Commission) establish the range of likely costs of CO2 
regulation at $5 to $25 per ton of CO2 emitted, to be used in electric resource acquisition proceedings 
for planning year 2025 and beyond. 
 
The Agencies are available to answer any questions in this matter that the Commission may have. 
 
Sincerely, 
 
 
 
/s/ KATE O’CONNELL     /s/ FRANK KOHLASCH 
Manager, Energy Planning & Advocacy  Manager, Environmental Analysis & Outcomes 
Commerce Department    Pollution Control Agency 
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I. BACKGROUND 
 
Minnesota Statute Section 216H.06 states: 

 
216H.06 EMISSIONS CONSIDERATION IN RESOURCE PLANNING. 

 
By January 1, 2008, the Public Utilities Commission shall establish an 
estimate of the likely range of costs of future carbon dioxide regulation on 
electricity generation. The estimate, which may be made in a commission 
order, must be used in all electricity generation resource acquisition 
proceedings. The estimates, and annual updates, must be made following 
informal proceedings conducted by the commissioners of commerce and 
pollution control that allow interested parties to submit comments. 

 
The Minnesota Pollution Control Agency (MPCA) and the Minnesota Department of Commerce, 
Division of Energy Resources (Commerce) (collectively, the Agencies) requested comments on the 
likely cost range, the date the costs are expected to be incurred, and the relationship between the 
regulatory cost range and the externality cost values most recently established in Docket No. E999/CI-
14-643.  Comments were received from the following stakeholders: 
 

• Minnesota Power (MP) 
• Otter Tail Power (OTP) 
• Xcel Energy 
• Minnesota Large Industrial Group (MLIG) 
• Clean Energy Organizations (CEO) 

 
A copy of the comments received is included in Attachment 1. 
 
 
II. MOST RECENT COMMISSION ORDER 
 
In its August 5, 2016 Order Establishing 2016 and 2017 Estimate of Future Carbon Dioxide Regulation 
Costs, the Commission reaffirmed its prior estimate of the cost of carbon regulation ($9 - $34 per ton 
emitted), and found that utilities would likely not bear those costs before 2022.   
 
As to the estimated range, the Commission stated: 
 

Based on the best information in the record and the 
recommendations of the parties, the Commission reaffirms its 
estimate that the likely range of costs of future CO2 regulation on 
electricity generation is between $9 and $34 per ton of CO2 
emitted. 

 
As to timing, the Commission stated: 
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Minnesota statute does not restrict the Commission to considering 
only the EPA’s new rules for purposes of estimating the cost of CO2 
regulation on electricity generation.  Nonetheless, the EPA’s rules 
are the most developed and comprehensive policy governing CO2 
emissions from generators available.  As a result, the Commission 
will rely on the schedule for implementing these rules as a proxy 
for when CO2 regulation in general would be likely to take effect. 

 
The Commission declined to reassess the relationship between the future cost of carbon and the 
externality values. 
 
 
III. AGENCIES’ ANALYSIS  
 
A. REGULATORY COST RANGE 
 
In our request for comments, the Agencies noted that recent developments in the carbon market may 
no longer support the current range of $9 to $34 per ton of CO2.  The two carbon markets in the U.S., 
the Regional Greenhouse Gas Initiative (RGGI) and the California Cap and Trade program, have recently 
seen declines in their auction prices to less than three dollars per ton CO2e for RGGI (June 2017) and 14 
dollars per ton CO2e for California (May 2017).  The RGGI price is the lowest it has been over the past 
four years. 
 
In response, the electric utilities suggested that third-party vendor forecast data that included only 
United States or North American markets could be used to develop the estimated cost range.  Also, the 
range could be based on or validated by carbon trading markets (North American or European Union).   
Synapse Energy Economics, Inc. is one such provider of research, analysis and regulatory support that 
regularly produces a carbon price forecast.  Its most recent forecast (March 2016) projects carbon 
prices beginning in 2022 with a range of $15 to $25 per ton of CO2, and increasing gradually in each 
subsequent year.     
 
The CEO also suggested using externality values until regulation is again imminent.1 
 
The MLIG recommended that the Commission defer re-evaluation for at least one year.   
 
The Agencies note that basing the regulatory cost range on carbon price forecasts has the advantage of 
projecting regulatory costs into the future, which corresponds to electric utility planning horizons.  
However, carbon price forecasts from private energy consulting firms can be costly, and while Synapse 
offers its forecasts for free, at this time the most recent forecast is from March 2016, which was prior 
to the most recent federal regulatory developments (i.e., Synapse’s March 2016 forecast may be high).  

                                                      
1 Minn. Stat. § 216H.06 states that the likely cost range of future CO2 regulation “must be used in all electricity generation 
resource acquisition proceedings.”  Therefore, applying only the externality values until regulation is imminent would not 
comply with the statute. 
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Synapse has indicated the intention to produce a new forecast within the next few months that reflects 
more recent developments in current and future expected carbon emissions regulation. 
 
Basing the regulatory cost range on current prices of existing carbon markets has the advantage of 
being objective, easily accessible and provides true regulatory costs (prices reflecting the direct costs 
that emitters need to pay today for their emissions).  However, carbon market costs are current costs 
and do not reflect likely future values. 
 
The Agencies conclude that a blended approach to setting the cost range is appropriate, given the 
advantages and drawbacks of using only current or only forecasted carbon market prices.  A blended 
approach would yield a range of around $5 (average of recent RGGI prices, the lower of the two carbon 
markets) to $25 (the upper end of the most recent Synapse forecast) per ton of CO2.  This is a broad 
range that reflects the current uncertainty in the federal regulatory landscape.  If this uncertainty 
diminishes in the coming years, the Agencies would expect to revise and narrow this range in future 
recommendations. 
 
B. DATE OF APPLICATION 
 
The Agencies asked that stakeholders discuss how the Commission should address regulatory 
uncertainty, particularly in terms of the expected date that utilities should reflect the cost of CO2 
regulation in their analyses.  The U.S. Supreme Court’s stay of the Clean Power Plan, blocking its 
implementation for the time being, brings high uncertainty as to whether and when the Clean Power 
Plan would be put into effect.  Moreover, on March 28, 2017 the Presidential Executive Order of 
Promoting Energy Independence and Economic Growth called for the repeal of the Clean Power Plan 
(Section 111(d) of the Clean Air Act), further indicating that its implementation is not expected, at least 
in the foreseeable future.  Shortly thereafter, the U.S. Environmental Protection Agency (EPA) declared 
its intention to review the Clean Power Plan as well as Section 111(b) new source performance 
standards with the potential to suspend, revise or rescind these regulations.  On October 10, 2017, the 
EPA issued its proposed repeal of the Clean Power Plan without a proposed alternative to regulate CO2 
emissions from existing power plants.  There may be changes to EPA’s proposal in response to 
comments and the repeal may face legal challenges.  Given the uncertainty of the outcome, the 
Agencies anticipate that the earliest electric utilities will be required by federal regulations to reduce 
their CO2 emissions is starting in 2025, and potentially even later. 
 
The Agencies also noted that Minnesota’s Next Generation Energy Act has established ambitious 
statewide greenhouse gas (GHG) emissions reduction goals.2  While the electricity generation sector 
appears to be on track to meet those goals, the state as a whole is struggling to achieve the emissions 
reduction goals. 
 
In response, stakeholders suggested effective dates set at years as early as 2022 (consistent with the 
GHG reduction goal) and as late as 2035.  The CEO noted that there would be no need to set a date if 

                                                      
2 The goals are to reduce such emissions to 30% below 2005 emissions by 2025 and 80% below the 2005 baseline by 2050. 
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externality values (rather than regulatory cost values) are were applied during the entire planning 
horizon.   
 
The earliest the Agencies anticipate that federal CO2 regulations would create enforceable regulatory 
requirements on electric generation from fossil fuel generators (the Clean Power Plan or a 
replacement) is 2025, and potentially even later.  While the state’s GHG emissions reduction goals can 
be seen as a factor, they are goals and not requirements.  Therefore, the Agencies recommend that the 
Commission extend the initial application date from 2022 to 2025. 
 
C. RELATIONSHIP WITH ENVIRONMENTAL COST OF CO2 
 
In the proceeding used to establish the current effective date and cost of carbon regulation, a 
stakeholder requested that the Commission re-examine the relationship between the regulatory cost 
of CO2 established under Minn. Stat. § 216H.06 and the environmental cost of CO2 established under 
Minn. Stat. § 216B.2422, subd. 3.  In response, the Commission stated the following in its August 5, 
2016 Order: 
 

. . . the Commission sees no advantage in attempting to reconcile 
its estimate of CO2 regulatory costs and its estimate of CO2 
environmental costs before it has clarified its method of calculating 
environmental costs under Minn. Stat. § 216B.2422, subd. 3. 

 
The Commission made its determination regarding environmental costs at three agenda meetings in 
July 2016.3  Therefore, the Agencies requested stakeholders to indicate whether there is a basis for the 
Commission to re-assess how the regulatory cost value and externality cost value ranges are applied, 
and if so, what application options should be considered.   
 
As a reminder, in its December 21, 2007 Order Establishing Estimate of Future Carbon Dioxide 
Regulation Costs, the Commission stated the following: 
 

While the calculation of externality values under § 216B.2422 is not 
directly comparable to the estimate of regulatory costs under § 
216H.06, they both reflect steps to account for the burdens that 
CO2 emissions impose on third parties.  When a utility calculates 
the cost of emitting another ton of CO2 in any given year, therefore, 
it would be inappropriate to use both the CO2 externality value and 
the CO2 regulatory cost estimate.  But utilities should continue to 
apply the Commission’s CO2 externality values otherwise. 

 
Further, Order Point 3 states: 
 

                                                      
3 The Order was issued January 3, 2018. 
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In estimating costs associated with CO2 emissions for the purpose 
of analyzing electricity generation resources, a utility need not 
apply CO2 externality costs derived pursuant to § 216B.2422, 
subdivision 3, to CO2 emitted in any year to which the utility applies 
the CO2 regulation costs derived pursuant to Minnesota Statutes § 
216H.06. 

 
While utilities have interpreted the Commission’s guidance in different ways, an accepted practice has 
been to apply the externality value range in the years prior to the year in which the Commission has 
determined that the regulatory cost value range should start being applied, with only the regulatory 
cost value range applied in the remaining years of the planning period.   
 
In response to the Agencies’ request for a basis to change how the value ranges are applied, the CEO 
indicated that “our understanding of the damages of climate change and the Commission’s recently-
updated externality values together warrant a new approach to utility planning for reducing carbon 
emissions.”  The CEO offered two options:  (1) apply only the externality values in all planning years, or 
(2) continue to assume regulatory costs begin to be incurred in 2022, applying the regulatory cost 
range established according to the Synapse carbon pricing forecast.   
 
The Agencies note that Minnesota Statutes § 216H.06 states, “The estimate ... must be used in all 
electricity generation resource acquisition proceedings.”  Additionally, Minnesota Statutes § 
216B.2422, subdivision 3, states “… A utility shall use the values established by the commission … when 
evaluating and selecting resource options in all proceedings before the commission, including resource 
plan ….”  Therefore, it appears that the CEO’s first option would not comply with statutory 
requirements of Minnesota Statutes § 216H.06 because only the externality value ranges established 
under Minnesota Statutes § 216B.2422, subdivision 3, would be used.  The second option offered by 
the CEO is not a methodological change in how the two cost ranges are currently applied. 
 
No other stakeholder identified a basis for a re-assessment for the application of the value ranges.  The 
MLIG, MP, OTP, and Xcel recommended no change to how the values are applied.  However, Xcel did 
suggest the following: 
 

Options the Commission may want to consider for the high and low 
sensitivities in the regulatory cost period include:  (1) the high and 
low externality values for each respective year; (2) the high and low 
of the regulatory cost range that the Commission establishes; or (3) 
the single highest CO2 cost/value and the single lowest CO2 
cost/value low, without regard to whether it is a regulatory cost or 
externality value. [Footnote omitted] 

 
Again, the Agencies note that Xcel’s option 1, as a stand-alone option, would meet the requirement for 
Minnesota Statutes § 216B.2422, subdivision 3, but not comply with Minnesota Statutes § 216H.06.  
Applying both options 1 and 2 would comply with both Minnesota Statutes §§ 216H.06 and 216B.2422, 
and would not conflict with the Commission’s guidance in its December 21, 2007 Order.  The Agencies 
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would not object to a utility conducting the four modeling runs in options 1 and 2, but note that the 
differences between the two runs in option 1 and the two runs in option 2 may not be significant 
enough to warrant the extra time and effort. 
 
As to Xcel’s option 3, mixing the cost ranges is not theoretically sound.  As the Commission noted in its 
December 21, 2007 Order, while both ranges are intended to “reflect steps to account for the burdens 
that CO2 emissions impose,” each measures different things.  The externality value range reflects third-
party damages, while the regulatory cost of carbon range is intended to capture the expected cost to 
the utility to comply with future emissions regulations (expected internal cost).  How the two value 
ranges are modeled in resource planning and acquisition proceedings reflects this difference.  The cost 
of future carbon regulation is modeled as an internal cost (on an ex ante basis), and therefore impacts 
the resources the model selects to be added or retired.  In contrast, the externality value range is 
applied on an ex post basis once the model selects the resource package, and therefore impacts the 
estimated cost of the various resource portfolios, but does not influence which resources the model 
selects to include in the portfolios.  Therefore, the Agencies do not support using a blended range 
consisting of both external and future internal costs. 
 
 
IV. CONCLUSIONS AND RECOMMENDATIONS 
 
The Agencies recommend that the Commission establish the range of likely costs of CO2 regulation at 
$5 to $25 per ton of CO2 emitted, to be used in electric resource acquisition proceedings for planning 
year 2025 and beyond. 
 
The Agencies recommend no change to the way the value ranges established under Minn. Stat. §§ 
216B.2422 and 216H.06 are applied. 



CERTIFICATE OF SERVICE 
 

I, Sharon Ferguson, hereby certify that I have this day, served copies of the 
following document on the attached list of persons by electronic filing, certified 
mail, e-mail, or by depositing a true and correct copy thereof properly 
enveloped with postage paid in the United States Mail at St. Paul, Minnesota. 
 
Minnesota Department of Commerce 
Analysis and Recommendations 
 
Docket No. E999/CI-07-1199 and E999/DI-17-53 
 
 
Dated this 19th day of January 2018 
 
/s/Sharon Ferguson 
 
 



First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Jon Brekke jbrekke@grenergy.com Great River Energy 12300 Elm Creek
Boulevard
										
										Maple Grove,
										MN
										553694718

Electronic Service No OFF_SL_7-1199_1

Christina Brusven cbrusven@fredlaw.com Fredrikson Byron 200 S 6th St Ste 4000
										
										Minneapolis,
										MN
										554021425

Electronic Service No OFF_SL_7-1199_1

Generic Notice Commerce Attorneys commerce.attorneys@ag.st
ate.mn.us

Office of the Attorney
General-DOC

445 Minnesota Street Suite
1800
										
										St. Paul,
										MN
										55101

Electronic Service No OFF_SL_7-1199_1

Carl Cronin Regulatory.records@xcele
nergy.com

Xcel Energy 414 Nicollet Mall FL 7
										
										Minneapolis,
										MN
										554011993

Electronic Service No OFF_SL_7-1199_1

Leigh Currie lcurrie@mncenter.org Minnesota Center for
Environmental Advocacy

26 E. Exchange St., Suite
206
										
										St. Paul,
										Minnesota
										55101

Electronic Service No OFF_SL_7-1199_1

Stacy Dahl sdahl@minnkota.com Minnkota Power
Cooperative, Inc.

1822 Mill Road
										PO Box 13200
										Grand Forks,
										ND
										58208-3200

Electronic Service No OFF_SL_7-1199_1

David Dahlberg davedahlberg@nweco.com Northwestern Wisconsin
Electric Company

P.O. Box 9
										104 South Pine Street
										Grantsburg,
										WI
										548400009

Electronic Service No OFF_SL_7-1199_1

Curt Dieren curt.dieren@dgr.com L&O Power Cooperative 1302 S Union St
										
										Rock Rapids,
										IA
										51246

Electronic Service No OFF_SL_7-1199_1

Ian Dobson Residential.Utilities@ag.sta
te.mn.us

Office of the Attorney
General-RUD

1400 BRM Tower
										445 Minnesota St
										St. Paul,
										MN
										551012130

Electronic Service Yes OFF_SL_7-1199_1

Brian Draxten bhdraxten@otpco.com Otter Tail Power Company P.O. Box 496
										215 South Cascade Street
										Fergus Falls,
										MN
										565380498

Electronic Service No OFF_SL_7-1199_1



2

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Sharon Ferguson sharon.ferguson@state.mn
.us

Department of Commerce 85 7th Place E Ste 280
										
										Saint Paul,
										MN
										551012198

Electronic Service Yes OFF_SL_7-1199_1

Karlene Fine kfine@nd.gov Industrial Commission of
North Dakota

14th Floor
										600 E. Boulevard Avenue,
Dept. 405
										Bismarck,
										ND
										58505

Electronic Service No OFF_SL_7-1199_1

Edward Garvey garveyed@aol.com Residence 32 Lawton St
										
										Saint Paul,
										MN
										55102

Electronic Service No OFF_SL_7-1199_1

Bruce Gerhardson bgerhardson@otpco.com Otter Tail Power Company PO Box 496
										215 S Cascade St
										Fergus Falls,
										MN
										565380496

Electronic Service No OFF_SL_7-1199_1

Todd J. Guerrero todd.guerrero@kutakrock.c
om

Kutak Rock LLP Suite 1750
										220 South Sixth Street
										Minneapolis,
										MN
										554021425

Electronic Service No OFF_SL_7-1199_1

Kimberly Hellwig kimberly.hellwig@stoel.co
m

Stoel Rives LLP 33 South Sixth Street
										Suite 4200
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_7-1199_1

Casey Jacobson cjacobson@bepc.com Basin Electric Power
Cooperative

1717 East Interstate
Avenue
										
										Bismarck,
										ND
										58501

Electronic Service No OFF_SL_7-1199_1

Joel Larson jlarson@minnkota.com Minnkota Power
Cooperative, Inc.

1822 Mill Road
										
										Grand Forks,
										ND
										58203

Electronic Service No OFF_SL_7-1199_1

David Moeller dmoeller@allete.com Minnesota Power 30 W Superior St
										
										Duluth,
										MN
										558022093

Electronic Service No OFF_SL_7-1199_1



3

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Dalene Monsebroten dalene@mncable.net Northern Municipal Power
Agency

123 2nd St W
										
										Thief River Falls,
										MN
										56701

Electronic Service No OFF_SL_7-1199_1

Andrew Moratzka andrew.moratzka@stoel.co
m

Stoel Rives LLP 33 South Sixth St Ste 4200
										
										Minneapolis,
										MN
										55402

Electronic Service No OFF_SL_7-1199_1

Peter Nelson peter.nelson@americanexp
eriment.org

Center of the American
Experiment

8441 Wayzata Boulevard
										Suite 350
										Golden Valley,
										MN
										55426

Electronic Service No OFF_SL_7-1199_1

David Niles david.niles@avantenergy.c
om

Minnesota Municipal Power
Agency

220 South Sixth Street
										Suite 1300
										Minneapolis,
										Minnesota
										55402

Electronic Service No OFF_SL_7-1199_1

Samantha Norris samanthanorris@alliantene
rgy.com

Interstate Power and Light
Company

200 1st Street SE PO Box
351
										
										Cedar Rapids,
										IA
										524060351

Electronic Service No OFF_SL_7-1199_1

Russell Olson rolson@hcpd.com Heartland Consumers
Power District

PO Box 248
										
										Madison,
										SD
										570420248

Electronic Service No OFF_SL_7-1199_1

Mary Beth Peranteau mperanteau@wheelerlaw.c
om

Wheeler Van Sickle &
Anderson SC

44 E. Mifflin Street, 10th
Floor
										
										Madison,
										WI
										53703

Electronic Service No OFF_SL_7-1199_1

Craig Rustad crustad@minnkota.com Minnkota Power 1822 Mill Road
										PO Box 13200
										Grand Forks,
										ND
										582083200

Electronic Service No OFF_SL_7-1199_1

Robert K. Sahr bsahr@eastriver.coop East River Electric Power
Cooperative

P.O. Box 227
										
										Madison,
										SD
										57042

Electronic Service No OFF_SL_7-1199_1



4

First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Christopher Schoenherr cp.schoenherr@smmpa.or
g

SMMPA 500 First Ave SW
										
										Rochester,
										MN
										55902-3303

Electronic Service No OFF_SL_7-1199_1

Mrg Simon mrgsimon@mrenergy.com Missouri River Energy
Services

3724 W. Avera Drive
										P.O. Box 88920
										Sioux Falls,
										SD
										571098920

Electronic Service No OFF_SL_7-1199_1

Eric Swanson eswanson@winthrop.com Winthrop & Weinstine 225 S 6th St Ste 3500
										Capella Tower
										Minneapolis,
										MN
										554024629

Electronic Service No OFF_SL_7-1199_1

David Thornton J.David.Thornton@state.m
n.us

MN Pollution Control
Agency

520 Lafayette Road
										
										St. Paul,
										MN
										55101

Electronic Service No OFF_SL_7-1199_1

Pat Treseler pat.jcplaw@comcast.net Paulson Law Office LTD 4445 W 77th Street
										Suite 224
										Edina,
										MN
										55435

Electronic Service No OFF_SL_7-1199_1

Elizabeth Wefel eawefel@flaherty-
hood.com

Missouri River Energy
Services

3724 W Avera Drive
										PO Box 88920
										Sioux Falls,
										SD
										57109-8920

Electronic Service No OFF_SL_7-1199_1

Cam Winton cwinton@mnchamber.com Minnesota Chamber of
Commerce

400 Robert Street North
										Suite 1500
										St. Paul,
										Minnesota
										55101

Electronic Service No OFF_SL_7-1199_1

Robyn Woeste robynwoeste@alliantenerg
y.com

Interstate Power and Light
Company

200 First St SE
										
										Cedar Rapids,
										IA
										52401

Electronic Service No OFF_SL_7-1199_1

Daniel P Wolf dan.wolf@state.mn.us Public Utilities Commission 121 7th Place East
										Suite 350
										St. Paul,
										MN
										551012147

Electronic Service No OFF_SL_7-1199_1



First Name Last Name Email Company Name Address Delivery Method View Trade Secret Service List Name

Generic Notice Commerce Attorneys commerce.attorneys@ag.st
ate.mn.us

Office of the Attorney
General-DOC

445 Minnesota Street Suite
1800
										
										St. Paul,
										MN
										55101

Electronic Service No OFF_SL_17-53_17-53

Ian Dobson Residential.Utilities@ag.sta
te.mn.us

Office of the Attorney
General-RUD

1400 BRM Tower
										445 Minnesota St
										St. Paul,
										MN
										551012130

Electronic Service No OFF_SL_17-53_17-53

Sharon Ferguson sharon.ferguson@state.mn
.us

Department of Commerce 85 7th Place E Ste 280
										
										Saint Paul,
										MN
										551012198

Electronic Service No OFF_SL_17-53_17-53

Daniel P Wolf dan.wolf@state.mn.us Public Utilities Commission 121 7th Place East
										Suite 350
										St. Paul,
										MN
										551012147

Electronic Service No OFF_SL_17-53_17-53


	Medhaug-MPCA-c-CI-17-53
	07-1199 17-53 affi
	07-1199 sl
	17-53

