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PROCEDURAL HISTORY

On December 30, 2021, the Commission issued orders suspending the request of Minnesota
Power (the Company) to increase rates and establishing interim rates to be in effect while
evaluating the reasonableness of the Company’s rate increase request. The Commission
determined that exigent circumstances were present and established an interim rate increase of
7.11% for residential customers, and a 14.23% increase for non-residential customers beginning
on January 1, 2022.

On February 28, 2023, the Commission issued its Findings of Fact, Conclusions, and Order in
this case setting final rates. As part of its decision, the Commission found that it was reasonable
to include revenues related to two large commercial customers—ST Paper and Cenovus—in
final rates. The Commission approved a final rate increase of 8.93% applied equally across all
rate classes.

On May 15, 2023, the Commission issued an order taking specific actions on reconsideration
petitions that included, in part, granting a request by Minnesota Power to clarify that sales to ST
Paper and Cenovus were a known and measurable change outside the test year, and that the
Company may exclude, when calculating interim rate refunds, sales revenue not received from
ST Paper and Cenovus during the period of interim rates; the Commission further required
Minnesota Power to file its interim rate calculation in a subsequent compliance filing.

On June 14, 2023, Minnesota Power filed its compliance filing, including an interim rate
calculation, for Commission consideration.

On July 17, 2023, the Department of Commerce, Division of Energy Resources (the Department)
and Large Power Intervenors (LPI)! filed comments on the filing.

L Pl is an ad hoc consortium of Minnesota Power’s large industrial customers, including: Blandin Paper
Company; Boise White Paper, a Packaging Corporation of America company, formerly known as Boise,
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On July 31, 2023, the Company filed reply comments.

On August 31, the matter came before the Commission.

FINDINGS AND CONCLUSIONS
. Minnesota Power’s Filing

The Company’s compliance filing includes information required by the Commission, including
an interim rate refund plan, as well as a customer notice, the revenue requirement based on final
rates, the rate design, and resulting tariffs. The Company stated that its filing is consistent with
the Commission’s rate case decisions and recommended that the Commission approve the filing
and authorize implementation of final rates.

At issue is the Company’s proposed interim rate refund plan. Dispute among the parties reflects
disagreement over the methodology the Company used rather than the accuracy of the
calculations themselves. The Company stated that its interim rate refunds were calculated in
accordance with the methodology approved by the Commission.

The Company proposed to refund $27,170,526, including interest. For 2022, the refund amount
is $18,406,576; for 2023 (January-April), the refund amount is $8,763,951. The Company’s
compliance filing states that additional refunds will be subsequently made for the period
beginning in May 2023 until the effective date of final rates.

There are two items related to the interim rate refunds at issue: the interim rate impact of
residential customers and the interim rate impact of two new large industrial customers.

A. Residential Customer Class Interim Rate Impact

Minnesota Power applied an interim rate increase of 7.11% to residential customers during the
interim rate period. The Commission authorized a final rate increase of 8.93%. The Company
agreed to forgo collection of the difference of approximately 2.11%.

If the difference between interim rates and final rates results in an under-recovery, the Company
is allowed to recover the difference only between the period after final rates are approved and
when they become effective under Minn. Stat. § 216B.16, subd. 3(c). In this case, the Company
agreed to forgo the difference it would otherwise be allowed to recover. Any under-collection
that occurs during the interim rate period before final rates are approved is not recoverable. The
Company will therefore not collect any portion of under-collected interim rate amounts from
residential ratepayers.

The Company explained that the effect of this approach is twofold. First, residential ratepayers
would not receive interim rate refunds because there was no over-collection of revenues from

Inc.; Cleveland-Cliffs Minorca Mine Inc.; Enbridge Energy, Limited Partnership; Gerdau Ameristeel US
Inc.; Hibbing Taconite Company; Northern Foundry, LLC; Sappi Cloquet, LLC; United States Steel
Corporation; United Taconite, LLC; and USG Interiors, Inc.
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them during the interim rate period. Second, interim rate refunds paid to non-residential
ratepayers would not be adjusted to offset the difference in amounts under-collected from
residential ratepayers.

The Company stated that its refund calculation for non-residential customers reflects the final
rate increase authorized by the Commission and that its final adjustments exclude any impact of
the approximately 2.11% difference the Company never collected from residential customers
during the interim rate period, ensuring that non-residential ratepayers are fully refunded
amounts paid during the interim rate period that exceeded final rates approved.

The Company acknowledged that the calculations are complex because final rates approved are
lower than interim rates for non-residential ratepayers (whose rates increased by 14.23% during
the interim rate period), but the Company also maintained that its calculations are accurate and
that its approach is consistent with the Commission’s rate case decisions.

B. Large Power Customer Interim Rate Impact

In calculating interim rate refunds for non-residential customers, the Company stated that,
consistent with Commission authorization, revenues not collected from two large industrial
customers (ST Paper and Cenovus) during the interim rate period were excluded from the refund
calculation.? In 2022, both ST Paper and Cenovus were idle, and no revenue was collected from
these customers. The calculation of interim rates for 2022 therefore does not impute to these two
customers revenues not attributable to them. Both customers did, however, begin operations in
January 2023.

Beginning in late January 2023, ST Paper began fully operating and as a result, the Company’s
proposed refund calculation includes 100% of this customer’s revenues for all months in 2023.

Cenovus began operations in 2023 and had intended to resume full operations by June. As a
result, the Company’s refund calculation includes 50% of revenues for Cenovus between January
and June 1, after which the Company proposed to reflect 100% of revenues; Cenovus had not
begun full operations as of June 1, but the Company did not seek any further adjustment to its
interim rate refund plan as a result.

Based on this approach, the Company calculated an overcollection factor of 23.0771% for 2022
and an overcollection factor of 30.4875% for 2023, resulting in a refund of $18,406,576 for 2022
and a refund of $8,763,951 for 2023 (January-April). The Company stated that additional refund
amounts for the period after April 2023 would be calculated after final rates are implemented.

2 In its May 15, 2023 order in this docket, the Commission approved the Company’s request to exclude
revenues not received from these two customers during the period of interim rates. The Company’s
compliance filing includes its plan for implementation of this methodology and its calculations.

% Ultimately, the Company’s calculations reflect the fact that Cenovus is a customer of Superior Water
Light & Power, which is a wholesale customer of Minnesota Power. The calculations reflect the overall
impact of Cenovus on costs (including impacts through jurisdictional allocators). These allocation factors
are designed to split (primarily) costs between Minnesota (retail) -jurisdictional and Federal Energy
Regulatory Commission (wholesale) - jurisdictional costs.
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1. Comments on the Filing

The Department recommended that the Commission approve the following:

e the compliance filing, including proposed revenue requirements, rate design, and
resulting tariffs;

e the proposed conservation cost recovery charge (CCRC) of $0.003957035 per kilowatt
hour (kWh) to be applied to all customer classes except for approved Conservation
Improvement Program (CIP)-exempt facilities; and

e the interim refund plan subject to a proposed modification discussed below.

The Department also recommended that the Commission require the Company to file a
compliance filing that shows, with calculations, refunds and interest paid according to each rate
class. The Department recommended that the compliance filing be filed within 10 days of
interim rate refund payments made by the Company.

A. Interim Rate Refund—Residential Customers

The Department opposed the Company’s methodology for accounting for the impact of interim
rates on the calculation of refunds to non-residential ratepayers. The Department contended that
Minnesota Power’s method erroneously results in an under-payment of interim rate refunds to
non-residential customers. The Department recommended that the Company be required to
calculate its refunds by treating $7,965,112 as the amount that the Company did not collect from
residential ratepayers during the interim rate period and agreed to forgo. That amount represents
7.11% of the 14.23% the Company proposed to collect in interim rates, or a difference of
approximately half. Such an approach would increase refunds to non-residential ratepayers by
approximately $7,368,169.

In response, the Company stated that the Department’s approach would treat the Company as if it
had collected from residential ratepayers the full interim rate refund it proposed (14.23%), rather
than accounting for the difference between interim rates collected (7.11%) and final rates
approved (8.93%). In other words, the Department’s approach would result in making refunds
based on revenues not received, rather than actual revenues, resulting in over-payments to non-
residential customers. The Company stated that such a result would be confiscatory and violate
basic ratemaking principles. Further, it would upend the protection the Commission sought for
residential ratepayers during the interim rate period by effectively penalizing the Company for
agreeing to forgo revenues not collected.

B. Interim Rate Refund—Non-Residential Customers

LPI recommended that the Commission reject the Company’s proposal and require an increase in
interim rate refunds to non-residential ratepayers of approximately $7.7 million.

LPI stated that Minnesota Power’s proposal would lead to a windfall for the Company and
violate Minn. Stat. §216B.16, subd. 3(c), which directs the Commission to order refunds for
excess amounts collected during interim rates, including interest. LPI argued that because the
Commission’s final rate decision requires that revenues from ST Paper and Cenovus be included



in the final revenue requirement, those revenues should be used to calculate interim rate refunds
as well, even though such revenues were not, in fact, collected.

LPI stated that Minnesota Power is making an upward adjustment to the allowed test year
increase for non-residential customer classes to deliberately decrease the difference between
actual interim rates and actual final rates. LPI stated that the proper formula for issuing refunds is
to ensure that refunds of excess revenues generated by interim revenues are returned to
consumers in the same proportions as allocated, or a pro rata share.

In response, the Company stated that LP1’s proposal would result in refunding interim rate
amounts that the Company did not collect from ST Paper and Cenovus, an approach that the
Company asserted is inconsistent with the Commission’s directive in its May 15, 2023, order in
this case. The Company stated that its methodology fulfills the Commission’s intent to not
impute revenues to these customers during the interim rate period when they were not operating
and during which revenues were therefore not collected.

1. Commission Action

The Commission will approve the Company’s compliance filing as set forth in the ordering
paragraphs below.

The Commission appreciates the Department’s thorough review of the compliance filing,
including numerous attachments, tariffs, and schedules.

The Commission largely concurs with the Department’s analysis of the filing, with the exception
of the recommended modification to the Company’s interim rate refund proposal. The
Commission disagrees with the Department’s view that the Company’s proposal would result in
under-refunding amounts to non-residential ratepayers. As the Company explained, the effect of
the Department’s approach would be to require the Company to issue refunds based on revenues
not collected from residential ratepayers by applying to its calculation the difference between
proposed interim rates (14.23%) and amounts collected, rather than the difference between
interim rates collected (7.11%) and final rates approved (8.93%). As a result, the Department’s
calculation attributes approximately $8 million in interim revenues from residential ratepayers
that the Company never received.

The Commission concurs with the Company that its methodology is consistent with the law and
Commission directives. The Company’s calculations remove all revenues from the residential
class to ensure that there is no subsidy from non-residential customers to offset the Company’s
under-collection of interim rates from residential customers.

The Commission is similarly unpersuaded by LPI’s arguments that the Company is deliberately
attempting to reduce interim rate refunds in a manner inconsistent with Minn. Stat. 8216B.16,
subd. 3(c). LPI does not challenge the Company’s calculations but rather the Commission’s
decision authorizing the Company to exclude revenues not collected from ST Paper and
Cenovus. But that decision was made in the Commission’s May 15, 2023, order, and LPI did not
file a request for Commission reconsideration of that decision.



The Company’s methodology reflects the Commission’s intent to protect all ratepayers by
requiring Minnesota Power to include, in its final revenue requirement calculations, revenues
from two customers who had not yet begun operations during the Company’s 2022 test year but
who were expected to resume operations in 2023. This decision reduces the Company’s overall
revenue requirement, thereby reducing costs to remaining ratepayers, including large power
customers, such as LPI. In making this decision, the Commission also authorized exclusion of
revenues not collected from these two customers during the interim rate period, and there is no
dispute that the Company did not, in fact, collect such revenues. LPI’s reasoning that Minn. Stat.
8 216B.16, subd. 3(c), requires the Company to make refunds based on revenues not collected
during the interim rate period from non-customers is unfounded. Minnesota Power correctly
calculated revenues and corresponding refunds based on the amount collected during the interim
rate period, consistent with the statute’s requirement to do so.

For all these reasons, the Commission will approve Minnesota Power’s compliance filing,
including its interim rate refund plan, and authorize implementation of final rates, as set forth
below.



ORDER
1. The Commission approves Minnesota Power’s proposed customer notice, revenue
requirements, rate design, and resulting tariffs for final rates and authorizes
implementation of final rates.

2. The Commission approves Minnesota Power’s proposed CCRC of $0.003957035 per
kWh to be applied to all customer classes except for approved CIP-exempt facilities.

3. The Commission approves Minnesota Power’s interim rate refund plan as filed by
Minnesota Power, including:

a. Approve a total interim overcollection amount for 2022 of $18,406,576, including
interest.

b. Approve a total interim overcollection amount for January-April 2023 of
$8,763,951, including interest.

4, Within 10 days of the completion of the refund for all of its customers, Minnesota Power
shall file a compliance filing showing actual refunds and interest paid by rate class,
including supporting calculations.

5. This order shall become effective immediately.

BY ORDER OF THE COMMISSION

)M A

Will Seuffert
Executive Secretary

This document can be made available in alternative formats (e.g., large print or audio) by calling
651.296.0406 (voice). Persons with hearing or speech impairment may call using their preferred
Telecommunications Relay Service or email consumer.puc@state.mn.us for assistance.
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CERTIFICATE OF SERVICE

I, Mai Choua Xiong, by certify that | have this day, served a true and correct copy of the
following document to all persons at the addresses indicated below or on the attached list
by electronic filing, electronic mail, courier, interoffice mail or by depositing the same
enveloped with postage paid in the United States mail at St. Paul, Minnesota.

Minnesota Public Utilities Commission
ORDER APPROVING COMPLIANCE FILING

Docket Number E-015/GR-21-335
Dated this 29"" day of September, 2023

/sl Mai Choua Xiong
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