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December 17, 2013 PUBLIC DOCUMENT 
 
 
Burl W. Haar 
Executive Secretary 
Minnesota Public Utilities Commission 
121 7th Place East, Suite 350 
St. Paul, Minnesota  55101-2147 
 
RE: PUBLIC Comments of the Minnesota Department of Commerce, Division of Energy 

Resources 
 Docket No. E015/GR-09-1151 

 
Dear Dr. Haar: 
 
Attached are the PUBLIC Comments of the Minnesota Department of Commerce, Division of 
Energy Resources (Department) in the following matter: 
 

Minnesota Power (MP or the Company) 2009 Rate Case, Department’s Review of the MP 
Margin Impact Analysis in MP’s Rate Case Settlement Agreement.   

 
The Settlement Agreement was filed on June 23, 2010 by: 
 
 Christopher D. Anderson 
 Associate General Counsel 
 Minnesota Power 
 30 West Superior Street  
 Duluth, MN  55802-2093 
 
The Department concludes that no action is necessary at this time, but will continue to 
monitor this issue and is available to answer any questions the Commission may have. 
 
Sincerely, 
 
 
 
/s/ NANCY A. CAMPBELL 
Financial Analyst, Energy Planning & Advocacy 
 
NAC/lt 
Attachment 
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BEFORE THE MINNESOTA PUBLIC UTILITIES COMMISSION 
 

PUBLIC COMMENTS OF THE 
MINNESOTA DEPARTMENT OF COMMERCE 

 
DOCKET NO. E002/GR-09-1151 

 
 
 

I. SUMMARY OF THE MARGIN IMPACT ANALYSIS INCLUDED IN THE 
SETTLEMENT AGREEMENT  

 
Page 1 of the June 23, 2010 Settlement Agreement approved in Minnesota Power’s (MP or the 
Company) most recent rate case in Docket No. E015/GR-09-1151 (June 23, 2010 Settlement) 
showed the following margins (revenues less fuel costs): 
 

• Large Power       $139.6 million 
• Residential/General Service/Large Light and Power  $159.3 million 
• Wholesale       $  37.7 million 

 
The June 23, 2010 Settlement on pages 2 and 3 contained the following provisions regarding the 
Margin Impact Analysis: 
 

E.  The Settling Parties also agree that future major changes in sales to 
Large Power customers may have significant impacts on the 
fairness of this settlement and on Minnesota Power’s future 
profitability.  Therefore, the Settling Parties further agree that:1 
 
1.  Minnesota Power shall file a Margin Impact Analysis with any 

new or amended Large Power Electric Service Agreement 
(“ESA”) filing where the new or changed electric demand is 
252 MW or greater, provided, however, that no Margin Impact 
Analysis shall be required in the event the collective 
nominations of Blandin Paper Company, Hibbing Taconite, 
ArcelorMittal -Minorca, NewPage, USS, and United Taconite   

1 Footnote omitted. 
2 Footnote omitted. 
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(“LP Nomination Level”) has averaged less than 5963 MWs for 
the three nomination periods preceding the date of the ESA 
filing. 

 
2.  For the purpose of this settlement, a Margin Impact Analysis 

shall be defined as a set of calculations designed to: (a) 
delineate the net impact of the proposed new or amended Large 
Power ESA on Minnesota Power’s margins as explained more 
fully on subparagraph below 3 below; (b) provide an update to 
the end of the last preceding calendar year showing actual 
margins for that year as compared to the amounts agreed upon 
in this settlement; and (c) show how such new or amended 
ESA will impact Minnesota Power’s last reported and next 
projected return on equity levels as reported in the Company’s 
most recently filed Annual Jurisdictional Report. 

 
3.  The Margin Impact Analysis must include detailed information 

about the amount of power to be purchased by the new or 
existing customer, gross retail margins resulting from 
providing service to such customer, and the decrease in 
wholesale margins necessitated to make this additional retail 
sale.  Further, the rate design and cost of capital used in the 
Margin Impact Analysis shall be the same as set by the 
Commission in this rate case.  Thus, the Settling Parties intend 
that the only changes reflected in the Margin Impact Analysis 
would be to retail margins, wholesale margins, and any 
significant and reasonable changes in incremental costs 
(excluding fuel and purchased power costs) attributable to 
serving any new Large Power customer, to the extent such 
costs are not offset by revenue contributions from the new or 
expanded customer.  The burden is on Minnesota Power to 
show that any such changes in incremental costs are not only 
incremental, but also reasonable and net of all additional 
margins. 
 

4.  The Settling Parties further agree that, predicated upon the 
Margin Impact Analysis and any other facts deemed relevant at 
the time, any party to this settlement may, in lieu of requesting 
the filing of a new general rate case proceeding, petition the 
Commission for an adjustment to Minnesota Power’s retail rate 
levels.  Each of the Settling Parties agrees not to contest such a 
petition on the grounds that single issue ratemaking is not 
lawful. 

  

3 Footnote omitted. 
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F.  Minnesota Power further agrees that it will not file a new rate 
proceeding based solely on loss of overall Large Power load until 
the overall load loss exceeds 10% or LP Nominations fall below 
596 MW for greater than one year.  The language in the preceding 
sentence does not prohibit Minnesota Power from filing a new rate 
proceeding immediately based on the shutdown or closure of a 
single Large Power customer. 
 

G.  The Settling Parties agree that this Paragraph 1 of this Stipulation 
and Settlement Agreement is subject to a condition subsequent for 
the benefit of all Settling Parties.  That condition subsequent will 
either have been satisfied or not before the Commission makes its 
determination in this case.  That condition subsequent is that by 
August 2, 2010 the LP Nomination Level shall be 662 MW or 
higher. 

 
 
II. BACKGROUND 

 
It is important to note the circumstances that lead to the unusual settlement agreement above.  It 
was evident in MP’s 2009 rate case that retail and wholesale revenues were fluctuating 
significantly due to significant changes in the economy at that time.  Since utilities such as MP 
operate their facilities as a system, the same facilities are used to serve retail and wholesale 
customers.  When retail customers pay for all or most of the facilities, it is necessary for 
wholesale revenues to offset the amounts charged in retail rates.  Due to the large fluctuations in 
sales, this relationship between retail and wholesale revenues was not stable at the time of the 
rate case and was a key factor behind the need for the settlement agreement to ensure that retail 
rates set in MP’s rate case for industrial, commercial and residential customers were reasonable.  
Further, as indicated in that rate proceeding, there were several large power customers that were 
expected to be added to MP’s system, so it was important to capture the additional revenues and 
directly related incremental customer costs if those customers were added prior to MP’s 
subsequent rate case.  Failure to do so would have meant that MP would have over-recovered its 
costs by charging retail ratepayers too much and keeping the higher revenues for shareholders. In 
MP’s rate case, the Department discussed this limited reopener issue via a margin impact 
analysis as a result of concerns of significant large power customers with the potential to be 
served by MP and resulting in materially effecting MP’s rates.4 
 
The Minnesota Public Utilities Commission’s (Commission) November 2, 2010 Rate Case Order 
(November 2, 2010 Order) on page 13 provided the following discussion on the June 23, 2010 
Settlement5: 
  

4 See MP Rate Case Docket No. E015/GR-09-1151, Trade Secret Campbell Errata Direct Testimony and 
Attachments pages 53-57 filed 4/22/10 in edockets and Public Campbell Surrebuttal Testimony and Attachments 
pages 36-40 filed 5/12/10 in edockets. 
5 Note the June 23, 2010 Settlement was initially filed on May 18, 2010 and then refilled with references to 
testimony in the rate case to support settlement amounts. 
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On May 18, 2010, five of the seven parties to the case filed a 
Stipulation and Settlement resolving several major issues, 
including the following:  
• Test-year retail and wholesale margins  
• Jurisdictional allocations  
• Return on equity, capital structure, and cost of debt  
• Specific adjustments to the test-year operating and 

maintenance expense for Boswell generating units 3 and 4  
• Test-year environmental retrofit costs for Boswell generating 

unit 3  
 
The Stipulation and Settlement also contained a provision that, in 
brief, (a) obligated Minnesota Power to file a “Margin Impact 
Analysis” detailing the financial impact of each future significant 
increase in its Large Power load; (b) permitted any party to the 
Stipulation and Settlement to petition the Commission for an 
across-the-board retail rate reduction based on that increase; and 
(c) prohibited any party to the Stipulation and Settlement from 
opposing that petition on grounds that the relief sought constituted 
prohibited single-issue ratemaking.  
 
The parties to the Stipulation and Settlement were Minnesota 
Power, the Office of Energy Security, the Large Power 
Intervenors, the Energy CENTS Coalition, and the Minnesota 
Chamber of Commerce.  

 
The Commission’s November 2, 2010 Order on pages 14 and 15 approved the retail margins and 
wholesale margin forecasts including the Margin Impact Analysis, consistent with the June 23, 
2010 Settlement. 
 
 
III. DEPARTMENT ANALYSIS 
 
Since its last rate case, MP has not filed a retail Large Power Electric Service Agreement (ESA) 
that is 25 MW or greater such that it would trigger the Margin Impact Analysis.  However, MP 
does have a large wholesale customer, the City of Nashwauk (Nashwauk), which buys power 
from MP on behalf of its customer, Essar Steel Minnesota (Essar).  In these comments, the 
Department provides a discussion regarding whether this wholesale customer could cause the 
Margin Impact Analysis to be triggered.  The Department’s review focuses on the following 
questions:   
 

• Does the Margin Impact Analysis apply to MP’s service to wholesale customers or is 
it limited to retail customers only?   
 

• Has any customer met the 25 MW threshold criteria? 
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• What is the level of demand/capacity associated with MP’s wholesale customer, 
Nashwauk, which purchases power on behalf of its retail customer, Essar?    
 

• Have other requirements of the Margin Impact Analysis been met? 
 

• How do MP’s margins and return on equity (ROE) levels approved in MP’s last rate 
case compare to MP’s margins and ROE levels for the years 2010 to 2012? 

 
1. Does the Margin Impact Analysis apply to MP’s service to wholesale customers or 

is it limited to retail customers only?    
 
Despite the fact that Essar is a retail customer of Nashwauk, MP’s system must be able to serve 
Nashwauk’s requirements, including those due to Essar.  To that end, all three entities are parties 
to a three-party supply contract.  The importance to MP of Essar’s expansion plans is illustrated 
in a Star Tribune article dated August 23, 2013.  The article provided the following two relevant 
statements: 
 

Essar Steel Minnesota will delay the opening of its Nashwauk 
taconite plant until the second half of 2014, officials confirmed 
Thursday. 
 
Allete, Inc., which is the parent company of Minnesota Power, 
informed shareholders of Essar’s delay during a conference call 
Thursday.  Minnesota Power is scheduled to sell 110 megawatts of 
power to run the Essar plant.6   
 

The Department notes that section E of the June 23, 2010 Settlement cited above, states in part 
that: 
 

The Settling Parties also agree that future major changes in sales to 
Large Power customers may have significant impacts on the 
fairness of this settlement and on Minnesota Power’s future 
profitability.   

 
The Department considers this statement to be an important summary as to why Settling Parties 
entered into this agreement.  The Department believes that the addition of Nashwauk/Essar 
appears to meet the concern that Settling Parties were trying to address, namely to ensure 
fairness in rates if a large power customer such as Essar decided to proceed with an expansion 
project that adds a significant amount of load to MP’s system.  Clearly, the Commission must not 
be precluded from examining the effects of significant increases in MP’s load.  
  

6 DOC Attachment 1 includes a copy of the full article “Essar’s Taconite plant on Iron Range delayed until second 
half of 2014” and other newspaper or website articles referenced in these comments. 
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Second, while there is reference to a Large Power Electric Service Agreement or ESA in part 
E(1) of the June 23, 2010 Settlement, that statement does not use the term “retail” or “wholesale” 
to distinguish one type of ESA from another.  The Department notes that ALLETE’s 2012/Q4 
FERC Form 1 on page 450.17 indicates that, “A new Electric Service Agreement with the City of 
Nashwauk, Minnesota went into effect April 1, 2013.”  Thus, ALLETE/MP refers to both retail 
and wholesale contracts with large power customers as Electric Service Agreements or ESAs.   
Third, section E(3) of the June 23, 2010 Settlement discusses the “Margin Impact Analysis” and 
states that this analysis “must include detailed information about the amount of power to be 
purchased by the new or existing customer, gross retail margins resulting from providing service 
to such customer, and the decrease in wholesale margins necessitated to make this additional 
retail sale.”  In addition section E(3) goes on to state, “Thus, the Settling Parties intend that the 
only changes reflected in the Margin Impact Analysis would be to retail margins, wholesale 
margins, and any significant and reasonable changes to incremental costs (excluding fuel and 
purchased power costs) attributable to serving any new Large Power customer, to the extent 
such costs are not offset by revenue contributions from the new or expanded customer.”  
(Emphasis added.)  Therefore, the Department concludes that the language in section E(3) does 
not limit the applicability of the settlement to retail additions only, but instead may apply to any 
addition that may affect retail and wholesale margins, such as a Large Power customer that is 
largely taking power from MP through a third party such as Nashwauk.  Key to this analysis is 
the Department’s understanding that Nashwauk does not have sufficient – if any – extra energy 
to serve Essar and, hence, it is MP that is providing the new energy to Essar through Nashwauk. 
 
Fourth, the Department notes the following timeline for Essar as discussed on the website: 
http://essarresources.com 
 

• October 2007 – Essar Steeling Holdings acquired the fully-permitted project from 
Minnesota Iron & Steel. 

• September 19, 2008 – Essar’s ground breaking event that appeared to be widely 
publicized. 

• October, 2010 – Essar began construction. 
 

In comparison, the Department notes that the Commission’s Order approving the MP Rate Case 
and the above-referenced Settlement in Docket E015/09-1151 was dated November 2, 2010.  As 
a result, since MP is highly attuned to the developments in its area, MP was certainly aware of 
Essar’s plans, at least generally, at the time the June 23, 2010 Settlement was being discussed 
and approved.  It would not be appropriate to allow MP to skirt the clear intent of the settlement 
to ensure that retail rates are set reasonably, by using knowledge the Company chose not to share 
at the time the settlement was developed and arranging a highly unusual structure of serving 
Essar through a wholesale customer, with the effect of charging retail ratepayers (including retail 
Large Power customers) more than their share of costs and keeping the wholesale revenues for 
MP’s shareholders. 
  

7 DOC Attachment 2 includes a copy of the ALLETE 2012 FERC Form 1 page 450.1. 
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In conclusion, the Department believes that language in the June 23, 2010 Settlement supports 
application of the Margin Impact Analysis for both a Large Power retail and wholesale customer, 
such as Essar/Nashwauk.  However, since, from 2011 to date, no customer has exceeded the 25 
MW threshold that would initiate use of the reopener and resulting margin impact analysis (more 
discussion on this issue, below), including Essar, which is in the start-up period of its operations, 
the Department does not recommend use of the reopener at this time.   
 
The Department notes that the Commission does not need to decide at this time if a wholesale 
customer triggers the reopener and resulting Margin Impact Analysis, but instead could wait until 
such time when Essar or another customer exceeds the 25 MW threshold, if such an event occurs 
before MP files its next rate case.  At such time, the Department would consider MP’s margins 
and return on equity (ROE) to determine whether they are likely to be sufficiently high to 
warrant a reopener and possible change in rates.  However, the Department would appreciate any 
guidance the Commission would like to offer on the issues identified in these comments, if the 
Commission wishes to do so.       
 

2. Has any customer met the 25 MW threshold criteria? 
 
The following section E(1) of the June 23, 2010 Settlement discusses the 25 MW threshold 
criteria: 

1.  Minnesota Power shall file a Margin Impact Analysis with any 
new or amended Large Power Electric Service Agreement (“ESA”) 
filing where the new or changed electric demand is 258 MW or 
greater, provided, however, that no Margin Impact Analysis shall 
be required in the event the collective nominations of Blandin 
Paper Company, Hibbing Taconite, ArcelorMittal -Minorca, 
NewPage, USS, and United Taconite (“LP Nomination Level”) has 
averaged less than 5969 MWs for the three nomination periods 
preceding the date of the ESA filing. 

 
The Department asked MP in Department information request 111110 to identify any retail or 
wholesale customer whose annual electric demand for both 2011 and 2012 is now 25 MW or 
greater than the customers’ demand reflected in MP’s 2010 Rate Case (Docket No. E015/GR-09-
1151).  MP stated in its response that it has no retail customers whose electric demand for 2011 
or 2012 is at least 25 MW greater than the customer’s demand reflected in MP’s 2010 Rate Case. 
 
The Department asked MP in Department information request 1118 the following question and 
MP provided the following response: 
  

8 Footnote omitted. 
9 Footnote omitted. 
10 The Department has included all information requests and responses referenced in these comments as DOC 
Attachment 3. 
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Question: 
For any new or amended large power contracts (retail or 
wholesale) where demand is 25 MW or greater, please explain in 
detail if a “Margin Impact Analysis” as identified in the June 23, 
2010 Stipulation and Settlement Agreement in Docket No. 
E015/GR-09-1151, is required or not, and specifically for Essar 
and Nashwauk. 
 
Response: 
There are no new or amended Large Power contracts where 
demand is 25 MW or greater since the Stipulation and Settlement 
Agreement was approved by the Commission in Docket No. 
E015/GR-09-1151. 
 
Essar Steel Minnesota is a retail customer of Minnesota Power for 
a portion of its load not served by the City of Nashwauk.  That 
load connected in 2011 and has been less than 2,000 kW total 
demand for each year. 
 
The City of Nashwauk is a wholesale customer of Minnesota 
Power.  By the terms of the Stipulation and Settlement Agreement, 
only Large Power retail load is applicable when determining the 
need for a Margin Impact Analysis.  As a result, a Margin Impact 
Analysis would not be required even if the City of Nashwauk’s 
load increased by 25 MW in any year (which it has not). 
 

The Department notes that, since according to MP no retail or wholesale customer has exceeded 
the 25 MW at this time, there is no need to trigger the reopener at this time.  The Department 
discusses the Essar/Nashwauk customer in more detail in the next section.     

 
3. What is the level of demand/capacity for the Nashwauk wholesale customer who 

purchased power on behalf of its retail customer Essar?    
 
In MP’s response to DOC information request 1117, specifically Attachment 1117.1, MP’s 
Nashwauk 2012 contract summary shows 1.53 MW of average monthly demand for 2010, up to 
1.82 MW of average month demand for 2013 (data through July).11   
  

11 The Department calculated the average monthly demand for 2010 by dividing the 18,324 kW total annual demand 
provided by MP on Attachment 1117.1 by 12, and then dividing that result by 1,000 to determine the 1.53 MW.  The 
same process was used for the 2012 and 2013 figures.  
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MP provided the following documents in response to DOC information request 1115:12 
 

• Facilities Construction Agreement; 
• Electric Service Agreement (Schedule 93) between MP and Nashwauk – currently in 

effect; 
• Electric Service Agreement executed February, 2011 between MP and Nashwauk 

(effective April 1, 2013 ; and, 
• Market Based Electric Service Agreement (MBESA) between MP and Nashwauk 

executed April, 2011 (effective April 1, 2013). 
In the Department’s review of the trade secret version of the MBESA, the Department noted the 
following terms that are relevant to this reopener issue: 
 

• MP is the referred to as the “Company”, Nashwauk Public Utilities Commission is 
referred to as the “Customer”, and Essar Steel Minnesota LLC is referred to as the 
Customer’s retail customer or ESML in this agreement. 

• Term of Agreement [TRADE SECRET DATA HAS BEEN EXCISED]; 
• Start-Up Period – such time as Customer’s [Nashwauk] retail customers ESML 

[Essar Steel Minnesota LLC] achieves a measured demand of [TRADE SECRET 
DATA HAS BEEN EXCISED], or [TRADE SECRET DATA HAS BEEN 
EXCISED], or some later date determined at the sole discretion of Company. 

 
The Department notes that the fact that MP has such a significant say (“sole discretion”) in a 
detail such as the start-up period for one of Nashwauk’s customers suggests a more significant 
relationship between MP and ESML than would ordinarily exist between MP and the retail 
customer of one of its wholesale customers. 
 
MP did not provide the level of demand contracted for Essar in response to DOC information 
request 1115.  Instead, MP said such information would be the Large Industrial Service 
Agreement, or LISA, between Nashwauk and Essar.  As a result, the Department asked MP in 
DOC information request 1121 to provide a copy of the LISA between Nashwauk and Essar.  
MP provided a public version of the LISA; however the public version does not contain the 
demand level information the Department sought to review.  The Department issued additional 
information requests and gathered information via newspapers and websites as discussed below 
that suggest the trigger is unlikely to be reached until second half of 2014.   
 
In the future, the Department believes that MP should be required to provide this trade secret 
LISA Agreement between Nashwauk and Essar, so that the Department and Commission may 
determine, through more detailed information, when this customer Nashwauk/Essar customer 
likely will reach the 25 MW trigger for the Margin Impact Analysis.  If MP continues to object 
to providing information regarding the amount of demand on its system due to Essar, the 
Department intends to bring this issue back to the Commission to decide, as may be appropriate.  

12 The Department was provided the public version of these documents in MP’s discovery response, and was able to 
review the trade secret versions at the Company’s Minneapolis offices during an in-camera physical review. 
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For the Commission’s convenience and for additional context, the Department provides below its 
questions, and MP’s responses, in DOC information requests 1122 – 1125.   
 
DOC information request 1122: 
 

Has MP provided to Nashwauk for its customer Essar 25 MW of 
demand or more in any month, starting when Essar began taking 
power through September 30, 2013?   

 
MP’s response: 
 

No.  Nashwauk’s average demand each month has been virtually 
unchanged in relation to Essar’s usage.  

 
DOC information request 1123: 
 

When (by what date) does MP expect to provide 25 MW or more 
of demand to Nashwauk for its customer Essar? 

 
MP’s response: 
 

Minnesota Power cannot predict a date at this time, nor do we 
understand the relevance to the Margin Impact Analysis. 
 
Currently, Essar expects to begin blasting, mining and 
commissioning equipment in 2014.  These activities will require an 
insignificant amount of electric power and as a result, we expect 
minimal impact from electric sales on results of operations through 
2014.  Essar expects to begin increasing its electric power 
requirements as it ramps up production in late 2014, and expects to 
achieve a 4 million metric ton production level by the first half of 
2015, and work towards a full production level of 7 million metric 
tons by the end of 2015. 

 
The Department asked MP in DOC information request 1124 to provide a list of all agreements 
between and among MP, Nashwauk and Essar including all agreements between only MP and 
Nashwauk.  MP provided the following response: 
 

There have been numerous agreements between Minnesota Power, 
the City of Nashwauk and/or the Nashwauk Public Utilities 
Commission and Essar related to the Essar development in 
northeastern Minnesota: 
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Agreements between MP and the City of Nashwauk or the 
Nashwauk Public Utilities Commission: 
• Electric Service Agreement (Schedule 93)* 
• Electric Service Agreement executed February, 2011(effective 

April 1, 2013)* 
• Market Based Electric Service Agreement executed April, 

2012 (effective April 1, 2013)* 
• Market Based Electric Service Agreement executed July, 2013 

(effective August 1, 2013)* 
• Commitment Agreement (executed simultaneously with the 

Electric Service Agreement)  
• Facilities Construction Agreement* 
• First Amendment to Facilities Construction Agreement dated 

April 30, 2013 
• Easement Agreement 
• Master Services Agreement 
• Metering Services Agreement for Calumet and McCarthy Lake 

Substations 
• Billing Services Agreement (effective April 1, 2013) 
• Project and Construction Management Services Agreement 
• Maintenance Agreement March 2012 (effective April 1, 2013) 
• Restated Maintenance Agreement April 2013 (effective April 

1, 2013) 
• Escrow Agreement 
• Franchise Agreement March 2012 
 
Agreements between MP and Essar or MP has acknowledged 
review and consent: 
• Essar Draper Annex Electric Service Agreement * 
• Essar Pit 5 Dewatering Electric Service Agreement* 
• Essar Tails Reclaim Electric Service Agreement** 
• Large Industrial Service Agreement (LISA)** 
• First Amendment to LISA 
• Second Amendment to LISA 
• Facilities Construction Agreement* 
• First Amendment to Facilities Construction Agreement dated 

April 30, 2013 
• Essar Preliminary Engineering Design Agreement 
• Confidentiality Agreement dated February 26, 2013 
• Letter Agreements related to FCA [Facilities Construction 

Agreement] construction costs and credit requirements: 
• Letter dated September 28, 2012 
• Joint Proposal dated April 4, 2013 
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* Public Document previously provided to the Department 
** Submitted with Information Request 1121 or 1124 

 
Finally, the Department asked MP in DOC Information Request 1125: 
 

If MP has not already provided all of the agreements listed in 
response to the above information request, please provide each 
agreement so listed or explain in detail the legal basis for MP to 
withhold the document. 

 
MP provided the following response: 
 

The remaining agreements that have not been disclosed by 
Minnesota Power have been withheld from submission and review 
on the basis that 1) their content is outside the scope of the 
Department’s inquiry into the effects of the Margin Impact 
Analysis and are unrelated to the issue of Minnesota Power’s retail 
rates established in this Docket; and 2) the counterparties to these 
agreements question the jurisdictional basis or right that the 
Department has to review such agreements, and as a result have 
not consented to disclosure.  As a result, Minnesota Power is not 
authorized to provide copies of those agreements. 
 

The Department notes that the basis for the Department and Commission to receive the 
information requested in this inquiry is generally related to the Commission’s authority to set just 
and reasonable retail rates, and to its responsibilities regarding integrated resource planning as 
discussed below.   
 
First, for purposes of determining reasonable retail rates the Department and Commission need 
all retail and wholesale information in order to evaluate whether allocations between the 
jurisdictions are reasonable.  Setting reasonable rates in rate cases, rate recovery riders, and any 
other recovery mechanism requires ensuring that retail customers – including large industrial, 
commercial and residential customers – pay only for the reasonable costs of retail service.  An 
appropriate level of wholesale revenues must be brought into the recovery mechanism through 
an offset to retail rates because costs and/or assets are already being paid for by retail customers.  
Therefore, the Department and Commission need complete retail and wholesale information 
when determining the total costs and total revenues to include in a retail rate recovery 
mechanism, in order to ensure that rates charged to retail customers are reasonable.  This aspect 
of ratemaking is nothing new.  For example, utilities provide this information in their rate cases, 
such as the wholesale studies provided by Xcel in response to DOC information request no. 1134 
in Docket No. E002/GR-12-961 and as provided by Xcel in the current rate case in Docket 
E002/GR-13-868, Exhibit ___(AEH-1), Schedule 13.  Again, this information is needed in order 
for the Department and Commission to evaluate whether the cost and revenue allocations 
between retail and wholesale are reasonable.   
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Second, the Department uses both retail and wholesale information in integrated resource 
planning, since this planning is done to ensure adequate system resources, including retail 
wholesale demand for power.  Because of Essar’s size, MP’s wholesale requirements may 
significantly increase due to the addition of Essar, so information about the effect on 
Nashwauk’s load due to Essar will also be necessary in MP’s IRP’s to ensure that the system has 
adequate system resources, including providing for wholesale activities. 
 
As noted earlier, the Department generally concludes that MP’s Nashwauk/Essar customer has 
not yet exceeded the 25 MW threshold based on the limited information available or provided.  
However, the Department is concerned that MP has not provided the wholesale information that 
the Department and Commission may need later in this proceeding, or may need in future rate 
recovery mechanisms, to ensure that retail rates are reasonable (especially allocations between 
retail and wholesale).  \ 
 
For now, the Department defers to the Commission regarding whether the information in these 
comments is sufficient at this time, or whether the Commission should require MP to provide the 
trade secret LISA under the protections of the Minnesota Government Data Practices Act, as 
may be appropriate.  While the Commission may decide that it is not necessary for MP to 
provide the information immediately, information about increased load from Nashwauk will be 
needed sooner rather than later.   
 
As previously noted, MP did not provide the information requested regarding the timing of the 
up-ramp of Nashwauk/Essar’s load.  For the Commission’s convenience, the Department 
identifies publically available information it reviewed and on which it relies for its general 
conclusion that MP’s Nashwauk/Essar customer has not yet exceeded the 25 MW threshold:  
 

• As discussed above, according to a Star Tribune article dated August 23, 2013, 
Minnesota Power is scheduled to sell 110 megawatts of power to run the Essar plant 
in the second half of 2014. 
 

• On the Essar Resources website referenced above, Essar indicates that it expects 
operations to commence in the fourth quarter of 2014, ramping up to a capacity of 7 
million tons per annum in quarter three of 2015.   
 

• An April 2, 2013 Twin Cities.com article states:  “Essar is a customer of the city of 
Nashwauk, which receives all of its electricity through a municipal contract with 
Minnesota Power.  Minnesota Power said it has a 12-year agreement to meet all of 
Nashwauk’s electric requirements through June 30, 2024.” 

 
Based on the information contained in the MBESA as noted above, it appears that the 25-MW 
threshold may be reached as soon as [TRADE SECRET DATA HAS BEEN EXCISED].  
Based on the newspaper article and Essar Resources’ website discussed above, Nashwauk/Essar 
may exceed the 25-MW threshold by second half of 2014.  As a result, it will be 2014 or 2015 
(depending on how late in 2014 Essar is at the higher 110 MW level) when MP may see a 
material financial gain that will warrant considering the use of the reopener tool and Margin 
Impact Analysis as approved in the June 23, 2010 Settlement.  
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4. Have other requirements of the Margin Impact Analysis been met? 
 

In addition to the requirement that the Large Power customer contract must be 25 MW or greater 
to meet the reopener requirement, the following provisions E(1) and G of the June 23, 2010 
Settlement must be met: 

 
• No Margin Impact Analysis shall be required if the collective nominations of Blandin 

Paper Company, Hibbing Taconite, ArcelorMittal-Minorca, NewPage, USS, and 
United Taconite (“LP Nomination Level”) has averaged less than 596 MWs for the 
three nomination periods preceding the date of the ESA filing.13 
 

• The Settling Parties agree that this Paragraph 1 of this Stipulation and Settlement 
Agreement is subject to a condition subsequent for the benefit of all Settling Parties.  
That condition subsequent will either have been satisfied or not before the 
Commission makes its determination in this case.  That condition subsequent is 
that by August 2, 2010 the LP Nomination Level shall be 662 MW or higher.14  
[Emphasis added.] 

 
In meeting the first requirement that LP Nomination Levels average more than 596 MW, MP’s 
responses to Department information requests 1110 and 1119 show that LP Nomination Levels 
have been at the 660 MW level for all months from April 2010 through December 2013.  As a 
result, MP has exceed the 596 MW average and would be subject to the Margin Impact Analysis 
at this time. 
 
In meeting the second requirement, the Department notes in MP’s response to Department 
information request 1110 that MP’s nominations were at the 662 MW level beginning May 2010 
and continued to be at the 662 MW or higher level for the rest of 2010.  As a result, MP has met 
the second requirement of being at 662 MW or higher by August 2, 2010. 
 
In conclusion, at this time, MP has met the two requirements of exceeding the 596 MW average 
and exceeding the 662 MW LP Nomination Level by August 2, 2010, and therefore would be 
subject to the Margin Impact Analysis if the 25-MW threshold were met.  

 
5. How do margins and ROE levels approved in MP’s last rate case, compare to 

margins and ROE levels for the years 2010 to 2012? 
 

The June 23, 2010 Settlement included the following information regarding Margin Impact 
Analysis regarding MP’s margins and MP’s ROE: 
 

E (2)  For the purpose of this settlement, a Margin Impact Analysis shall 
be defined as a set of calculations designed to: (a) delineate the net 
impact of the proposed new or amended Large Power ESA on 
Minnesota Power’s margins as explained more fully on   

13 See Section E(1) of the Settlement. 
14 See Section G of the Settlement. 
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subparagraph below 3 below; (b) provide an update to the end of 
the last preceding calendar year showing actual margins for that 
year as compared to the amounts agreed upon in this settlement; 
and (c) show how such new or amended ESA will impact 
Minnesota Power’s last reported and next projected return on 
equity levels as reported in the Company’s most recently filed 
Annual Jurisdictional Report. 

 
As a result, the Department asked MP in Department information request 1120 to provide 
information regarding margins in the Settlement, margins based on final rates, and actual 
margins for 2010 through 2012.  The Department requested all supporting information and 
calculations in spreadsheet format to ensure consistency and comparability of the information. 
 
MP provided a detailed 1120.1 Attachment15 that includes the calculations for the Settlement 
Margins in Column A, the Final Rates Margins16 in Column B, and Final Rates Margins 
excluding Conservation Program Adjustment (CPA)17 in Column C.  The amounts in Column C, 
Final Rates Margins excluding CPA, are the appropriate margins to use to compare 2010 through 
2012 actual margins, which are as follows: 
 

Table 1:  Comparison of MP’s Margins in Millions 
 

 Final Rates  2010 Actual 2011 Actual  2012 Actual 
 Excluding CPA Margins Margins Margins 

 
Large Power  
Margins $175.8 $167.2 $184.4 $191.6  
 
Residential  
General Service 
Large Light & Power 
Margins $170.4 $174.9 $173.4 $168.1 
 
Wholesale/ 
Off-System  
Sales Margins $37.7  $33.9 $31.1 $29.5 
 
Total Margins $383.9 $376.0 $388.9 $389.2 
  

15 MP also provided an Attachment 1120.2, which shows a more detailed breakout of revenues and fuel costs for 
three margin categories, including individual customers for wholesale margins.  The Department has attached the 
public version which shows total sales revenues and fuel costs, but did not include the trade secret version which is 
available to authorized parties upon request of the Department. 
16 MP used the March 7, 2011 Compliance filing for its approved rate case in Docket E015/GR-09-1151, compliance 
schedule 12 and Schedule E-1. 
17 According to MP, CPA revenue had a separate recovery mechanism outside of base rates; therefore, the CPA 
revenue amount should be excluded. 
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Based on the comparison shown in Table 1, MP’s total margins have been fairly consistent.  As a 
result, the Department considers it premature at this time to support a reopener based on the 
Margin Impact Analysis, since we are not seeing a significant increase in margins at this time.18 
 
In response to Department information 1120, MP provided the following information regarding 
MP’s return on equity (ROE) levels reported in MP’s 2010 to 2012 Jurisdictional Reports: 
 
 MP’s Authorized ROE 10.38% 
 
 MP’s 2010 Actual ROE 9.49% 
 
 MP’s 2011 Actual ROE 10.17% 
 
 MP’s 2012 Actual ROE 7.46% 
 
MP noted in response to Department information request 1120 that all of the ROE’s for the 
period 2010 to 2012 are below its authorized ROE of 10.38 percent.  MP also noted that it is 
concerned about recent under-earnings and continues to evaluate the timing of its next rate case.   
 
In response, the Department notes first that the reported ROEs have not been audited by 
regulators, so they should be viewed carefully.  For example, the Department is surprised that in 
2012 MP’s total margins were higher, yet their ROE was lower.19  As a result, the Department 
did a limited review of MP’s 2011 and 2012 Minnesota Jurisdictional Reports and noted two 
increases in expenses from 2011 to 2012:  a $6.8 million increase in transmission operating 
expense and an increase in total depreciation expense of approximately $6 million (most related 
to production plant) when comparing 2011 to 2012.  Unless offset by revenues, these increases in 
costs would reduce the ROE.  Second, even if the figures above are correct, the authorized ROE 
is not a guaranteed return, and as noted in footnote 1 on page E14 of 2012 Minnesota 
Jurisdictional Report.  Third, MP does not weather normalize its sales revenue, which may also 
skew MP’s financial results when comparing the results to the weather-normalized authorized 
ROE.  The Department recommends that MP should provide weather-normalized sales revenue 
for their ROE calculation beginning with its 2013 Minnesota Jurisdictional Report to allow for a 
more apples-to-apples comparison of their rate case authorized ROE.  Finally, if it is necessary 
for MP to file a rate case, the Company certainly has that option.   
 
The Department will continue to monitor MP’s operating and maintenance expense in 2013 and 
2014 to see if these are ongoing increases or one-time expenses.  The Department considers it 
premature at this time to support a reopener based on our limited ROE review, and there does not 
appear to be an increase in the ROE at this time, based on unaudited data. 
  

18 As noted above the Department does not expect to see a significant increase in MP’s margins and MP’s ROE until 
the 2014 and 2015 timeframe, consistent with Essar/Nashwauk customer taking power at an estimated level of 110 
MW later in 2014. 
19 The Department mathematically checked MP’s ROE calculations for 2010 to 2012 as reported in MP’s Minnesota 
Jurisdictional Annual Report, and did not see any errors. 
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IV. RECOMMENDATIONS 
 
The Department believes that language in the June 23, 210 Settlement supports application of the 
Margin Impact Analysis for both a retail and wholesale Large Power customer, such as 
Nashwauk/Essar.  However, since no customer has exceeded the 25 MW threshold reopener to 
date, the Department does not recommend use of the reopener at this time.  The Department 
notes that the Commission does not need to decide at this time if a wholesale customer triggers 
the reopener and resulting Margin Impact Analysis, but instead could wait until such time when 
Essar or another customer exceeds the 25 MW threshold and it appears that MP’s margins and 
return on equity (ROE) are sufficiently high to warrant a reopener and possible change in rates.  
However, the Department would appreciate any guidance the Commission would like to offer on 
this reopener and Margin Impact Analysis threshold issue.       
 
In the future, the Department believes that MP should be required to provide this trade secret 
LISA Agreement between Nashwauk and Essar, so that the Department and Commission may 
determine, through more detailed information, when this customer Nashwauk/Essar customer 
likely will reach the 25 MW trigger for the Margin Impact Analysis.  If MP continues to object 
to providing information regarding the amount of demand on its system due to Essar, the 
Department intends to bring this issue back to the Commission to decide, as may be appropriate. 
 
Based on the Department’s review, it appears that the 25 MW threshold may be reached as soon 
as [TRADE SECRET DATA HAS BEEN EXCISED].  Based on the newspaper article and 
Essar Resources’ website discussed above, Nashwauk/Essar may exceed the 25 MW threshold in 
the second half of 2014.  As a result, it will be 2014 or 2015 (depending on how late in 2014 
Essar is at the higher 110 MW level) when MP may see a material financial gain that will 
warrant considering the use of the reopener tool and Margin Impact Analysis as approved in the 
June 23, 2010 Settlement. 
 
In conclusion, at this time, MP has met the two requirements of exceeding the 596 MW average 
and exceeding the 662 MW LP Nomination Level by August 2, 2010, and therefore would be 
subject to the Margin Impact Analysis if the 25-MW threshold were met.  
 
The Department recommends that MP should provide weather-normalized sales revenue for their 
ROE calculation beginning with its 2013 Minnesota Jurisdictional Report to allow for a more 
apples-to-apples comparison of their rate case authorized ROE.   
 
The Department recommends MP support the continued designation of trade secret data for the 
information included in these comments, since information is similar to the information provided 
in publicly available resources, such as newspapers and websites as noted in these comments. 
 
The Department considers it premature at this time to support a reopener based on our limited 
ROE review, since the 25-MW threshold has not been met there does not appear to be an 
increase in the ROE at this time, based on unaudited data. 
 
 
/lt 
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