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Dear Dr. Haar:

Pursuant to the Minnesota Public Utilities Commission’s (“Commission”) September 25, 2014

Notice Seeking Comments, Calpine Corporation and its affiliate Mankato Energy Center, LLC

(“Calpine”) hereby submit their Reply Comments in the above-captioned proceedings.
Thank you for your attention to this matter.
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Brian Meloy
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STATE OF MINNESOTA
BEFORE THE
MINNESOTA PUBLIC UTILITIES COMMISSION

In the Matter of the Petition )
Northern States Power Company ) MPUC Docket Nos.: E-002/CN-12-1240
for Approval of Competitive ) E-002/M-14-788
Resource Acquisition Proposal ) E-002/M-14-789
and Certificate of Need )

REPLY COMMENTS

OF CALPINE CORPORATION

Pursuant to the Minnesota Public Utilities Commission’s (“Commission”) September 25, 2014
Notice Seeking Comments, Calpine Corporation and its affiliate Mankato Energy Center, LLC
(“Calpine”) hereby submit their Reply Comments in the above-captioned proceedings. Calpine’s
comments briefly respond to the Department of Commerce’s (“Department”) October 23, 2014 Initial
Comments.

.
REPLY COMMENTS

In its October 23 Comments, the Department thoroughly evaluates Xcel Energy Inc.’s (“Xcel”)
updated forecast and corresponding recommendation that the Commission defer the addition of
thermal resources beyond 2019. Based on its own analysis, the Department concludes that, “Xcel

1 Calpine agrees with the Department’s

should add capacity to its system by no later than 2018.
assessment. As Calpine noted in its Initial Comments, a potentially significant, multi-year delay in the
ability to install new capacity on a competitive basis is not in the long-term interests of Xcel’s

customers and may preclude Xcel from being able to take advantage of a uniquely cost-effective

! Department’s Initial Comments at p. 11.
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opportunity for new combined cycle generating capacity. The record shows that delaying the addition
of competitively priced capacity would likely increase costs for consumers over the long-term and
potentially limit the ability of the Commission to make resource decisions in the future.

In addition to addressing Xcel’s forecast update, the Department presented an analysis of the
PPAs submitted by Xcel. With respect to the Calpine PPA, the Department raised two concerns: (1)
that inclusion of a Dispatchability Payment in the PPA is an unreasonable deviation from Calpine’s
bid;? and (2) Xcel assuming responsibility for interconnection costs “places an unknown cost on Xcel

ratepayers.”?

While Calpine appreciates the Department’s concerns, the PPA negotiations should not
be viewed in a vacuum. As discussed below, viewed in context of the entire PPA negotiations — which
resulted in even stronger ratepayer protections compared with Calpine’s initial bid — the inclusion of a
Dispatchability Payment and allocation of interconnection costs to Xcel is just and reasonable.
A. Dispatchability Payment

As the Commission can appreciate, PPA negotiations necessarily involve give and take as the
contracting parties agree upon a reasonable allocation of risks and benefits. While it is true that
Calpine’s original bid did not include a Dispatchability Payment, the negotiations resulted in Calpine
taking on greater commercial risk than was contemplated in its initial bid. Calpine views this give and
take as an inherent part of any negotiation between sophisticated parties — particularly here, where

bidders were not asked to conform their original bid to any particular form of PPA with preferred or

expected terms and conditions.*

2 Department’s Initial Comments at p. 16.
Id. atp. 17.

* In contrast to Xcel’s recent solar and wind request for proposals, Xcel did not include a draft pro forma PPA with its bid
instructions. Had such a PPA been included, Calpine could have better assessed the allocation of risk Xcel expected and
confirmed its bid accordingly.
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Most significantly, in comparison to what the Department characterizes as a “slight” increase in
capacity payments, Calpine has accepted substantially greater risk related to when the Mankato
Expansion’s capacity will become fully accredited. The Calpine PPA requires that Calpine meet a
date-certain commercial operation date (“COD”) for the Expansion — regardless of whether the
Expansion’s capacity is fully accredited by MISO at that time.> Since the PPA terms (i.e., contract
payments) do not commence until the Expansion is fully accredited, Calpine has effectively agreed to
make a significant capital investment to build the Expansion prior to full capacity accreditation. This
and other aspects of the PPA reflect Calpine’s willingness to provide Xcel with the maximum amount
of flexibility with respect to the Expansion.

As the Department notes in its Initial Comments, the capacity accreditation issue is a MISO
system issue outside of Calpine’s control that is currently being addressed by MISO.® Calpine
certainly did not assume such risks in formulating its April 2013 bid, but agreed to take on additional
risks in the iterative negotiation process — just like Xcel agreed to a Dispatchability Payment. In this
respect, Calpine’s assumption of risk is illustrative of both the typical negotiation process and
Calpine’s long-term commitment to Xcel and its customers.

Similarly, Calpine has agreed to allow Xcel to delay the COD of the Expansion and even
terminate the PPA early upon notice in certain circumstances.” In addition, Calpine’s bid assumed that
Xcel would take on all emission related risks. As the Department notes in its Initial Comments,
however, the Calpine PPA places only the risk of carbon dioxide regulation directly on Xcel, while

other changes in law related to emissions require that Xcel and Calpine cooperate to find a mutually

® See Section 4.2 of the Calpine PPA.

® Department’s Initial Comments at p. 17 (“MISO is aware of this concern and is working with its stakeholder to identify
ways for conditional GIAs to qualify as capacity resources prior to the 2019/2020 planning year.” Citing Xcel’s response
to Commission Information Request No. 8).

" See Sections 2.3 and 2.4 of the Calpine PPA.
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agreeable response and mitigation measures.® Because such give and take is a natural part of the
negotiation process, it is overly simplistic to look at one term or provision in isolation to determine
whether a PPA conformed to a bid that did not have the benefit of a form PPA as a foundational
document.

Finally, as the Department acknowledged, the inclusion of a Dispatchability Payment was
intended to “mirror the same terms in the existing Mankato Energy Center PPA.”® The purpose of
such a payment is to help Xcel optimize the operational flexibility of the Expansion via automatic
generation control (*AGC”) and help conform the new PPA so that it is more reflective of operations
related to the PPA for the existing plant.*

Thus, Xcel receives numerous and substantial additional benefits in exchange for agreeing to a
Dispatchability Payment that the Department concedes only “slightly increases the total expected
capacity payments to Calpine.”** On balance, Calpine asserts that the PPA substantially increases the
ratepayer value of the Expansion compared with Calpine’s initial bid.

B. Interconnection Costs

As part of its April 2013 bid, Calpine allocated interconnection related costs to Xcel, based on
Calpine’s view that Xcel is in the best position to manage such costs. During this proceeding,
however, Calpine provided Xcel and the Department with information available to it from MISO

regarding the likely magnitude of such costs, but noted that such cost estimates would be confirmed

& Department’s Initial Comments at p. 18.
°Id. at p. 15.

10 Calpine and Xcel discussed the possibility of merging the existing and Expansion PPAs into a single PPA, but ultimately
concluded it may be too complicated to demonstrate that the Expansion PPA conformed to Calpine’s original bid.
Notwithstanding this fact, it should be recognized that there is likely additional value in treating the entire facility as a
single generation station. The Dispatchability Payment is one way to accomplish that objective.

1 Department’s Initial Comments at p. 15. Emphasis added.
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upon completion of a facilities study.’® Due to delays in the MISO interconnection process and
required restudies, MISO has yet to complete the facilities study. As a result, the Department is correct
that the final costs remain unknown at this time.*®

Simply because such costs are not final, it is not unreasonable to allocate interconnection costs
to Xcel. Based on the studies that have been done to date, and given the Expansion’s advantageous
queue position, there is no reason to suspect that such costs will be excessive. Moreover, in its
modeling, the Department assigned a $1.5 million adder to Calpine’s bid to reflect expected
interconnection costs. The Department found that the Mankato Expansion was a cost-effective
resource addition even when assuming that ratepayers would be exposed to that additional cost.

In developing its bid, Calpine determined that Xcel was in the best position to manage
interconnection costs. As the interconnecting transmission owner and developer of some of the
“contingent” transmission facilities,** Xcel has both the expertise and knowledge of the transmission
system topology to best manage the cost associated with the interconnection of the Calpine Expansion.
Xcel has assumed and effectively managed such risks in other PPA negotiations™ and consistent with
Calpine’s bid agreed to such cost responsibility in the Calpine PPA. While the final costs to

interconnect Calpine Expansion may be unknown to some extent, Calpine believes that such risks are

12 See Calpine’s Supplemental Response to Department Information Request No. 47.

13 Calpine commits to keeping Xcel and the Commission informed with respect to such cost estimates as it proceeds
through the interconnection process. Calpine expects that such information will provide comfort that the level of risk being
assumed by Xcel is reasonable.

4 As the Department notes in its Comments, “[o]ver the past several years GIAs for projects located in the Minnesota area
have been conditional upon the completion of various MISO Multi-Value Projects including the North LaCrosse to
Madison 345 kV line.” Department’s Initial Comments at p. 17.

15 As the Commission noted in its December 13, 2013 Order approving the acquisition of certain wind farms in Docket
Nos. E-002/M-13-603 and E-002/M-13-716, “Xcel adopted different strategies for managing the interconnection risk
associated with the Border Winds and Pleasant Valley projects. Xcel negotiated the price terms of the proposed Pleasant
Valley contract with the benefit of interconnection cost studies performed separately by MISO and Xcel. But in the Border
Winds contract, Xcel agreed to bear a portion of the project’s interconnection costs up to a cap; if costs would exceed the
cap, Xcel would have the option of cancelling the contract.” See Order Approving Acquisition with Conditions at p. 16.
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manageable, and similar to the Dispatchability Payment, reflects a reasonable allocation of risk
between the parties.

1.
CONCLUSION

Calpine agrees with the premise that bidders should be held to the prices and terms used to
evaluate their bids. This is particularly important given that Calpine and the other parties are
competing against a self-build proposal where Xcel did not bid a fixed price but is seeking cost
recovery based on an incentive ratemaking structure. At the same time, it would be unfair and
counterproductive to hold competitive bidders accountable for concessions they received during give-
and-take negotiations while ignoring important concessions that were made during those negotiations.
The inclusion of the Dispatchability Payment in the Calpine PPA must be viewed in the context of the
increased commercial risk Calpine has accepted and the additional flexibility the PPA provides to Xcel
and its ratepayers, as compared with Calpine’s initial bid.

Calpine appreciates the opportunity to provide this brief response to the Department’s Initial
Comments and reiterates its request that Commission approve the Calpine PPA and order Xcel to

proceed with its implementation.

Dated: November 3, 2014 Respectfully submitted,

/5/ Brian M. Meloy

Brian M. Meloy

STINSON LEONARD STREET
150 South Fifth Street, Suite 2300
Minneapolis, Minnesota 55402
Telephone: (612) 335-1500
Facsimile: (612) 335-1657
brian.meloy@stinsonleonard.com
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STATE OF MINNESOTA
BEFORE THE
MINNESOTA PUBLIC UTILITIES COMMISSION

Docket Nos.: E-002/CN-12-1240
E-002/M-14-788
E-002/M-14-789

In the Matter of the Petition of g
Northern States Power Company to )
Initiate a Competitive Resource )

)

Acquisition Process CERTIFICATE OF SERVICE

Catherine M. Wood, certifies that on November 3, 2014 she served true and correct
copies of the Reply Comments of Calpine Corporation upon the following parties via e-filing
and/or U.S. Mail:

ELECTRONIC SERVICE
Method
Person E-mail Address Company Address of
Service
David Aafedt daafedt@winthrop.com Winthrop & Suite 3500 Electronic
Weinstine, P.A. 225 South Sixth Street ~ Service
Minneapolis, MN
55402-4629
Christopher canderson@allete.com Minnesota Power 30 W. Superior Street  Electronic
Anderson Duluth, MN 55802- Service
2191
Julia Anderson Julia. Anderson@ag.state.mn.us Office of the 1800 BRM Tower Electronic
Attorney General- 445 Minnesota St. Service
DOC St. Paul, MN 55101-
2134
Thomas Bailey tbailey@briggs.com Briggs & Morgan 2200 IDS Center Electronic
80 So. 8" Street Service
Minneapolis, MN
55402
James J. Bertrand  james.bertrand @stinsonleonard.com Stinson Leonard 150 South Fifth Street  Electronic
Street LLP Suite 2300 Service
Minneapolis, MN
55402
William Borders ~ wborders@invenergyllc.com Invenergy LLC One South Wacker Electronic
Drive, Suite 1900 Service
Chicago, IL 60606
Michael Bradley = mike.bradley@lawmoss.com Moss & Barnett 150 S. 5™ Street, Electronic
#1200 Service
Minneapolis, MN
55402
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Service
Christine Brusven cbrusven@fredlaw.com Fredrikson & Byron, 200 S. 6" Street, Suite  Electronic
P.A. 4000 Service
Minneapolis, MN
55402-1425
Kodi Church kchurch@briggs.com Briggs & Morgan 2000 IDS Center Electronic
80 S. 8" Street Service
Mpls, MN 55402
Jeffrey A. jeffrey.daugherty@xcelenergy.com Center Point Energy 800 LaSalle Avenue Electronic
Daugherty (Xcel Energy) Minneapolis, MN Service
55402
James Denniston james.r.denniston@xcelenergy.com Xcel Energy 414 Nicollet Mall Electronic
Services, Inc. Fifth Floor Service
Minneapolis, MN
55401
lan Dobson ian.dobson@ag.state.mn.us Attorney General — Minnesota Street Electronic
RUD 1400 BRM Tower Service
St. Paul, MN 55101
Betsy Engelking betsy@geronimoenergy.com Geronimo Energy 7650 Edinborough Electronic
Way, Suite 725 Service
Edina, MN 55435
Sharon Ferguson  sharon.ferguson@state.mn.us Dept. of Commerce 85 7" PI. E., Ste. 500 Electronic
St. Paul, MN 55101- Service
2198
John Flumerfelt jflumerfelt@calpine.com Calpine Corporation 500 Delaware Avenue  Electronic
Wilmington, DE Service
19801
Edward Garvey garveyed@aol.com Residence 32 Lawton Street Electronic
St. Paul, MN 55102 Service
Travis travis.germundson@state.mn.us Board of Water & 520 Lafayette Road Electronic
Germundson Soil Resources St. Paul, MN 55155 Service
Craig Gordon cgordon@invenergyllc.com Invenergy LLC One Wacker Drive Electronic
Suite 1900 Service
Chicago, IL 60606
Todd J. Guerrero  todd.guerrero@kutakrock.com Kutak Rock LLP Suite 1750 Electronic
220 South Sixth Street ~ Service
Minneapolis, MN
55402-1425
Burl W. Haar burl.haar@state.mn.us Public Utilities Suite 350 Electronic
Commission 121 7" PI. E. Service

St. Paul, MN 55101-
2147
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Service
Mary Holly mholly@winthrop.com Winthrop & 225 South Sixth Street  Electronic
Weinstine, P.A. Suite 3500 Service
Minneapolis, MN
55402
Michael Hoppe il23@mtn.org Local Union 23, 932 Payne Avenue Electronic
I.B.E.W. St. Paul, MN 55130 Service
Alan Jenkins aj@jenkinsatlaw.com Jenkins at Law 2265 Roswell Road Electronic
Suite 100 Service
Marietta, GA 30062
Linda Jensen linda.s.jensen@ag.state.mn.us Office of the 1800 BRM Tower Electronic
Attorney General — 445 Minnesota Street  Service
DOC St. Paul, MN 55101-
2134
Richard Johnson Rick.Johnson@lawmoss.com Moss & Barnett 150 S. 5" Street Electronic
Suite 1200 Service
Minneapolis, MN
55402
Michael Krikava  mkrikava@briggs.com Briggs & Morgan 2200 IDS Center Electronic
80 So. 8th St. Service
Minneapolis, MN
55402
Karen Kromar karen.kromar@state.mn.us MN Pollution 520 Lafayette Road Electronic
Control Agency St. Paul, MN 55155 Service
Douglas Larson dlarson@dakotaelectric.com Dakota Electric 4300 220" Street West  Electronic
Association Farmington, MN Service
55024
John Lindell agorud.ecf@ag.state.mn.us Office of the 1400 BRM Tower Electronic
Attorney General — 445 Minnesota Street  Service
RUD St. Paul, MN 55101-
2130
Eric Lipman eric.lipman@state.mn.us Office of P.O. Box 64620 Electronic
Administrative St. Paul, MN 55164- Service
Hearings 0620
Michael Loeffler ~ mike.loeffler@nngco.com Northern Natural 1111 So. 103" St. Electronic
Gas Co. Omaha, NE 68124- Service
1000
Kavita Maini kmaini@wi.rr.com KM Energy 961 N Lost Woods Electronic
Consulting LLC Road Service
Oconomowoc, WI
53066
Pam Marshall pam@energycents.org Energy CENTS 823 7" Street East Electronic
Coalition St. Paul, MN 55106 Service
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Thomas Melone Thomas.Melone@AllcoUS.com MN Go Solar LLC 222 South 9™ Street Electronic
Suite 1600 Service
Minneapolis, MN
55120
Brian Meloy brian.meloy@leonard.com Leonard, Streetand 150 S. 5" Street Electronic
Deinard Suite 2300 Service
Mpls, MN 55402
Andrew apmoratzka@stoel.com Stoel Rives LLP 33 South Sixth Street Electronic
Moratzka Suite 4200 Service
Minneapolis, MN
55402
David W. Niles david.niles@avantenergy.com Minnesota Suite 300 Electronic
Municipal Power 200 South Sixth Street ~ Service
Agency Minneapolis, MN
55402
Darrell Nitschke dnitschki@nd.gov North Dakota Public 600 E. Boulevard Electronic
Service Commission  Avenue, State Capital, Service
12" Floor, Dept. 408,
Bismarck, ND 58505-
0480
Ryan Norrell mnnorrell@nd.gov North Dakota Public 600 E. Boulevard Ave. Electronic
Service Commission  State Capital Service
12" Floor, Dept. 408
Bismarck, ND 58505-
0480
Bryan Nowicki bnowicki@reinhartlaw.com Reinhart Boerner 22 E. Mifflin Street Electronic
Suite 600 Service
Madison, WI 53703-
4225
Bob Patton bob.patton@state.mn.us MN Department of 625 Robert Street No.  Electronic
Agriculture St. Paul, MN 55155- Service
2538
Kevin Reuther kreuther@mncenter.org MN Center for 26 E. Exchange St. Electronic
Environmental Suite 206 Service
Advocacy St. Paul, MN 55101-
167
Richard rsavelkoul@martinsquires.com Martin & Squires, 332 Minnesota Street Electronic
Savelkoul P.A. Suite W2750 Service
St. Paul, MN 55101
Janet Shaddix jshaddix@janetshaddix.com Shaddix and 9100 W. Bloomington  Electronic
Elling Associates Fwy, Suite 122 Service

Bloomington, MN
55431
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Byron E. Starns byron.starns@stinsonleonard.com Stinson Leonard 150 South 5™ Street Electronic
Street LLP Suite 2300 Service
Minneapolis, MN
55402
Donna dstephenson@grenergy.com Great River Energy 12300 EIm Creek Electronic
Stephenson Boulevard Service
Maple Grove, MN
55369
James M. jstrommen@kennedy-graven.com Kennedy & Graven, 470 U.S. Bank Plaza Electronic
Strommen Chartered 200 South Sixth Street ~ Service
Minneapolis, MN
55402
Eric Swanson eswanson@winthrop.com Winthrop & 225 S. 6™ Street, Suite  Electronic
Weinstine P.A. 1500 Service
Capella Tower
Minneapolis, MN
55402
James Talcott jim.talcott@nngo.com Northern Natural 1111 South 103" St. Electronic
Gas Company Omaha, NE 68124 Service
SaGonna Regulatory.Records@xcelenergy.com Xcel Energy 414 Nicollet Mall, FI.  Electronic
Thompson 7 Service
Mpls, MN 55401
Kari L. Valley kari.l.valley@xcelenergy.com Xcel Energy 414 Nicollet Mall Electronic
Service, Inc. Floor 5 Service
Minneapolis, MN
55401
Lisa Veith lisa.veith@ci.stpaul.mn.us City of St. Paul 400 City Hall and Electronic
Courthouse Service
15 West Kellogg Blvd
St. Paul, MN 55102
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